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Dear Shareholder We have improved our global business conduct governance

A key focus of the Board during 2017 was the oversight of the framework, |nk1plement|lng ;[,he Groyﬁ > new .gl?bal ‘comgllance

acquisition of RAI. In addition to our scheduled Board programme, FB)rogram?e, dnowg aCs Del{very wgcgltncte%rlty - Driven ﬁ/our

during the months leading up to the acquisition, the Board convened usiness Conduct omphance ( ) epe.lrtment, the

several additional meetings during which it received detailed briefings programme focuses on d”‘"f‘g a globa.ll){ consistent approach to

from senior management and external advisers on the RAI business compliance, anq strengt_henlng our existing processes, across the

and the legal and governance implications of the acquisition. Group. Further information on the work of the BC&C department
can be found on page 28.

As a result of the acquisition, we are subject to additional US L . . . .

compliance obligati?)ns as a ‘foreign priv]ate issuer’, including certain It 5 important that the Board is equipped Wlth.the right bala‘nce of

requirements of the NYSE Rules and US Securities laws including the SIIGHS arr:d.expertllse alnd has a ?eﬁp undefstanrc;lmg of the bu.smesg

Exchange Act and SOx. We carried out a full review of our key policies led ¢ € Internal evaluation of the Boafd s performance dunn_g the

and governance frameworks to ensure that they would meet all year, Wh'.c h found that the Board. continues to perform effectively .

required governance requirements post acquisition. Market visits andl engagement. with our senior management remain
key to the Board’s understanding of our business, and our meetings

Our Audit Committee was instrumental in reviewing our internal held in the US provided an excellent insight into the US business,

control processes to ensure alignment with US and SOx requirements, its strategy and future challenges. Further details on the Board

particularly in the areas of Audit Committee responsibilities, financial performance evaluation can be found on pages 63 and 64.

disclosures, and conflicts of interest. The review resulted in changes . . .

to our Audit Committee Terms of Reference and our Auditor Corporate governance requirements continue to evolve, with h he

Independence Policy; the creation of a SOx Steering Committee and possibility of significant UK cprpprate govern?nce reforms durlr\g

Disclosure Committee composed of senior management to provide 2018. I look forward to continuing the Board’s engagement with

day to day oversight of SOx issues; and the approval of a Code of our sharehoIQers and corporate governance stakeholders on

Ethics for the Chief Executive and Senior Financial Officers. Please see governance ISSues.

our Audit Committee report on pages 65 to 70 for further details. On behalf of the Board, | confirm that we believe that this Annual

Our Nominations Committee carried out an externally facilitated Rfepr?rtcpresents ? fair, .b.alan.ced a?fd understangable assessment I

review of the composition, independence, diversity and skills set of the Company’s position, its performance and prospects, as we

of our Board, and following the acquisition of RAl we made three as its business model and strategy.

new appointments to the Board. A full report on the activities of our Richard Burrows

Nominations Committee can be found on pages 71 and 72. Chairman

We continue to pay close attention to business conduct issues.

As previously reported, we are investigating, through external legal

advisers, allegations of misconduct and have been liaising with the

UK'’s Serious Fraud Office (SFO) and other relevant authorities. It was

announced in August 2017 that the SFO had opened an investigation

in relation to the Company, its subsidiaries and associated persons.

We are cooperating with the SFO’s investigation and a sub-Committee

of the Board continues to have oversight of these matters.
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Directors’ Report

Board of Directors

Richard Burrows
Chairman (72)

Nationality: Irish

Kieran Poynter
Senior Independent Director (67)

Nationality: British

A AP
Nicandro Durante

Chief Executive (61)

Nationality: Brazilian/Italian

Ben Stevens
Finance Director (58)

Nationality: British

Position: Chairman since November
2009; Non-Executive Director since
September 2009; Chairman of the
Nominations Committee.

Other appointments: Chairman

of the Board and Chair of the
Nomination, Remuneration and
Compliance Committees of Craven
House Capital plc; Senior Independent
Director and Chairman of the
Remuneration Committee of Rentokil
Initial plc; Supervisory Board member
and Chairman of the Remuneration
Committee at Carlsberg A/S.

Skills and experience: Richard brings
considerable consumer goods and
international business experience to
the Board, having been Chief Executive
of Irish Distillers and Co-Chief
Executive of Pernod Ricard. Prior

to joining the Board, Richard was
Governor of the Bank of Ireland.
Richard is a Fellow of the Institute of
Chartered Accountants of Ireland.

Non-Executive Director (61)

Nationality: British

Position: Senior Independent Director
since October 2016; Non-Executive
Director since 2010; Chairman of the
Audit Committee since October 2016
and member of the Nominations
Committee.

Other appointments: NED and Chair
of the Audit and Compliance Committee
of International Consolidated Airlines
Group S.A.; Chairman and Chair of the
Nominations, Audit and Compliance
and Risk and Remuneration Committees
of F&C Asset Management plc.

Skills and experience: Kieran brings
a wealth of financial and international
experience to the Board. He was
Chairman and Senior Partner of
PricewaterhouseCoopers from 2000
to his retirement in 2008, having
started as a graduate trainee in 1971;
and is a former Chairman of Nomura
International PLC. Kieran served on
the President’s Committee of the
Confederation of British Industry and
as member of an advisory committee
for the Chancellor of the Exchequer.
Kieran is a Chartered Accountant.

Ann Godbehere ##
Non-Executive Director (62)

Nationality: Canadian/British

Position: Chief Executive since 2011.

Position: Finance Director since 2008.

Other appointments: Non-Executive
Director of Reckitt Benckiser Group plc.

Other appointments: Non-Executive
Director of ISS A/S.

Skills and experience: Nicandro has
extensive leadership skills developed
in various senior international roles
within the Group. He joined Souza
Cruz in Brazil in 1981, rising to become
President of that company. Nicandro
joined the Management Board in
2006 as Regional Director for the
Africa and Middle East region. He
joined the Board in 2008 as Chief
Operating Officer, before being
appointed as Chief Executive in 2011.

Dr Marion Helmes
Non-Executive Director (52)

Nationality: German

Skills and experience: Ben joined
the Group in 1990 and has broad
international experience spanning
both senior finance and general
management roles. He was Head

of Merger Integration following the
merger with Rothmans and Chairman
and Managing Director of both
Pakistan Tobacco Company and British
American Tobacco Russia. Ben was
appointed to the Management Board
in 2001 as Development Director and
became Director, Europe, in 2004.
He joined the Board in 2008 as
Finance Director.

Luc Jobin

Non-Executive Director (58)

Nationality: Canadian

Position: Non-Executive Director since
2015; member of the Nominations and
Remuneration Committees.

Other appointments: Special Adviser,
Chime Group; NED and Chair of the
Corporate Responsibility Committee
of Dairy Crest Group plc; NED and
Chair of the Remuneration Committee
of Millennium & Copthorne Hotels plc;
NED and Chair of the Nominations &
Remuneration Committee of Accsys
Technologies PLC.

Skills and experience: Sue brings
considerable expertise in marketing,
branding and consumer issues to the
Board. Sue is a former Chairwoman of
both the Marketing Society and the
Marketing Group of Great Britain. Prior
to joining the Chime Group in 2003,
where she was Director, Strategic and
Business Development until 2015,
Sue’s career in corporate
communications included roles with
the BBC and Vauxhall Motors.

Position: Non-Executive Director since
2011; member of the Nominations and
Remuneration Committees. Ann will
retire at the conclusion of the AGM on
25 April 2018.

Other appointments: Senior
Independent Director and Chair of the
Audit Committee of Rio Tinto plc and
Rio Tinto Limited; NED and Chair of
the Compensation Committee of

UBS Group AG and UBS AG.

Position: Non-Executive Director
since August 2016; member of the
Audit and Nominations Committees.

Other appointments: Supervisory
Board member and Chair of Audit
Committee of Bilfinger SE; NED of
NXP Semiconductors N.V.;

Vice Chairwoman of the Supervisory
Board of ProSiebenSat.1 Media SE;
Supervisory Board member of
Uniper SE.

Skills and experience: Ann has more
than 25 years’ experience in the
financial services industry. She spent
10 years at Swiss Re Group, latterly as
Chief Financial Officer from 2003 to
2007. From 2008 until 2009 she was
CFO of Northern Rock during the
initial phase of its public ownership.
Ann was a NED and Chair of the Audit
Committee of Prudential plc until May
2017. Ann is a Fellow of the Certified
General Accountants Association of
Canada and a Fellow of the Institute of
Chartered Professional Accountants.

Skills and experience: Marion brings
significant financial expertise and
operational experience gained at an
international level having spent her
working life managing businesses
across Europe, the Americas and Asia.
Her extensive career includes Chief
Financial Officer positions at Celesio,
Q-Cells and ThyssenKrupp Elevator
Technology.

Position: Non-Executive Director
since 25 July 2017; member of the
Nominations and Remuneration
Committees.

Other appointments: President and
Chief Executive Officer of Canadian
National Railway Company.

Skills and experience: Luc brings with
him extensive financial and strategic
experience, including in the US
tobacco sector as an independent
director of RAI from 2008 until the
acquisition in 2017. Before being
appointed to his current role at the
Canadian National Railway Company,
Luc had served as Executive Vice
President and Chief Financial Officer
since 2009. He was Executive Vice
President of Power Corporation of
Canada from 2005 to 2009 and was
Chief Executive Officer of Imperial
Tobacco Canada, a subsidiary of the
Company from 2003 to 2005 and
Executive Vice President and Chief
Financial Officer from 1998 to 2003.
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Attendance at Board meetings in 2017

Attended/Eligible to attend

Name Director since  Scheduled Ad hoc
Richard Burrows 2009 6/6 6/6
/i Nicandro Durante 2008 6/6 6/6
Holly KeIIr Koppel Savio Kwa : Ben Stevens 2008 6/6 6/6
Non-Executive Director (59) Non-Executive Director (69)
— : S Sue Farr 220,20 2015 6/6 3/6
:atlonah’t\)l/: AnE1er|can - :latlonallt’:/: Br::ISh - Ann Godbehere 4@ 2011 6/6 6/6
osition: Non-Executive Director since osition: Non-Executive Director since
: 2(b), 2
25 July 2017; member of the Audit and 2014; member of the Nominations and Dr Marion Helmes ® % 2016 5/6 6/6
Nominations Committees. Remuneration Committees. Luc Jobin “© 2017 3/3 1/1
Other appointments: NED of Other appointments: Co-Founder Holly Keller Koeppel 4© 2017 3/3 11
Vesuvius and AES Corporation; Senior and CEO of A&K Consulting Co Ltd, .
Adviser to Corsair Capital LLC. advising entrepreneurs and their Savio Kwan lan 760 4@ 2014 6/6 6/6
. . Ao VRS e),
skills and experience: Holly has start-up businesses in China; Visiting Dr Pedro Malan 2015 6/6 5/6
extensive operational and financial Professor at _Henlgy BusmefsshSchI(_)sl;b Dr Gerry Murphy 2@ 2@, 4® 2009-2017 2/2 1/2
management experience in the US Non-Executive Director of the Alibaba Lionel Nowell. [l 4© 2017 3/3 11
business environment and served as an Hong Kong Entrepreneur Fund. T . 2©
independent director on the Board of Skills and experience: Savio brings Dimitri Panayotopoulos 2015 6/6 6/6
RAI from 2008 until the acquisition in significant business leadership Kieran Poynter 2010 6/6 6/6

2017. Prior to her role as Senior Adviser
to Corsair Capital LLC, she served as
Managing Partner and Co-Head of
Corsair Infrastructure Management
L.P. from 2015 until her retirement in
2017. From 2010 to 2015, she served
as Co-Head of Citi Infrastructure
Investors and prior to 2010 she held
financial and executive management
roles with American Electric Power
Company, Inc. and Consolidated
Natural Gas Company.

