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2021 was a pivotal year, marking our 20th year in the Dow Jones
Sustainability Indices and 20 years since we produced our first Social Report.
We've learned a lot along the way. Now we are building on these strong
foundations to accelerate progress towards a sustainable future and
create A Better Tomorrow™ for all our stakeholders.
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Our Purpose

Toreduce the

of our business by offering

a of enjoyable
and less risky products

We are clear that combustible cigarettes pose serious health risks.
The only way to avoid these risks is not to start or to quit. However, we
encourage those who would otherwise continue to smoke to switch
completely to scientifically-substantiated, reduced-risk alternatives.

In order to deliver this, BAT is transforming into a truly multi-category
consumer products business, with a mission to stimulate the senses
of new adult generations.

years of

Sustainability isn't new at BAT. 2021 was a pivotal year, marking

our 20th year in the Dow Jones Sustainability Indices and 20

years since producing our first Social Report. We've learned a lot
along the way. And now we are building on these strong foundations
to accelerate progress towards a sustainable future and create

A Better Tomorrow™ for all our stakeholders.

Member of

Dow Jones

Sustainability Indices
Powered by the S&P Global CSA

* Based on the weight of evidence and assuming a complete switch from cigarette smoking. These products are not risk free and are addictive.
t Our products as sold in the U.S., including Vuse, Velo, Grizzly, Kodiak and Camel Snus, are subject to FDA regulation and no reduced-risk claims will be
made as to these products without agency clearance.
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This document constitutes the Annual Report and Accounts of British American Tobacco
p.l.c. (the Company) and the British American Tobacco Group prepared in accordance with

UK requirements and the Annual Report on Form 20-F prepared in accordance with the US
Securities Exchange Act of 1934 (the Exchange Act) and the rules promulgated thereunder for
the year ended 31 December 2021, except that certain phrases, paragraphs or similar sections
denoted with a ‘@’ symbol do not form part of the Annual Report on Form 20-F as filed with
the US Securities and Exchange Commission (the SEC) and certain phrases, paragraphs

or similar sections denoted with a »’ symbol do not form part of the Annual Report and
Accounts. In addition, the Report of Independent Registered Public Accounting Firm on pages
176 and 177 will only be included in the Annual Report on Form 20-F. Moreover, the information
in this document may be updated or supplemented only for purposes of the Annual Report on
Form 20-F at the time of filing with the SEC or later amended if necessary. Any such updates,
supplements or amendments will also be denoted with a »’ symbol. Insofar as this document
constitutes the Annual Report and Accounts, it has been prepared and is presented in
accordance with, and reliance upon, applicable English company law and the liabilities of the
Directors in connection with this report shall be subject to the limitations and restrictions
provided by such law.

This document is made up of the Strategic Report, the Governance Report, the Financial
Statements and Notes, and certain other information. Our Strategic Report, pages 2 to

97, includes our purpose and strategy, global market overview, business model, global
performance, as well as our financial performance and principal Group risks. The Strategic
Report has been approved by the Board of Directors and signed on its behalf by Paul McCrory,
Company Secretary. Our Governance Report on pages 98 to 166 contains detailed corporate
governance information, our Committee reports® and our Responsibility of Directors®.

The Directors’ Report on pages 98 to 127 (the Governance pages)®, page 166 (Responsibility
of Directors)® and 299 to 379 (the Additional Disclosure and Shareholder Information pages)
has been approved by the Board of Directors and signed on its behalf by Paul McCrory,
Company Secretary. Our Financial Statements and Notes are on pages 167 to 298. The Other
Information section commences on page 299.

This document provides alternative performance measures (APMs) which are not defined
or specified under the requirements of International Financial Reporting Standards (IFRS).
We believe these APMs provide readers with important additional information on our
business. We have included a Non-GAAP measures section on pages 304 to 313 which
provides a comprehensive list of the APMs that we use, an explanation of how they are
calculated, why we use them and a reconciliation to the most directly comparable IFRS
measure where relevant.
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British American Tobacco p.l.c. has shares listed on the London Stock Exchange (BATS) and
the Johannesburg Stock Exchange (BTI), and, as American Depositary Shares, on the New York
Stock Exchange (BTI).

The Annual Report is published on bat.com. A printed copy is mailed to shareholders on the
UK main register who have elected to receive it. Otherwise, shareholders are notified that

the Annual Report is available on the website and will, at the time of that notification, receive
a short Performance Summary (which sets out an overview of the Group’s performance,
headline facts and figures and key dates in the Company’s financial calendar) and Proxy Form.
Specific local mailing and/or notification requirements will apply to shareholders on the South
Africa branch register.