Dr Pedro Malan

Non-Executive Director (75)

Nationality: Brazilian

experience of Greater China and Asia
to the Board. During his extensive
career he has worked broadly in
technology for General Electric, BTR
plc and Alibaba Group, China's largest
internet business, where he was both
Chief Operating Officer and, later,

a Non-Executive Director.

Lionel Nowell, 11l
Non-Executive Director (63)

Nationality: American

Notes:

1.

Number of meetings in 2017: (a) the Board held 12 meetings in 2017, six of which were held
at short notice, five to discuss the proposed acquisition of RAl and one to discuss proposed
Management Board changes. One meeting was held off-site, in the United States, to review the
Group’s strategy and the Group’s US business.

2. (a) Sue Farr and Dr Gerry Murphy did not attend the January ad hoc Board meeting due to prior

w

commitments; (b) Dr Marion Helmes did not attend the February Board meeting due to prior
commitments; (c) Sue Farr did not attend the March and May ad hoc Board meetings due to prior
commitments; (d) Dr Gerry Murphy did not attend the 2017 AGM due to prior commitments;
and (e) Sue Farr, Dr Marion Helmes, Dr Pedro Malan and Dimitri Panayotopoulos did not attend
the July general meeting, arranged to approve the RAl acquisition, due to prior commitments.

. Number of meetings in 2018: six Board meetings are scheduled for 2018.

4. Composition: (a) the Board of Directors is shown as at the date of this Annual Report and Form

® N

20-F; (b) Dr Gerry Murphy retired as NED at the AGM on 26 April 2017; (c) Luc Jobin, Holly Keller
Koeppel and Lionel Nowell, IIl were appointed as Non-Executive Directors with effect from 25 July
2017; and (d) Ann Godbehere and Pedro Malan will retire as NEDs at the AGM on 25 April 2018.

Dimitri Panayotopoulos
Non-Executive Director (66)

Nationality: Greek/Tanzanian Audit Committee

Position: Non-Executive Director
since 2015; member of the Audit and
Nominations Committees. Pedro will
retire at the conclusion of the AGM
on 25 April 2018.

Other appointments: Chairman

of the International Advisory Board
of Itat Unibanco; member of the
Board of EDP — Energias do Brasil SA;
Trustee of the Thomson Reuters Trust
Principles; member of the Temasek
International Panel.

Skills and experience: Pedro has
extensive experience of Brazilian
trade and industry and an in-depth
knowledge of the international
economy. Pedro was Minister of
Finance for Brazil from 1995 to 2002,
having been President of the Central
Bank of Brazil from 1993 to 1994,
and before that Chief External Debt
Negotiator for Brazil from mid-1991
to 1993. He is a former Chairman of
Unibanco and was a NED of Souza
Cruz S.A. from 2010 to 2015.

Position: Non-Executive Director
since 25 July 2017; member of the
Audit and Nominations Committees.

Other appointments: NED of Bank

of America Corporation and NED

and Chair of the Audit Committee of
American Electric Power Company, Inc.

Skills and experience: Lionel brings

a wealth of operational and financial
management experience in the
consumer products industry having
served as Lead Independent Director of
the Board of RAI from January 2017 until
the acquisition in 2017 and as a director
since 2007. Lionel retired as Senior Vice
President and Treasurer of PepsiCo in
2009, where he held senior financial
executive roles since 1999. Prior to
PepsiCo, Lionel was Senior Vice
President, Strategy and Business
Development at RJR Nabisco, Inc. from
1998 to 1999 and held a variety of senior
financial roles at the Pillsbury division

of Diageo PLC from 1991 to 1998.

Nomination Committee
Remuneration Committee

Position: Non-Executive Director
since 2015; Chairman of the
Remuneration Committee since
October 2016 and member of the
Nominations Committee.

Committee Chairman
Executive Director
Non-Executive Director

..O:UZ>

Other appointments: Senior Adviser
at The Boston Consulting Group; NED
of Logitech International S.A.; Advisory
Board member of |BS USA; Chairman
of Coveris Holdings S.A.

Skills and experience: Dimitri has
extensive general management and
international sales and brand building
expertise. He was Vice Chairman and
Adviser to the Chairman and CEO of
Procter & Gamble (P&G), where he
started his career in 1977. During his
time at P&G, Dimitri led on significant
breakthrough innovations and
continued to focus on this, speed to
market and scale across all of P&G's
businesses while Vice Chairman of

all the Global Business Units.
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Management Board

Jerome Abelman "
Director, Legal & External Affairs

and General Counsel (54)

Nationality: American

Jack Bowles
Chief Operating Officer (54)

Nationality: French

Alan Davy
Director, Operations (54)

Nationality: British

Giovanni Giordano
Director, Group Human Resources (52)

Nationality: Italian/American

Jerry was appointed Director, Legal

& External Affairs and General
Counsel in May 2015, having joined
the Management Board as Group
Corporate & Regulatory Affairs
Director in January 2015. Jerry was
Regional General Counsel, Asia-Pacific
from 2010 to 2014, before becoming
Assistant General Counsel — Corporate
& Commercial. He was a member of
the Board of RAI from February 2016
until the RAl acquisition in July 2017.

Andrew Gray
Chief Marketing Officer (53)

Nationality: Brazilian/British

Jack became Chief Operating Officer
for the International Business in
October 2017. Joining the Group in
2004, he was Chairman of British
American Tobacco France in 2005,
before becoming Managing Director
of British American Tobacco Malaysia
in 2007. He joined the Management
Board as Regional Director for Western
Europe in October 2009 and then
Regional Director for the Americas

in October 2011. He was Regional
Director for Asia-Pacific from January
2013 to the end of 2017.

m

Tadeu Marroco
Regional Director, Europe

and North Africa (51)

Nationality: Brazilian

Alan was appointed to the
Management Board as Group
Operations Director in March 2013.
He joined the Group in 1988 and has
held various roles in manufacturing,

supply chain and general management.

Alan previously held the position of
Group Head of Supply Chain.

Dr David O’Reilly
Group Scientific and R&D Director (51)

Nationality: British

Giovanni joined the Management
Board of British American Tobacco

in June 2011. He is an international
human resources executive with wide
experience from senior roles at Procter
& Gamble and Ferrero, where he was
Chief Corporate Officer.

Ricardo Oberlander

President and CEO,
Reynolds American Inc. (54)

Nationality: Brazilian

Andrew was appointed Chief
Marketing Officer in October 2017.
He joined the Management Board as
Regional Director for Africa and the
Middle East in January 2008 before
being appointed Regional Director
for Eastern Europe, Middle East and
Africa (EEMEA) in January 2011 and
Marketing Director in September
2014. Joining Souza Cruz in 1986, he
held a number of senior management
positions in South America and the
Caribbean (including President of
Souza Cruz) and also in Malaysia.

Naresh Sethi

Director, Business Development (51)

Nationality: Australian/Indian

Tadeu was appointed Regional
Director, Europe and North Africa

in January 2018. He joined the
Management Board as Director,
Business Development in September
2014 and was appointed Regional
Director, Western Europe in December
2016. Tadeu joined British American
Tobacco in Brazil over 20 years ago.
He has held various senior finance
positions, including Regional Finance
Controller, EEMEA, and Group
Finance Controller.

et &
Johan Vandermeulen

Regional Director, Asia-
Pacific and Middle East (50)

Nationality: Belgian

David was appointed Group Scientific
Director in January 2012. He has been
with British American Tobacco for over
20 years and has held various positions
in Group Research and Development.
He has led the Group's R&D efforts

to develop reduced toxicant

products and has also been Head of
International Public Health & Scientific
Affairs, responsible for engagement
with the scientific, medical and public
health communities.

Kingsley Wheaton »,

Regional Director, Americas

and Sub-Saharan Africa (45)

Nationality: British

Naresh was appointed Director,
Business Development in December
2016. He has over 20 years of
experience in the tobacco industry,
holding various marketing roles in India,
Indonesia, West Africa and Australasia.
He was Marketing Director in Japan and
then the Group’s General Manager. He
became Group Head of Strategy and
Planning, and was appointed to the
Management Board as Director, Group
Business Development in 2012 before
being appointed Regional Director for
Western Europe in January 2013.

Johan was appointed Regional
Director, Asia-Pacific and Middle
East in January 2018. He joined the
Management Board as Regional
Director for Eastern Europe, Middle
East and Africa in September 2014.
He has been with British American
Tobacco for more than 25 years and
was previously General Manager in
Russia, General Manager in Turkey
and in the marketing function he
was Global Brand Director for the
Kent brand.

Kingsley was appointed Regional
Director, Americas and Sub Saharan
Africa in January 2018. He was
Marketing Director in Nigeria and
Russia, prior to being General Manager
in Russia and then the Global Brand

Director for the Kent and Vogue brands.

He joined the Management Board in
January 2012 as Deputy Corporate and
Regulatory Affairs Director and
appointed Director, Corporate and
Regulatory Affairs in June 2012. In 2015
he was appointed Managing Director,
Next Generation Products.

Ricardo was appointed President

and CEO of Reynolds American Inc.

in January 2018. Appointed to the
Management Board as Regional
Director for the Americas in 2013,
previous roles include Marketing
Director of the Malaysian business,
Regional Marketing Manager for the
Americas, General Manager in France
and Global Consumer Director. He was
an RAI Board member from 2014 until
the acquisition and is a member of
the Chief Marketing Officer Council
North America Advisory Board.
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Leadership and
effectiveness

Governance framework

The Board

Audit
Committee

Remuneration
Committee

Nominations
Committee

Introduction
& Board

Responsibility
of Directors

The Board is collectively responsible to shareholders of the Company for its performance and for the Group’s strategic direction, its values
and its governance. It provides the leadership necessary for the Group to meet its performance objectives within a robust framework of

internal controls.

Board responsibilities:
—Group strategy.

- Significant corporate activities.
—Group policies.

— Corporate governance.
—Board succession plans.

—Group budget.

—Risk management and
internal control.

—Annual Report approval.

— Periodic financial reporting.
—Dividend policy.

Board Committees

The Board has three principal Board Committees to which it has
delegated certain responsibilities. The roles, memberships and
activities of these Committees are described in their individual reports
in this section. Each Committee has its own terms of reference,
available at www.bat.com/governance, which are reviewed and
updated regularly, most recently with effect from July 2017 to reflect
US governance requirements following the acquisition of RAI, which
resulted in a number of changes to the terms of reference of the
Audit Committee.

Management Board

The Management Board, chaired by the Chief Executive,

is responsible for overseeing the implementation of the Group’s
strategy and policies set by the Board, and for creating the framework
for the day-to-day operation of the Group’s operating subsidiaries.

Its other members comprise the Finance Director and 11 senior
Group executives whose names and roles are described on page 58.

An organisational restructuring, from four to three regions, has
resulted in the following changes to the Management Board:

Jack Bowles, Regional Director, ASPAC, was appointed to the newly
created role of Chief Operating Officer for the International Business
(excluding the United States) with effect from 1 October 2017.

Andrew Gray, Director, Marketing, was appointed to the
newly created role of Chief Marketing Officer with effect from
1 October 2017.

Ricardo Oberlander, Regional Director, Americas, was appointed to
the role of President and CEO, RAI, with effect from 1 January 2018,
following the departure of Debra Crew, the previous incumbent.

All of the above roles report directly to the Chief Executive.

Regional Director responsibilities were reorganised as follows, with
effect from 1 January 2018:

Kingsley Wheaton, Managing Director, Next Generation Products,
was appointed Regional Director, Americas and Sub-Saharan Africa.

Tadeu Marroco, Regional Director, Western Europe, was appointed
Regional Director, Europe and North Africa.

Johan Vandermeulen, Regional Director, EEMEA, was appointed
Regional Director, Asia-Pacific and Middle East.

All of the above roles report directly to the Chief Operating Officer.

The new structure enables more integrated resource allocation
and decision making across geographies and categories.

Board programme

The Board has a comprehensive annual programme of meetings
to monitor and review the Group’s strategy across all the elements
of the Group'’s business model. The key activities of the Board in
2017, grouped under the Group’s four strategy pillars of Growth,
Productivity, Sustainability and Winning Organisation, are detailed
on pages 60 and 61. The Board’s strategic priorities for 2017 are
identified within the key performance indicators set out in our
Strategic Report on pages 10 and 11.

The Board devotes considerable attention to Group Corporate
Governance, including internal control and compliance issues.
It receives verbal updates from the Chairmen of all Committees
following each Committee meeting. Copies of the minutes of
all Committees are circulated to all members of the Board.

Remuneration
Committee

page 73

Audit
Committee

page 65

Nominations
Committee

page 71

Leadership roles and responsibilities

Leadership

Chairman
— Leadership of the Board.

Chief Executive
— Overall responsibility for
Group performance.

— Leadership of the Group.

— Ensures Board effectiveness.
— Sets Board agenda.

— Interfaces with shareholders. — Enables planning and execution

of objectives and strategies.
— Stewardship of Group assets.

— Ensures effective shareholder
engagement.

Oversight

Non-Executive Directors (NEDs)
— Oversee Group strategy.

Senior Independent Director (SID)
- Leads review of Chairman'’s

— Review management proposals. performance.
— Monitor Group performance. — Presides at Board in Chairman’s
absence.

- Bring an external perspective and ) )
effective challenge to the Board. — Intermediary for other Directors.
— Available to meet with major

shareholders.

Management Board

— Develops Group strategy for Tobacco - Ensures Group, regional and
Products and NGPs for approval by functional strategies and resources
the Board. are effective and aligned.

— Monitors Group operating - Manages the central functions.

performance. - Oversees the management and

development of talent.
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Board activities in 2017

a4 Growth

Growth remains our key strategic focus. Continued investment
in, and development of, our strategic focus areas is central to
the Board'’s annual agenda.

fa Productivity

The Board pays close attention to the Group’s
operational efficiency and our programmes are aimed at
delivering a globally integrated enterprise with cost and
capital effectiveness.

Activities in 2017

Activities in 2017

Reviewing:

—NGP strategy and updates on the Group’s NGP performance,
including the acquisition of ViP e-cigarette company in the UK; the
launch of glo in Japan; and the Group’s approach to, and future plans
in respect of, the NGP portfolio;

—the Group’s acquisition of RAI;

—the RAI business strategy and performance following its acquisition by
the Group;

—acquisition opportunities, including the acquisition of Winnington,
the maker of the market leading white snus product, Epok,
in Sweden;

—the acquisition of certain tobacco assets from Bulgartabac
Holding AD;

—operating performance and the continued significant impact of
foreign exchange rates on the Group’s financial performance,
including measures taken by management to mitigate foreign
exchange risks;

—the quarterly financial performance of the associates of the Group;
and

—the Group’s results and current outlook throughout the year.

Reviewing:

—organisational design changes following the successful completion
of the acquisition of RAI, including proposals to simplify the Group’s
regional structure to fully integrate the NGP business into the core
operations of the Group;

—business transformation programmes to implement
operational efficiencies;

—proposed changes to the Group’s delegated authorities framework
to reflect organisational changes;

—the operating performance of the Group;
—proposals to issue multiple series of guaranteed bonds in the US; and

—Group liquidity, confirming that the Company was conforming with
its financing principles and noting planned refinancing activities for
the year ahead.

Strategy review highlights: Growth

NGPs: The Board received regular updates on the Group's approach
to its NGP business during 2017 from senior management, covering
the evolution of the Group’s NGP business, current NGP performance
highlights, NGP strategy and objectives in the short and long

term, and challenges, together with an overview of the competitor
landscape in the sector.

Acquisition of RAI: The Board convened five additional Board
meetings to oversee all material matters relating to the acquisition of
RAI, which constituted a Class | transaction for the Company for the
purposes of the UK Listing Rules. The key conditions to completing
the transaction were obtaining the approval of the shareholders of
the Company and RAI; obtaining anti-trust approvals in the US and
Japan; registration of the Company’s shares with the Securities and
Exchange Commission (SEC) in the US; approval of the Company’s
shares for listing on the UK London Stock Exchange; and approval of
the Company’s American Depository Shares for listing on the New
York Stock Exchange. The Board also approved the creation of a sub-
committee of the Board to ensure ongoing oversight of all matters
relating to the transaction between full meetings of the Board.

Strategy review highlights: Productivity

Oversight of operating model changes: During 2017, the Group
established a Global Business Services (GBS) organisation which
will deliver all transactional activities, efficiently manage non-core
transactional activity, and deliver value-adding analytics services
to the Group. The establishment of GBS is a natural next step to
maximise the benefits from the Group’s TaO programme.

Organisational design changes: Following the successful completion
of the acquisition of RAI, the Board approved organisational design
changes to simplify the Group’s regional structure and to fully
integrate the NGPs business into the core operations of the Group,
reflecting the outstanding growth of this part of the business to
date and its long-term importance to the Group’s future. Three new
regions have been created, effective 1 January 2018: Americas and
Sub-Saharan Africa, Europe and North Africa and Asia-Pacific and
Middle East. These replace the previous four-region structure.
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%» Sustainability

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

Audit
Committee

Remuneration
Committee

Nominations
Committee

Responsibility
of Directors

Introduction
& Board

i Winning organisation

Setting the ‘tone from the top’ is an important part of the
Board'’s role, helping to foster a culture centred on our Guiding
Principles and which harnesses diversity.

Activities in 2017

Activities in 2017

Reviewing:

—the Group’s Global Product Stewardship Policy Framework in light of
the new product stewardship challenges for the Group arising from
its NGP activities;

—the status of the Group’s litigation proceedings, including updates on
the class actions in Quebec, Canada, against the Group's subsidiary
Imperial Tobacco Canada and two other Canadian manufacturers;
the Sequana dividend trial; the trial in Georgia brought by Tiblisi
Tobacco; and key RAI litigation matters;

—updates on compliance matters including allegations of misconduct
and the activities of the newly created Business Conduct and
Compliance department;

—approving changes to the Group’s Standards of Business Conduct
to reflect US legislative and regulatory requirements following the
acquisition of RAI;

—Environment, Health and Safety performance and long-term targets;

—the Group’'s Risk Register, considering the Group’s risk appetite and
determining the Group’s viability for Financial Reporting Council
reporting purposes, taking account of the Company’s current
position and principal risks; and

—the Group’s director and officer insurance cover and agreeing revised
provisions to take into account the change in requirements in this
area following the acquisition of RAI

Reviewing:

—succession planning at Board level, including Executive Director
and Management Board succession planning and monitoring the
progress of Management Board development plans;

—the performance of Executive Directors and Management
Board members;

—Non-Executive Director appointments in light of requirements
following the acquisition of RAI, including approving the
appointment of three new Non-Executive Directors from the RAI
board of directors as proposed by the Nominations Committee;

—the composition of Board Committees and approving changes to
the Committees;

—proposed changes to the roles and responsibilities of the
Management Board and approving changes including the creation of
the roles of Chief Operating Officer and Chief Marketing Officer; and

—RAl integration plans, including proposals for ensuring integration
and retention of talent in the enlarged Group.

Strategy review highlights: Sustainability

During its strategy meeting in the US, the Board received a
comprehensive briefing on the FDA regulation of Tobacco Products
and the strategies which have been adopted to minimise the impact
on RAI's operating performance. The evolution of the FDA's role and
the key regulatory risks and challenges, including the numerous
types of submissions and time frames, were explained in some detail.
RAI’s mitigation strategies were also discussed, together with recent
developments from the FDA and their likely impact on the US market.

In 2017, the Group launched a new compliance programme,
known as ‘Delivery with Integrity’. See page 28 for details of
this programme.

Directors: information and advice

Strategy review highlights: Winning organisation

Talent development: The approach to talent development and
attraction was comprehensively reviewed to ensure it remains fit

for purpose, particularly in the areas of brand-building and NGPs.

A number of new initiatives were implemented, including the
introduction of a new Global Graduate Academy, together with revised
functional leadership programmes. See page 25 for further details.

Your Voice survey: The Group'’s global employee survey ‘Your Voice’
achieved exceptional results with a key Engagement Index score of
83%. See pages 25 and 26 for more details.

Diversity: Initiatives during 2017 included the development of two
new diversity training modules, Inclusive Leadership and Cross-
Cultural Awareness, the continued roll-out of the Group’s ‘Women

in Leadership’ programme, and the confirmation of the diversity
principles applicable to the Board and Management Board in a Board
Diversity Policy. See pages 25, 26 and 62 for further details.

Information: Board
and Committees

—Directors receive papers for review in good time ahead of each meeting;

—the Company Secretary ensures good information flow within the Board and its Committees, and between

the Non-Executive Directors and senior management; and

—the Company Secretary, in conjunction with external advisers where appropriate, advises the Board on all

governance matters.

Advice

—all Directors have access to the advice and services of the Company Secretary;

—a procedure is in place for all Directors to take independent professional advice at the Company’s expense if required; and

—each of the three principal Committees of the Board may obtain independent legal or other professional advice,
at the Company’s expense, and secure attendance at meetings of outsiders if needed.
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Board effectiveness

Balance of Non-Executive Directors
and Executive Directors

Chairman 1
1 Executive Directors 2

I' Independent Non-
Executive Directors 10

(\

Length of tenure of
Non-Executive Directors

"

0-3 years 7
1 4-6 years 2
I 7+years 2
Gender split of Directors
Male 9
1 Female 4
Ethnicity split of Directors
White 11
1 BAME* 2
* applying the Parker Report guidance.
Nationality of Directors
I us 2
1 Brazilian 2
I British 4
I Canadian 2
German 1
I Greek 1
1

Irish

Balance and diversity

Our Non-Executive Directors come from
broad industry and professional backgrounds,
with varied experience and expertise

aligned to the needs of our business.

Short biographies of the Directors are set out
in this section on pages 56 and 57. In 2017,
as at 31 December, 31% of our Board

was female.

The Parker Review Committee published its
final report on ethnic diversity in UK boards
on 12 October 2017 (the ‘Parker Report’).
The Parker Report recommends that there

be at least one Director from a Black, Asian
and Minority Ethnic (BAME) background on
each FTSE 100 board by 2021, and more
generally that UK companies increase ethnic
diversity on boards, develop BAME employees
to ensure a pipeline of capable candidates,
and enhance transparency and disclosure
regarding diversity. As at 31 December

2017, applying the assessment guidance set
out in the Parker Report, 15% of our Board
(two directors) are from a BAME background.

The Board appreciates the benefit of diversity
in all its forms, within its own membership
and at all levels of the Group. Our Strategic
Report contains details of our Group diversity
initiatives, including the proportion of
women in our total workforce and in senior
management, on pages 25 and 26.

Board Diversity Policy

We believe that great talent and an engaging
culture are key to our success, and diversity is
a critical component of both.

‘Strength from Diversity’ is one of our
Group's long-standing four Guiding
Principles. This principle is applicable to
all Group employees, as reflected in our
Group Employment Principles discussed
further on pages 30 and 31, and applies
to the composition of our Board and
Management Board.

We think of diversity in its widest sense, as
those attributes that make each of us unique.
These include our race, ethnicity, cultural
background, geographical origin, gender,
age, any disability, sexual orientation, religion,
skills, experience, education and professional
background, perspectives and thinking styles.

The Nominations Committee is responsible
for regularly reviewing the composition of
the Board and Management Board to ensure
both boards have an appropriate balance of
skills, expertise, and knowledge, and ensuring
that all appointments are made on merit
against objective criteria and with due regard
for the benefits of diversity. These principles
were rigorously applied by the Nominations
Committee in identifying and recommending
Luc Jobin, Holly Keller Koeppel and Lionel
Nowell, Il for appointment to the Board.

With effect from 1 March 2018, the diversity
principles applied in relation to our Board
and Management Board are now confirmed
in our Board Diversity Policy, which sets

out the Board’s commitment to the
following objectives:

—considering all aspects of diversity when
reviewing the composition of, and
succession planning for, the Board and
Management Board;

—considering a wide pool of candidates of
both genders for appointment to the Board;

—maintaining at least 30% representation of
females on our Board, with the ambition of
progressing towards further gender balance;

—giving preference, where appropriate, to
engagement of executive search firms that
are accredited under the Standard and
Enhanced Codes of Conduct for Executive
Search Firms, which include gender
diversity; and

—supporting the oversight of the development
of internal senior managers to create a
diverse pipeline of high-performing potential
Executive Directors and Management Board
members, supported by the activities of the
Nominations Committee.

Please refer to pages 71 and 72 for further
discussion of the Nomination Committee’s
activities in support of these objectives.

Training and development:
NGPs

The Board attended a training session
on the NGP business and long-term
strategic objectives.

US governance requirements

The Directors completed a comprehensive
training programme, facilitated by external
advisers, to ensure that they understood
the significant changes to the Group's
procedures and policies as well as their own
individual obligations resulting from the
acquisition of RAI.

RAI business and strategy

At its Board meeting held in Washington,
D.C. following the acquisition of RAI, the
Board received detailed briefings from
senior RAI management on the US business,
its strategy and future challenges and
participated in a market visit.
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Independence and
conflicts of interest
Independence

The Board considers all Non-Executive
Directors to be independent, as they are free
from any business or other relationships that
could interfere materially with, or appear to
affect, their judgement.

The Board has also considered the
independence requirements outlined
in the NYSE's listing standards and has
determined that these are met by all of
its Non-Executive Directors.

Conflicts of interest

The Board has formal procedures for managing
conflicts of interest. Directors are required to
give advance notice of any conflict issues to
the Company Secretary. These are considered
either at the next Board meeting or, if the
timing requires it, at a meeting of the Board’s
Conflicts Committee. Each year, the Board
also considers afresh all previously authorised
situational conflicts. Directors are excluded
from the quorum and vote in respect of any
matters in which they have an interest.

During 2017, the Board convened a Conflicts
Committee at which the interests of Luc Jobin,
Holly Keller Koeppel and Lionel Nowell, 1lI
were noted. In relation to Mr Jobin and Ms
Koeppel's interests, no reasonable likelihood
of conflict was identified. The same applied
to Mr Nowell, other than in relation to

his Non-Executive Directorship of, and
shareholding interest in, Bank of America
Corporation. In this case a situational conflict
was authorised by the Conflicts Committee.
Mr Nowell will be regarded as having an
interest in any transactional agreement
between the Company and Bank of America
Corporation without any requirement to give
further disclosure.

The Board also convened a Conflicts
Committee to consider the appointment

of Mr Panayotopoulos as a member of the
Advisory Board of JBS USA Food Company and
Chairman and interim CEO of Coveris Holdings
SA. The appointment of Mr Panayotopoulos

as a member of the Advisory Board of JBS USA
Food Company was deemed to be a situational
conflict, as its parent company |BS SA is a
supplier to the Group’s businesses in Brazil and
Poland. In this case, a situational conflict was
authorised by the Conflicts Committee. It was
agreed, in relation to Coveris Holdings SA, that
there was no reasonable likelihood of a conflict
arising in relation to this interest. The Board, in
accordance with the Company’s procedures
confirmed the Conflicts Committee’s decisions
in these matters.

The Board also noted the appointment of

Mr Burrows as Chairman of the Remuneration
Committee and as the new Senior
Independent Director of Rentokil Initial

PLC with effect from 21 September 2017.

Strategic Report Governance Financial Statements Other Information
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The Board does not consider the change in
the Chairman’s commitments to have any
impact on his responsibilities to the Company.

Information and
professional development
Board induction

On joining the Board, all Directors receive

a full induction. Non-Executive Directors

also receive a full programme of briefings

on all areas of the Company’s business from
the Executive Directors, members of the
Management Board, the Company Secretary
and other senior executives.

Luc Jobin, Holly Keller Koeppel and Lionel
Nowvell, lll attended our Director induction
programme in 2017, which included briefings
covering the Group's Strategy, its functions
(including Marketing and NGPs), the statutory
reporting cycle, Group Treasury, IT strategy,
and legal and regulatory issues. They, along
with the rest of the Board, also had the
opportunity to conduct a market visit at the
off-site Board meeting held in Washington,
D.C. in October to review the Group's
strategy following the acquisition of RAl and
engage with RAI senior management.

Non-Executive Directors are encouraged

to attend meetings of the Group’s regional
Audit and Corporate and Social Responsibility
Committees to gain a better understanding of
issues in the Group’s regions.

The Chairman meets with each Non-Executive
Director individually, in the latter part of each
year, to discuss their individual training and
development plans.

Shareholder engagement

The Chairman and the Executive Directors are
committed to open and transparent dialogue
with shareholders.

The Senior Independent Director and other
Non-Executive Directors are also available to
meet with major shareholders on request.

The AGM is an opportunity for further
shareholder engagement and for the Chairman
to explain the Company’s progress and, along
with other members of the Board, to answer
any questions. All Directors attend, unless
illness or pressing commitments prevent them.
All Directors, except for Dr Gerry Murphy,
attended the AGM in 2017.

An additional shareholder meeting was held on
19 July 2017, to consider the acquisition of RAI.

Details of our 2018 AGM are set out in the
Other information section.

Annual investor relations programme

A full programme of engagement with
shareholders, potential investors and
analysts, in the UK and overseas, is
undertaken each year by the Head of
Investor Relations, often accompanied
by one or both Executive Directors.

Every two years, combined investor meetings
are held over two days with the Management
Board also in attendance. This year’s investor
event took place in London and members

of the Management Board gave detailed
presentations that included our NGP
objectives and strategy, our new US subsidiary
RAI, regulation, marketing and an update

on the performance of our International
business. In 2017, as part of the annual
investors relations programme, meetings
were held with institutional shareholders

in 24 countries, engaging with the owners

of the majority of the Group's shares.

Regular investor presentations were also

given and these together with the results
presentations are published on www.bat.com.
All results presentations are also available to
shareholders by webcast.

In addition, there is a microsite on
www.bat.com for debt investors, with
comprehensive bondholder information on
credit ratings, debt facilities, outstanding
bonds and maturity profiles.

Board reporting on shareholder views

In 2017, the Head of Investor Relations
updated the Board on key issues raised by
institutional shareholders as well as providing
a commentary on share price performance.
The Chairman also regularly reports on any
meetings he has had with shareholders in
between Board meetings and the Board
discusses the key points investors may

have raised.

Board evaluation
Evaluation outcomes

The results of the annual Board evaluation
show that the Board and each of its
Committees continues to function efficiently
and the Directors work well together and
contribute effectively to the Board and their
designated Committees.

The Board scored highly in the areas of
leadership and oversight of the Group’s
activities, particularly with regard to the work
of the Board on the RAl acquisition.

The Board'’s regular opportunities for
interaction with senior management and
opportunities to further understand the
business are highly valued by the Non-
Executive Directors, with examples cited
including regular management briefings on
strategy matters such as the RAI acquisition
and the NGP business; the market visit to the
US; and the opportunity to participate in the
Audit Committee framework.

The Board continues to have a good mix

of broad and diverse skills, gender balance,
nationalities, experience and talent, which

is used effectively and promotes debate.
These have been further enhanced with the
appointment of the three new Non-Executive
Directors from the RAI board.

BAT Annual Report and Form 20-F 2017

63



Directors’ Report

Board effectiveness coninued

The Executive Directors are highly regarded
and add significant value and insight to
the Board.

The Chairman ensures that sufficient time is
allocated to Board meetings, as evidenced

by the additional Board meetings convened
during 2017 to ensure that matters such as
the acquisition of RAI could be fully discussed.

As a result of the conclusions of the

Board evaluation, there are a number of
areas of focus for the Board during 2018.
These include continuing to provide
opportunities for the Board to engage

with senior management and understand

the business, particularly following the
restructuring of the Group’s regional
operating structure; overseeing a review of
the Group’s remuneration policies and their
alignment to Group strategy in consultation
with shareholders; ensuring that sufficient
time is allocated to risk monitoring and
oversight of compliance issues; and reviewing
Board size and composition to ensure that the
Board continues to operate effectively.

Evaluation process

The performance and effectiveness of the
Board, its Committees, the Executive and
Non-Executive Directors and the Chairman
were evaluated internally during 2017,
following an externally facilitated evaluation
in 2016.

The Chairman is responsible for the overall
evaluation process and each Committee
Chair is responsible for Committee
effectiveness evaluation.

The evaluation was carried out by the
Company Secretarial team using detailed
bespoke, objective, written questionnaires.

All Non-Executive Directors and Executive
Directors participated in the evaluation
process. They were requested to rank the
Board, its Committees and each other
against several outcomes. They also had
the opportunity to elaborate their replies by
providing specific comments.

Anonymised reports were prepared by
the Company Secretary for the Board and
each Board Committee on the results of
the evaluation. In addition, the Chairman

Collective Board effectiveness
Collective decision-making

The Chairman seeks a consensus at Board
meetings but, if necessary, decisions are taken
by majority. If any Director has concerns

on any issues that cannot be resolved, such
concerns are noted in the Board minutes.

No such concerns arose in 2017.

When required, the Non-Executive Directors,
led by the Chairman, meet prior to Board
meetings and regular meetings are scheduled
in the Board calendar without the Executive
Directors present. The Executive and the
Non-Executive Directors also meet annually,
led by the Senior Independent Director and
without the Chairman present, to discuss the
Chairman’s performance.

For disclosures required by paragraph 7.2.6
of the Disclosure Guidance and Transparency
Rules and the Companies Act 2006 see the
Other Information section.

received reports on the performance of each
of the Executive and Non-Executive Directors.
A report on the Chairman’s own performance
was prepared for the Senior Independent
Director. Individual feedback was given by the
Chairman to all Board members, and by the
Senior Independent Director to the Chairman.

Compliance statement

Throughout the year ended 31 December 2017 and to the date of this document, we applied
the Main Principles of the April 2016 version of the UK Corporate Governance Code (the
‘Code’) as it applies to the year ended 31 December 2017. The Company was compliant with
all provisions.

The Board considers that this Annual Report, and notably this section, provides the
information shareholders need to evaluate how we have complied with our current
obligations under the Code.

For ease of reference, we prepare a separate voluntary annual compliance report by reference
to each provision of the Code. This report is available at www.bat.com/governance.

We comply with the Disclosure Guidance and Transparency Rules requirements for corporate
governance statements by virtue of the information included in this section, together with

the information contained in the Other information section. As a result of the listing of the
Company’s American Depositary Shares (ADSs) on the NYSE, the Company is required to
meet certain NYSE requirements relating to corporate governance matters. Certain exceptions
to these requirements apply to the Company as a foreign private issuer. For a discussion of the
significant differences between the NYSE requirements and the Company’s practices, please
see page 236.
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Audit Committee

Kieran Poynter
Chairman of the
Audit Committee

Introduction Audit Nominations ~ Remuneration Responsibility
& Board Committee Committee Committee of Directors
Role

The Audit Committee monitors and reviews the:

—integrity of the Group’s financial statements and any formal
announcements relating to the Company’s performance, considering
any significant issues and judgements reflected in them, before their
submission to the Board;

—consistency of the Group's accounting policies;

— effectiveness of, and makes recommendations to the Board on, the
Group’s accounting, internal accounting controls, auditing matters
and business risk systems;

—effectiveness of the Company’s internal audit function; and

—performance, independence and objectivity of the Company’s
external auditors, making recommendations as to their
reappointment (or for a tender of audit services where appropriate),
and approving their terms of engagement and the level of audit fees.

Audit Committee current members

Kieran Poynter (Chairman)

Dr Marion Helmes

Holly Keller Koeppel

Dr Pedro Malan

Lionel Nowell, Il

Attendance at meetings in 2017

Attended/Eligible to attend

Name Member since  Scheduled Ad hoc
Dr Marion Helmes 2016 5/5 2/2
Holly Keller Koeppel*® 2017 2/2 0/0
Dr Pedro Malan 2016 5/5 2/2
Dr Gerry Murphy?© 2015-2017 2/2 1
Lionel Nowell, 11["2®3@ 2017 1/2 0/0
Kieran Poynter' 2012 5/5 2/2

Notes:

1. Kieran Poynter, Marion Helmes and Lionel Nowell, Il have recent and relevant financial
experience, and Lionel Nowell, Il has been designated as the audit committee financial
expert, in accordance with applicable US federal securities laws and NYSE listing standards.
The members of the Committee as a whole have competence relevant to the sectors in which
the Group operates.

2. Number of meetings in 2017: (a) The Committee held seven meetings in 2017, two of which
were convened at short notice in connection with the acquisition of RAI; and (b) Lionel Nowell,
Il did not attend the meeting held in December due to commitments already in place prior to
his appointment to the Committee.

3. Membership: (a) all members of the Committee are independent Non-Executive Directors in
accordance with the UK Corporate Governance Code Provision C.3.1., applicable US federal
securities laws and NYSE listing standards; (b) Holly Keller Koeppel became a member of
the Committee on 2 October 2017 following her appointment as a Non-Executive Director;
(c) Dr Gerry Murphy ceased to be a member of the Committee upon his retirement as a
Non-Executive Director on 26 April 2017; and (d) Lionel Nowell, Ill became a member of the
Committee on 2 October 2017 following his appointment as a Non-Executive Director.

4. The Finance Director attends all meetings of the Committee but is not a member.
Other Directors may attend by invitation. The Director, Legal & External Affairs, the Group
Head of Audit, and the external auditors also attend meetings on a regular basis.

5. The Committee meets alone with the external auditors and, separately, with the Group Head
of Audit, at the end of every meeting.

For the Commiittee’s terms of reference see
www.bat.com/governance

Audit Committee Terms of Reference

Revised Audit Committee Terms of Reference were adopted by
the Board with effect from 25 July 2017, to incorporate provisions
required by US securities laws and the NYSE listing standards.
These revisions include:

—enhancements to the specific criteria that Committee members
must meet to be considered independent under US securities laws,
which must be assessed and confirmed by the Board;

—details of the procedures established for receipt, retention and
treatment of complaints relating to the Group’s accounting, internal
accounting controls or auditing matters, on a confidential and
anonymous basis;

—confirmation of the Committee’s authorisation to incur ordinary and
administrative expenses, at the Company’s expense, as necessary
for the Committee to carry out its duties;

—reference to the new requirement in the Group Auditor
Independence Policy (discussed below) for the concurring external
audit partner to rotate off the Group audit engagement at least
every five years, and not to recommence provision of audit or
audit-related services to the Group for a further five years; and

—the requirement for the Board to consider designating one or
more Committee members as an audit committee financial expert,
in accordance with US securities laws.

Key activities in 2017
Regular work programme - reviewing:

—the application of accounting standards, the Group’s 2016 results,
2017 half-year results and the external auditors’ reports where results
are audited;

—the Basis of Preparation and Accounting Judgements;

—the internal processes that have been followed for the preparation
of the 2017 Annual Report and Form 20-F, and confirming that
the processes appropriately facilitated the preparation of an Annual
Report and Form 20-F that is ‘fair, balanced and understandable’;

—the review on the year-end audit from the Group’s external auditors,
including the key audit risks, the Group’s control environment and
the final materiality assessment, and confirming the independence of
the external Group auditors;

—the Group'’s liquidity position, current facilities and financing needs
through 2017;

—the steps taken to validate the Group's ‘going concern’ assessment
at half-year and year-end and agreeing the process steps taken to
determine the Group's viability statement at year-end;
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—the 2018 Internal Audit Plan;

—the Group’s sustainability performance, including the Group’s
corporate social investment in empowerment, sustainable agriculture
and environment initiatives in countries and communities in which
the Group operates;

— periodic reports from the Group’s Regional Audit and CSR
Committees and Corporate Audit Committee;

—the Group’s Risk Register, including the categorisation of, and
mitigating factors in respect of, Group risks;

—regular reports from the Group Head of Audit on international and
global process audits and the management responses and action
plans being put in place to address any concerns raised;

—the annual assessment of goodwill impairment;

—the annual report from the Group Head of Security on security risks,
losses and fraud arising during the preceding year;

—quarterly and annual reports on compliance with the Group’s SoBC
and biannual reports on political contributions; and

—the Committee’s effectiveness following the Board evaluation process,
discussed further on pages 63 and 64.

Further specific matters considered by the Committee:
Acquisition of RAI

—a key focus of the Committee during 2017 was the oversight
of financial, accounting and compliance matters associated
with the acquisition of RAI (together with the Board), including
review of documentation to be submitted to the SEC and UKLA
in connection with the acquisition, the Company’s obligations
as a foreign private issuer under US securities laws and the NYSE
listing standards, progress of implementation of the associated
compliance programme, and steps required to establish, maintain
and demonstrate the effectiveness of internal controls over financial
reporting; and

—amendments to the Audit Committee Terms of Reference and the
Group's Global Policy on Auditor Independence to incorporate
provisions required by US securities laws and the NYSE listing
standards, and recommending them for adoption by the Board with
effect from 25 July 2017.

Other specific matters

—application of IFRS 9 (relating to financial instruments) and IFRS 15
(relating to revenue recognition), and the Group’s approach to the
implementation of these standards, discussed further on page 116;

—progress on the implementation of the Group’s ‘Delivery with
Integrity’ compliance programme (discussed further on page 28),
reviewing appropriate materiality thresholds for reporting, and
approving an enhanced format for the future reporting of instances
of suspected and established non-compliance with the SoBC,
drawing on more detailed reporting capabilities enabled by the
analytical functionality of the new online SoBC portal;

—following successful implementation of the core TaO programme
over the past five years, latest status on the progress of
implementation of the template in additional markets; and

—enhancements to the Group'’s approach to assessing and
monitoring key countries of concern to the Group from a human
rights perspective, to take into account changes to the United
Nation’s Guiding Principles on business and human rights, and the
introduction of the UK Modern Slavery Act.

Risk topics considered by the Committee included:

—the impact of FDA tobacco regulation on the US business, and risks
associated with non-compliance with tobacco and related legislation
applicable to the Group's business;

—risks associated with increased exposure to interest rate changes on
net finance costs, arising from existing and future refinanced debt;

—an update on risks to the Group posed by cyber-attacks and on the
Group's priorities for ensuring continuing protection;

—an update on the risks associated with the UK'’s decision to exit
the EU (Brexit), including potential risks relating to supply chain
continuity, taxation, changes in customs duty, foreign exchange
rate exposures and talent acquisition;

—revisions to the Group’s risk appetite framework as it relates to the
Group's strategic objectives; and

—the report on the effectiveness of the Company’s risk
management system.

Please refer to pages 48 to 54 for information about the principal
Group risk factors.

Significant accounting judgements considered by the
Committee in relation to the 2017 accounts:

—the Group’s significant corporate tax exposures: the Committee
was updated periodically on corporate tax matters and considered
reports from the Group Head of Tax on the current status of
the FIl GLO matter and the status of issues in various markets.

These included significant tax disputes in Brazil, South Africa and

The Netherlands, and Bangladesh (in respect of VAT). The Committee
agreed with management’s positions and extended disclosures in
respect of them (see note 28 in the Notes on the Accounts);

—contingent liabilities, provisions and deposits in connection
with ongoing litigation: the Committee reassessed the provision
in respect of the Fox River clean-up costs and related legal expenses
subsequent to a funding agreement in relation to the sharing of
the costs. As a result, the provision was retained at the prior year
level (see note 3 in the Notes on the Accounts). However, inherent
uncertainties remain (see note 28 in the Notes on the Accounts).
The Committee agreed that no provision should be recognised at this
point in respect of the Kalamazoo River claim. The Committee also
agreed that the quarterly deposits in relation to security for costs in
relation to the Quebec Class Action, made by the Group’s subsidiary
Imperial Tobacco Canada, would continue to be treated as an asset
to be recovered upon a successful appeal of the original judgment
(see note 14 in the Notes on the Accounts);

—foreign exchange: as the Group has operations in certain territories
with severe currency restrictions, where foreign currency is not readily
available, the Committee satisfied itself that the methodologies
used to determine relevant exchange rates for accounting purposes
remained appropriate; and

—changes in the Group: the Committee reviewed and approved
the accounting treatment in relation to the acquisitions undertaken
in the year, including the acquisition of the remaining shares in
RAI not already owned. This included the recognition of a gain
of £23,288 million related to the deemed disposal of the Group'’s
investment in RAI as an associate. The Committee also reviewed
the purchase price allocation of all the acquisitions in the year and
the related assessment of the carrying value of the intangibles,
including goodwill.
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External auditors

KPMG LLP (KPMG) were appointed as the Company’s auditors on

27 March 2015, following a formal tender process carried out in 2015.
The Committee considers the relationship with the auditors to be
working well and is satisfied with their effectiveness.

Group Auditor Independence Policy (AIP)

The Group has an established AIP to safeguard the independence and
objectivity of the Group’s external auditors, and to specify the approval
processes for the engagement of the Group’s external auditors to
provide audit and non-audit services.

The key principle of the AIP is that the Group’s external auditors may
be engaged to provide services only in cases where those services

do not impair their independence and objectivity. The Committee
recognises that using the external auditors to provide such services is
often of benefit where they have detailed knowledge of our business,
although the external auditors may not be engaged to provide services
if the provision of such services would result in the external auditors:

—having a mutual or conflicting interest with any Group company;
—being placed in the position of auditing their own work;
—acting as a manager or employee of any Group company; or

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

Audit services are approved in advance by the Committee on the basis
of the annual engagement letter and the scope of audit services is
agreed by the Committee with the external auditors.

Subject to the above requirements, the external auditors may also
provide certain non-audit services with the prior approval of the
Committee. The requirement for the Committee’s pre-approval of
non-audit services may be waived only if the aggregate amount of

all non-audit services provided is less than five per cent. of the total
amount paid to the external auditors during the reporting year, where
those services were not recognised to be non-audit services at the time
of engagement, and provided those services are promptly brought to
the attention of the Committee and their provision is approved prior to
completion of the audit in the relevant reporting year.

The provision of permitted non-audit services must be put to tender
if expected spend exceeds limits specified in the AIP, unless a waiver
of this requirement is agreed by the Finance Director and notified to
the Committee.

The Group's AIP was revised with effect from 25 July 2017 to support
compliance with US and EU securities laws, and includes:

—enhanced limitations on the provision of non-audit services, such as
express prohibitions on the provision of services with contingent fee
arrangements, expert services unrelated to audit and other services
prohibited by US securities laws;

—clarifications in respect of requirements for the Committee to pre-
approve all audit and non-audit services, except in respect of non-
audit services falling within the exceptions described above;

—additional requirements in respect of audit partner rotation, including
for the concurring external audit partner to rotate off the Group
audit engagement at least every five years, and not to recommence
provision of audit or audit-related services to the Group for a further
five years;

—express prohibition on the Chief Executive, Finance Director, Group
Financial Controller and Group Chief Accountant having been
employed by the external auditors in any capacity in connection with
the Group audit for two years before initiation of an audit; and
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—authority for the Committee to oversee any allegations of improper
influence, coercion, manipulation or purposeful misleading in
connection with any external audit, and to review any issues arising
in the course of engagement with the external auditors.

The Committee also reviews a schedule identifying the total fees for

all audit-related services, tax services and other non-audit services
expected to be undertaken by the external auditors in the following
year. Tax services and other non-audit services in excess of the tender
thresholds referred to above must be itemised. Updated schedules are
also submitted to the Committee at the mid-year and year-end, so that
it has full visibility of the Group spend on non-audit services.

A breakdown of audit, audit-related, tax and non-audit fees paid to
KPMG firms and associates in 2017 is provided in Note 3(c) on the
Accounts and is summarised as follows:

Services provided by KPMG firms and associates 2017

2017 2016
£m £m
Audit services 17.6 9.2
Audit-related assurance services 8.0 0.2
Total audit and audit-related services 25.6 9.4
Other assurance services 4.1 0.1
Tax advisory services - 0.2
Tax compliance 0.2 0.3
Other non-audit services - 1.4
Total non-audit services 4.3 2.0
Notes:

In 2017, non-audit fees paid to KPMG amounted to 16.8% of the audit and audit-related assurance
fees paid to them (2016: 21.3%).

All audit and non-audit services provided by the external auditors in 2017 were pre-approved by
the Committee, except for £3,500 of tax fees (2% of tax fees) approved subsequently.
Annual assessment

The Committee carries out an annual assessment of the Group's
external auditors, covering qualification, expertise and resources, and
objectivity and independence, as well as the effectiveness of the audit
process. This assessment is informed by an external audit satisfaction
survey completed by members of senior management. No material
issues were identified during 2017. The Committee is satisfied with the
qualification, expertise and resources of its external auditors and that
the objectivity and independence of its external auditors is not in any
way impaired by the non-audit services which they provide.

The Finance Director, Director, Legal & External Affairs, Group Head of
Audit, Company Secretary and the Committee Chairman all meet with
the external auditors throughout the year to discuss relevant issues as
well as the progress of the audit. Any significant issues are included on
the Committee’s agenda.

Competition and Markets Authority Audit Order

The Company has complied with the Statutory Audit Services Order
issued by the Competition and Markets Authority for the financial
year ended 31 December 2017.
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Risk management and internal control
Overview

The Company maintains its system of risk management and internal
control with a view to safeguarding shareholders’ investment and

the Company’s assets. It is designed to identify, evaluate and manage
risks that may impede the Company’s objectives. It cannot, and is not
designed to, eliminate them entirely. The system therefore provides

a reasonable, not absolute, assurance against material misstatement

or loss. A description of the principal risk factors that may affect the
Group's business is provided in our Strategic Report on pages 48 to 54.

The main features of the risk management processes and system of
internal control operated within the Group are described below, and
have been in place throughout the year under review and remain in
place to date. They do not cover associates of the Group.

Board oversight

During the year, the Board considered the nature and extent of

the principal risks that the Group is willing to take to achieve its
strategic objectives (its ‘risk appetite”) and for maintaining sound risk
management and internal control systems. It keeps its risk appetite
under review to ensure that it is appropriate and consistent with
internal policies.

With the support of the Committee, the Board conducts a review
of the effectiveness of the Group’s risk management and internal
control systems annually. This review covers all material controls
including financial, operational and compliance controls and risk
management systems.

Audit and CSR Committee framework

The Group's Regional Audit and CSR Committee framework underpins
the Board’s Audit Committee. It provides a flexible channel for the
structured flow of information through the Group, with committees
covering locally listed Group entities or complex markets where
considered appropriate in certain markets, and each of the Group's
regions. In the EEMEA region, given the size of the region and the
number of countries it includes, the regional Audit and CSR Committee
is supported by an area Audit and CSR Committee. Local Audit and
CSR Committees also operate in several markets in EEMEA.

Following the acquisition of RAI, the RAI Regional Audit and CSR
Committee was appointed by the Committee to extend the Group’s
Regional Audit and CSR Committee framework to cover the US business.

The Group’s Regional Audit and CSR Committees are all chaired by

a member of the Management Board and attended by one or more
Non-Executive Directors. The Corporate Audit Committee focuses on
the Group’s risks and control environment that fall outside the regional
committees’ remit, for example head office central functions, global
programmes and projects. It comprises members of the Management
Board, is chaired by a Regional Director and is also attended by one or
more of the Non-Executive Directors.

External and internal auditors attend meetings of these committees
and regularly have private audiences with members of the committees
after meetings. Additionally, central, regional and individual market
management, along with internal audit, support the Board in its role
of ensuring a sound control environment.

This framework ensures that significant financial, social, environmental
and reputational risks faced by the Group are appropriately managed
and that any failings or weaknesses are identified so that remedial
action may be taken.

The Group's Regional Audit and CSR Committee framework structure
will be revised in 2018 to reflect the Group’s new international business
model, and to establish a Regional Audit and CSR Committee for each
of the three Group regions, in addition to the RAI Regional Audit and
CSR Committee.

Risk management

Risk registers, based on a standardised methodology, are used at

Group, regional, area and individual market level to identify, assess and
monitor the principal risks (both financial and non-financial) faced by
the business at each level. Information on prevailing trends, for example
whether a risk is considered to be increasing or decreasing over time,

is provided in relation to each risk and all identified risks are assessed

at three levels (high/medium/low) by reference to their impact and
likelihood. Mitigation plans are required to be in place to manage the
risks identified and their progress is also monitored. The risk registers and
mitigation plans are reviewed on a regular basis. Regional and above-
market risk registers are reviewed regularly by the relevant regional Audit
and CSR Committee or the Corporate Audit Committee, as appropriate.

At Group level, specific responsibility for managing each identified risk

is allocated to a member of the Management Board. The Group Risk
Register is reviewed regularly by a committee of senior managers, chaired
by the Finance Director. In addition, it is reviewed annually by the Board
and twice yearly by the Committee. The Board and the Committee
review changes in the status of identified risks, assessing the changes in
impact and likelihood. The Committee also conducts deep dives into
selected risks, meeting senior managers responsible for managing and
mitigating them, so that it can consider those risks in detail.

The Board noted that the Group’s risk profile remained stable
during 2017.

Internal control

Group companies and other business units are annually required to
complete a checklist, called Control Navigator, of the key controls

that they are expected to have in place. Its purpose is to enable

them to self-assess their internal control environment, assist them in
identifying any controls that may need strengthening and support
them in implementing and monitoring action plans to address control
weaknesses. The Control Navigator checklist is reviewed annually to
ensure that it remains relevant to the business and covers all applicable
key controls. In addition, at each year-end, Group companies and
other business units are required to:

The Board also considered the Group Viability Statement
see page 48 of the Strategic Report.®

For more information on risk factors see the Principal Group risk
factors section in our Strategic Report on pages 48 to 54.

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

—review and confirm policies and procedures to promote compliance
with the SoBC are fully embedded within the Group company or
business unit and identify any material instances of non-compliance.

The results of these reviews are reported to the relevant Regional Audit
and CSR Committees or to the Corporate Audit Committee and, where
appropriate, to the Committee to ensure that appropriate remedial
action has been, or will be, taken where necessary.

SOx compliance oversight

Following the registration of Company securities under the US
Securities Act of 1933, as amended (the Securities Act), the Company
is subject to certain rules and regulations of US securities laws,
including the Exchange Act and SOx. The Committee reviewed
existing internal control processes to ensure compliance with the
requirements of US securities laws which were immediately applicable
upon completion of the acquisition of RAI. Outcomes following this
review included amendments to the Audit Committee Terms of
Reference and the Group AIP as detailed on page 67.

@ denotes phrase, paragraph or similar that does not form part of BAT’s Annual Report
on Form 20-F as filed with the SEC.
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The Committee also has oversight of processes which are being put
in place to ensure ongoing compliance with applicable US securities
laws. SOx places specific responsibility on the Chief Executive and the
Finance Director to certify or disclose information applicable to the
financial statements, disclosure controls and procedures (DCP) and
the internal control over financial reporting (ICFR).

Two committees have been established during 2017 to provide
assurance with regard to applicable SOx certifications. A Disclosure
Committee has been established for the purposes of reviewing

the Company’s financial statements for appropriate disclosure and
designing and maintaining DCP. A sub-committee of the Disclosure
Committee, the SOx Steering Committee, has also been established
to provide assurance that ICFR has been designed, and is being
implemented, evaluated and disclosed appropriately in accordance
with applicable requirements. The activities of this sub-committee are
directly reported to the Disclosure Committee. The output from the
Disclosure Committee and SOx Steering Committee are presented
to and reviewed by the Committee.

Code of Ethics for the Chief Executive and Senior Financial Officers
In addition to the SoBC described further below, which applies to

all staff of the Group, including senior management and the Board,
the Company has adopted a Code of Ethics applicable to the Chief
Executive, the Finance Director, and other senior financial officers
performing similar functions, with effect from 25 July 2017, as required
by US securities laws. The Code of Ethics includes obligations for

those senior financial officers to act with honesty and integrity in the
performance of their duties and to promote full, fair, accurate, timely
and understandable disclosures in all reports and other documents
submitted to the US Securities and Exchange Commission, the UK
Financial Conduct Authority, and any other regulatory agency.

No waivers or exceptions to the Code of Ethics were granted in 2017.

Internal audit function

The Group’s internal audit function provides advice and guidance

to the Group's businesses on best practices in risk management and
control systems. It is also responsible for carrying out audit checks on
Group companies, other business units, and in relation to key global
processes and does so against an audit plan presented annually to the
Committee, which focuses on higher risk areas or processes in relation
to the Group’s business. Following the acquisition of RAI, the internal
audit function of RAIl was integrated into the Group’s internal audit
function and its existing ways of working with effect from 1 January
2018, reporting directly into the Group Head of Audit.

Financial reporting controls

The Group has in place a series of policies, practices and controls in
relation to the financial reporting and consolidation process, which are
designed to address key financial reporting risks, including risks arising
from changes in the business or accounting standards and to provide
assurance of the completeness and accuracy of the content of the
Annual Report and Form 20-F.

A key area of focus is to assess whether the Annual Report and Form
20-F and financial statements are ‘fair, balanced and understandable’
in accordance with regulatory requirements, with particular regard to:

—Fair: Consistency of reporting between the financial statements and
narrative reporting of Group performance and coverage of an overall
picture of the Group's performance;

- Balanced: Consistency of narrative reporting of significant accounting
judgements and key matters considered by the Committee with
disclosures of material judgements and uncertainties noted in the
financial statements; appropriate prominence and explanation of
primary and adjusted measures; and
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—Understandable: Clarity and structure of the Annual Report and Form
20-F and financial statements, appropriate emphasis of key messages,
and use of succinct and focused narrative with strong linkage
throughout the report, to provide shareholders with the information
needed to assess the Group'’s business, performance, strategy and
financial position.

The Group Manual of Accounting Policies and Procedures sets out
the Group accounting policies, its treatment of transactions and its
internal reporting requirements. The internal reporting of financial
information to prepare the Group’s half-yearly and year-end financial
statements is signed off by the heads of finance responsible for the
Group’s markets and business units. The heads of finance responsible
for the Group’s markets and all senior managers must also confirm
annually that all information relevant to the Group audit has been
provided to the Directors and that reasonable steps have been taken
to ensure full disclosure in response to requests for information from
the external auditors.

The Chairman of the Committee participated in several internal Annual
Report and Form 20-F drafting and review meetings, and engaged
separately with the Finance Director during the drafting process.

The effectiveness of the Group’s financial reporting controls are
assessed as part of the Control Navigator exercise described on
page 68 and evaluated by internal audit in the context of the annual
audit plan.

Group Standards of Business Conduct (SoBC)

The Committee is responsible for monitoring compliance with the
SoBC, which underpins the Group’s commitment to good corporate
behaviour. The SoBC requires all staff to act with a high degree of
business integrity, comply with applicable laws and regulations,

and ensure that standards are never compromised for the sake of
results. Every Group company and all staff worldwide, including
senior management and the Board, are expected to live up to the
SoBC. Guidance on the SoBC is provided across the Group, including
through training and awareness programmes, described further on
pages 28 and 32.

Information on compliance with the SoBC is gathered at a regional and
global level and reported to the Regional Audit and CSR Committees,
Corporate Audit Committee, and to the Committee.

All Group companies have adopted the SoBC or local equivalent, with
the exception of RAl Companies until 31 December 2017. The RAI
Code of Conduct, adopted prior to acquisition and substantially

in alignment with the SoBC, applied to RAI Companies for the full
year 2017.

In the year to 31 December 2017, 183 instances of suspected
improper conduct contrary to the SoBC were reported to the
Committee (2016: 174) (excluding RAI Companies).

Of the instances reported (excluding RAI Companies), 78 were
established as breaches and appropriate action taken (2016: 77).

In 75 cases, an investigation found no wrongdoing (2016: 65).

In 30 cases, the investigation continued at the year-end (2016: 32),
including investigation, through external legal advisers, of allegations
of misconduct.

The SoBC and information on the total number of incidents reported
under it in 2017 (including established breaches), is available at
www.bat.com/sobc.

In respect of RAI Companies, in the year to 31 December 2017, 123
instances of suspected improper conduct contrary to the RAI Code of
Conduct were reported (2016: 157). Of the instances reported, 65
were established as breaches and appropriate action taken (2016: 73).
In 57 cases, an investigation found no wrongdoing (2016: 84). In one
case, the investigation continued at the year-end (2016: none).
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SoBC RAI Code of Conduct

BAT Group (excl. RAI Companies)
Year to 31 December 2017

RAI Companies
Year to 31 December 2017

’ |

Established breach of SoBC 78 Established breach of Code of Conduct 65
1 No breach of SoBC 75 1 No breach of Code of Conduct 57
I Ongoing investigation 30 I Ongoing 1
Total 183 Total 123

The RAI Code of Conduct (applicable to RAI Companies until

31 December 2017), and information on the total number of incidents
reported under it in 2017 (including established breaches), is available
at http://www.reynoldsamerican.com/transforming-tobacco/ethics-
and-compliance-resources.

RAI Companies adopted their localised version of the SoBC with

effect from 1 January 2018, and any instances of suspected improper
conduct contrary to their localised SoBC, and established breaches, will
be reported on an aggregated Group basis from 2018 onwards.

Whistleblowing

The SoBC also sets out the Group’s whistleblowing policy, enabling
staff, in confidence (and anonymously where they wish), to raise
concerns without fear of reprisal, including concerns regarding
accounting or auditing matters. The Group’s whistleblowing policy is
supplemented by local procedures throughout the Group (including
RAI Companies) and at the Group’s London headquarters, providing
staff with further guidance on reporting matters and raising concerns,
and the channels through which they can do so.

Following establishment of the Business Conduct & Compliance
Department (discussed further at page 28), an extensive review of the
Group's whistleblowing procedures was conducted and a new global
whistleblowing hotline was deployed across the Group from January
2018, to offer staff additional channels through which any concerns
can be raised or matters reported, in a language with which they are
comfortable and anonymously where they wish.

Of the total number of business conduct incidents reported in

2017 set out above (excluding RAI Companies), 131 were brought
to management'’s attention through whistleblowing reports from
employees, ex-employees, third parties or unknown individuals
reporting anonymously (2016: 115).

In respect of RAI Companies, of the total number of incidents reported
under the RAI Code of Conduct in 2017 set out above, six were
brought to the RAI board’s attention under the RAI whistleblowing
policy from employees, ex-employees, third parties or unknown
individuals reporting anonymously (2016: 5).

The Committee is satisfied that the Group’s policy and procedures
enable proportionate and independent investigation of matters raised,
and ensure that appropriate follow-up action is taken.

Political contributions

The Group does not make contributions to European Union (EU)
political organisations or incur EU political expenditure. The total
amount of political contributions made to non-EU political parties in
2017 was £4,832,321 (2016: £20,208) as follows:

RAI Companies reported political contributions totalling £4,826,416
(US$6,221,250) for the full year 2017 to US political organisations,
non-federal-level political party committees and to campaign
committees of various non-federal candidates, in accordance with
their contributions programme established prior to the acquisition of
RAI by the Group. No corporate contributions were made to federal
candidates or political party committees and all contributions were
made in accordance with applicable laws.

All political contributions made by RAI Companies are assessed and
approved in accordance with RAI’s policies and procedures to ensure
appropriate oversight and compliance with applicable laws.

In accordance with the US Federal Election Campaign Act, RAI
Companies continue to support an employee-operated Political
Action Committee (PAC), a non-partisan committee registered with
the US Federal Election Commission that facilitates voluntary political
donations by eligible employees of RAI Companies. According to US
federal finance laws, the PAC is a separate segregated fund and is
controlled by a governing board of individual employee-members of
the PAC. In 2017, RAI Companies incurred expenses, as authorised by
US law, in providing administrative support to the PAC.

Carreras Limited reported a contribution to the Jamaica Labour Party
of £5,905 in 2017.

No other political contributions were reported.

Annual review

The Financial Reporting Council’s ‘Guidance on Risk Management
and Internal Control and Related Business Reporting’ reflects

the requirements of the Code regarding the applicability of, and
compliance with, the Code’s provisions with regard to issues of
risk and internal control management and related financial and
business reporting.

The processes described above, and the reports that they give rise to,
enable the Board and the Committee to monitor the issue of risk and
internal control management on a continuing basis throughout the
year and to review its effectiveness at the year-end. The Board, with
advice from the Committee, has completed its annual review of the
effectiveness of that system for 2017.

No significant failings or weaknesses were identified and the Board is
satisfied that, where areas for improvement were identified, processes
are in place to ensure that remedial action is taken and progress is
monitored. The Board is satisfied that the system of risk and internal
control management accords with the Code.
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Nominations Committee

Richard Burrows

Chairman of
the Nominations
Committee
Nominations Committee current members
Richard Burrows (Chairman) Savio Kwan
Sue Farr Dr Pedro Malan
Ann Godbehere Lionel Nowell, Il
Dr Marion Helmes Dimitri Panayotopoulos
Luc Jobin Kieran Poynter

Holly Keller Koeppel

Attendance at meetings in 2017

Attended/Eligible to attend

Name Member since  Scheduled Ad hoc
Richard Burrows 2009 2/2 5/5
Sue Farr'® 2015 2/2 4/5
Ann Godbehere 2011 2/2 5/5
Dr Marion Helmes 2016 2/2 5/5
Luc Jobin?® 2017 0/0 2/2
Holly Keller Koeppel*® 2017 0/0 2/2
Savio Kwan 2014 2/2 5/5
Dr Pedro Malan'© 2015 2/2 3/5
Dr Gerry Murphy?© 2009-2017 11 2/2
Lionel Nowell, 1112® 2017 0/0 2/2
Dimitri Panayotopoulos 2015 2/2 5/5
Kieran Poynter 2010 2/2 5/5

Notes:

1. Number of meetings in 2017: (a) the Committee held seven meetings, five of which were
convened at short notice; (b) Sue Farr did not attend the November ad hoc meeting, convened
at short notice, due to other commitments; and (c) Dr Pedro Malan did not attend the ad hoc
meetings in July and November, convened at short notice, due to other commitments.

2. Membership: (a) all members of the Committee are independent in accordance with Code
Provision B.2.1.; (b) Luc Jobin, Holly Keller Koeppel and Lionel Nowell, Ill became members of
the Committee on 2 October 2017 following their appointment as Non-Executive Directors;
and (c) Dr Gerry Murphy ceased to be a member of the Committee upon his retirement as
a Non-Executive Director on 26 April 2017.

3. Other attendees: the Chief Executive, Group Human Resources Director and Group Head
of Talent & Organisation Effectiveness regularly attend meetings by invitation but are
not members.

For the Commiittee’s terms of reference see
www.bat.com/governance

Introduction Audit Nominations Remuneration Responsibility
& Board Committee Committee Committee of Directors
Role

The Nominations Committee is responsible for:

—reviewing the structure, size and composition of the Board and
Management Board to ensure both have an appropriate balance
of skills, expertise, knowledge and (for the Board) independence;

—reviewing the succession plans for appointments to the Board and
the Management Board, to maintain an appropriate balance of skills
and experience;

—ensuring that the procedure for appointing Directors is rigorous,
transparent, objective and merit-based, and has regard for diversity;

—making recommendations to the Board on suitable candidates
for appointments to the Board and Management Board; and

—assessing the time needed to fulfil the roles of Chairman, Senior
Independent Director and Non-Executive Director, and ensuring
Non-Executive Directors have sufficient time to fulfil their duties.

Key activities in 2017 - reviewing:
—Executive Directors’ 2017 performance assessment;

—Non-Executive Director appointments of Luc Jobin, Holly Keller
Koeppel and Lionel Nowell, IlI, discussed further below;

—Board Committee appointments, including recommending to the
Board the appointment of Holly Keller Koeppel and Lionel Nowell,
Il to the Audit Committee, the appointment of Luc Jobin to the
Remuneration Committee, and the appointment of each of them
to the Nominations Committee, with effect from 2 October 2017
following their appointment as Non-Executive Directors;

—Directors’ annual appointment and re-election at the AGM,
discussed below;

—organisational changes to deliver the Group’s strategic agenda, and
making recommendations to the Board to:

—appoint a new Chief Operating Officer for the Group’s international
business (excluding the United States), a new Chief Marketing
Officer, and to make the other Management Board appointments
discussed on page 59; and

—reduce the number of Group Regions from four to three, and
for each new Regional Director for the Group'’s international
business to report to the Chief Operating Officer, with effect from
1 January 2018;

—the Nominations Committee effectiveness following the Board
evaluation process, discussed further on pages 63 and 64;

—the Group Talent Strategy, talent development priorities and the key
programmes underpinning the Group’s commitment to investment
in engaging, developing and retaining talent, including graduate
recruitment initiatives;

—diversity initiatives to further develop a diverse and gender-balanced
workplace, progress made in engaging, developing and retaining
a diverse talent pool, and consideration of the findings and
recommendations of the Parker Review Committee’s Report into
Ethnic Diversity of UK Boards;

—the results of the 2017 global ‘Your Voice’ survey of employee
opinion across the Group;

—succession planning for the Board and for the Management Board,
including to take account of the integration of RAl Companies and
the Group’s commitment to investing in the NGP portfolio; and

—the progress of bespoke development plans for candidates for
Executive Director and Management Board roles (covering the
key experience required for further progression, mentoring and
education opportunities).
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Board appointments

The Committee is responsible for identifying candidates for positions
on the Board. This process includes an evaluation of the skills and
experience to be looked for in candidates to ensure continuing Board
balance and relevant experience. The selection process generally
involves interviews with several candidates, using the services of
independent, specialist external search firms to identify and shortlist
appropriate candidates. The Committee is also responsible for
implementing the Board Diversity Policy and monitoring progress
towards achievement of its objectives, discussed further on page 62.

Following the acquisition of RAI, and pursuant to the Agreement
and Plan of Merger with RAI, the Board appointed three new
Non-Executive Directors, selected from a pool of Directors on the
Board of RAI prior to acquisition.

The Committee identified Luc Jobin, Holly Keller Koeppel and Lionel
Nowell, Il for appointment as Non-Executive Directors following

a rigorous assessment of the potential candidates’ skills, expertise,
experience, independence and consumer focus. The Committee also
considered the candidates’ diversity of ethnicity, nationality, gender
and thinking styles, taking into account the principles now reflected in
the Board Diversity Policy, and undertook an assessment of the Board’s
composition against peer company boards to identify areas for specific
focus. The Committee considered each of the candidates in detail, and
the Committee then proposed the recommended appointments to
the Board.

This selection process was supported by Egon Zehnder, an
independent executive search firm accredited under the Enhanced
Code of Conduct for Executive Search Firms, including on

gender diversity.

Board retirements in 2017

Dr Gerry Murphy retired as a Non-Executive Director of the Company
with effect from the conclusion of the Annual General Meeting on
26 April 2017.

Terms of appointment to the Board

Details of the Directors’ terms of appointment to the Board are
contained in the Directors’ Remuneration Policy, which is set out in full
in the Remuneration Report 2015, contained in the Annual Report for
the year ended 2015 available at www.bat.com.

The Executive Directors have rolling contracts of one year. The Non-
Executive Directors do not have service contracts with the Company
but instead have letters of appointment for one year. Their expected
time commitment is 25-30 days per year.

The Board considers the need for it to refresh its membership
progressively over time. Non-Executive Directors are normally expected
to serve for up to six years, and any additional service beyond six

years would be subject to rigorous review. Further details of Director
appointments and the Company’s policy on payments for loss of office
are outlined in the Summary of our Directors’ Remuneration Policy in
the Remuneration Report.

Annual General Meeting 2018

Ann Godbehere and Dr Pedro Malan will be retiring from the Board at

the conclusion of this year’s AGM on 25 April 2018. Ms Godbehere has
served as a Non-Executive Director since October 2011, and Dr Malan

has served as a Non-Executive Director since February 2015.

The Company will be submitting all other eligible Directors for re-
election and, in the case of Luc Jobin, Holly Keller Koeppel and Lionel
Nowell, llI, election for the first time.

Prior to making recommendations to the Board in respect of Directors’
submission for election or re-election (as applicable), the Committee
carried out an assessment of each Non-Executive Director, including
their continued independence.

In respect of the reappointment of Kieran Poynter, who will have
served as a Non-Executive Director for just over seven years at the time
of the 2018 AGM, the Committee conducted a particularly rigorous
review, taking into account his performance as the Senior Independent
Director and Chairman of the Audit Committee, his annual
performance review, and his record of full attendance at meetings of
the Board and Committees to which he is appointed. The performance
review conducted as part of the Board evaluation process is discussed
on page 64.

The Committee concluded that Mr Poynter contributed strongly

to Board and Board Committee debate, offered valuable insight

and constructive challenge, and continued to demonstrate his
independence of thought and approach. Accordingly, the Committee
considered it appropriate to recommend Mr Poynter’s submission for
re-election to the Board.

The Chairman’s letter accompanying the AGM Notice confirms that all
Directors being proposed for election or re-election (as applicable) are

effective and that they continue to demonstrate commitment to their

roles as Non-Executive Directors.
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The following Annual Report on Remuneration has been prepared in accordance

with the relevant provisions of the Companies Act 2006 and as prescribed in

The Large and Medium-sized Companies and Group (Accounts and Reports)
(Amendment) Regulations 2013 (the UK Directors’ Remuneration Report Regulations).
Where required and for the purpose of the audit conducted in accordance with
International Standards on Auditing (ISA) data has been audited by KPMG LLP and
this is indicated appropriately.

Dear Shareholder

Business context

2017 was a significant year for BAT with the acquisition of the remaining
57.8% of Reynolds American Inc. (RAI) the Group did not already own.

The acquisition creates a stronger, global tobacco and Next Generation
Products company committed to delivering sustained long-term

profit growth and returns. Work on integration is underway and

the Remuneration Committee is provided with regular updates on
remuneration related matters for the enlarged group.

How remuneration aligns with Strategy

The Remuneration Committee believes that the Remuneration Policy
adopted by our shareholders in April 2016 has continued to work
effectively, as evidenced by a clear link between the performance of the
Company and the reward outcomes generated.

The acquisition has however led the Remuneration Committee to
determine to exercise its judgement, provided under our Policy,
in respect of the impact of the RAI acquisition on incentives

and the choice of performance metrics going forward. Both are
articulated in full in the body of the Remuneration Report and are
summarised below:

—The acquisition of the remaining shares in RAl on 25 July 2017 has
an impact on the operation of the Company’s in-progress short-
term and long-term incentive schemes. As the transaction occurred
in the second part of the year the Remuneration Committee has
determined that:

—RAl results will be stripped out entirely from the BAT 2017 short-
term incentive (STI) performance scheme metrics. Consequently,
the 2017 STl result will be based on BAT performance only.

—RAl results will be stripped out entirely from the calculation of the
adjusted revenue growth metric relating to the 2017 performance
year within the 2015, 2016 and 2017 long-term incentive plan
(LTIP) awards, and from the operating cash flow conversion metric
relating to the 2017 performance year within the 2016 and 2017
LTIP awards. The 2017 performance of these two metrics will be
based solely on BAT performance. No adjustments will be made in
respect of the two EPS metrics or to the TSR metric for 2017 since
the Remuneration Committee has concluded that they are neither
necessary nor possible.

—RAl results will be wholly reflected within the 2018 short-term
incentive scheme and also within the 2018 performance year
attaching to the 2016, 2017 and 2018 LTIP awards. In order to
ensure that 2018 performance is compared on an appropriate
like-for-like basis, the 2017 base period will be restated, where
required, to include RAI results for the full year.

—The Remuneration Committee seeks to ensure that the performance
metrics within the short and long-term incentive schemes
continue to be aligned to objectives integral to the Company’s
long-term strategic vision. To that end it has decided to make some
important changes to performance metrics for the 2018 short-term
incentive scheme:

—The introduction of a new value-creation metric measuring adjusted
revenue growth of our Strategic Portfolio, with a 30% weighting
attached to it. The Strategic Portfolio comprises our existing Global
Drive Brands, combined with RAl’s Strategic Brands — Camel,
Natural American Spirit and Newport. Importantly, our Strategic
Portfolio also includes our potentially reduced-risk products,
in