References in this publication to ‘British American Tobacco’, ‘BAT’, ‘Group’, ‘we’, ‘us’ and ‘our’
when denoting opinion refer to British American Tobacco p.l.c. and when denoting business
activity refer to British American Tobacco Group operating companies, collectively or
individually as the case may be.

The material in this Annual Report is provided for the purpose of giving information about
the Company to investors only and is not intended for general consumers. The Company,
its Directors, employees, agents or advisers do not accept or assume responsibility

to any other person to whom this material is shown or into whose hands it may come

and any such responsibility or liability is expressly disclaimed. The material in this Annual
Reportis not provided for product advertising, promotional or marketing purposes.

This material does not constitute and should not be construed as constituting an offer

to sell, or a solicitation of an offer to buy, any of our products. Our products are sold only

in compliance with the laws of the particular jurisdictions in which they are sold.
References in this document to information on websites, including the web address of BAT,
have been included as inactive textual references only. These websites and the information
contained therein or connected thereto are not intended to be incorporated into or to form
part of the Annual Report and Form 20-F.

Cautionary statement

This document contains forward-looking statements. For our full cautionary statement,
please see page 352.
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Overview

Chairman’s Introduction

Accelerating A Better Tomorrow™

Welcome to our combined Annual Report
and Form 20-F for 2021.

2021 has been a year of accelerated
delivery, important strategic progress and
continued adaptation — all achieved in the
face of the ongoing pandemic.

Our teams around the world have worked
tirelessly to deliver strong results across
the business. Their efforts have helped
ensure we continue to perform well as we
build A Better Tomorrow™ by reducing the
health impact of the business, and, in so
doing, creating value for all stakeholders.

My appointment as Chairman was a great
honour. | have enormous respect for the
responsibilities that come with the role and
I will do my utmost to provide thoughtful
leadership to the Board and support for
Jack Bowles and his team as we advance
BAT’s transformation.

The strong position BAT occupies is a mark
of the work done by my predecessor as
Chairman, Richard Burrows. During his
tenure, Richard did an outstanding job of
guiding the Group through challenging
times. | want to thank him, on behalf of the
Board, for his dedication.

Having served as a Non-Executive Director
prior to my appointment as Chairman,

| am fortunate to have worked with

many colleagues on the Board for some
time. | believe we have a wide-ranging
combination of diversity, expertise,
experience and knowledge that will help
steer BAT through a landscape that is both
uncertain and full of opportunities.

* As verified by Vertis based on product Life Cycle
Assessment data provided by an independent third
party, taking into account the Group’s purchase of
carbon credits through reforestation projects.

BAT has been onits sustainability journey
for more than 20 years. Sustainability and
ESG are a core part of our long-term business
strategy and are ingrained in our identity as

aresponsible, purpose-led business.

Enhancing Organisational
Culture and Capabilities

The Board is very encouraged by the
progress we have made this year in terms
of talent and culture. We have continued to
embed our ethos and have strengthened
skills in numerous key areas, notably digital
capabilities and the supply chain of our
New Category products.

Our people have continued to demonstrate
resilience and effectiveness in very
testing conditions. Their commitment to
our transformation has brought tangible

improvements to execution across the Group.

Jack and his leadership team have
developed a very coherent and compelling
cultural agenda founded on purpose and
responsibility. This has helped unite and
inspire colleagues. Our purpose to build

A Better Tomorrow™ encapsulates why
we exist and what we aspire to accomplish
as an organisation.

Strong ESG Foundations

BAT has been on its sustainability journey
for more than 20 years. Sustainability and
ESG are a core part of our long-term business
strategy and are ingrained in our identity as a
responsible, purpose-led business.

We continue to invest significant resources
and energy in our sustainability agenda.
BAT has set ambitious targets, including
reaching 50 million consumers of its
non-combustible products by 2030, and
becoming carbon neutral in its operations
for Scope 1and 2 by 2030 and net zero
across its wider value chain for Scope 1, 2
and 3 by 2050.

The performance of our New Category
products has propelled the number of
non-combustible product consumers to
18.3 million, ensuring we are well on track to
meet our 2030 target of 50 million consumers.
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Our commitment to delivering carbon
neutrality was highlighted earlier this year
when Vuse became the first global carbon
neutral vape brand”.

Dividends and Share Buyback

The Board has declared a dividend of 217.8p
per ordinary share, payable in four equal
instalments of 54.45p per ordinary share,
to shareholders registered on the UK main
register or the South Africa branch register
and to American Depository Shares (ADS)
holders, each on the applicable record dates.
The dividends receivable by ADS holders in
US dollars will be calculated based on the
exchange rate on the applicable payment
dates. Further information on dividends can
be found on pages 79 and 354.

The Board has also announced a £2 billion
share repurchase programme for 2022,
as part of our commitment to enhance
shareholder returns.

Board Composition

Krishnan ‘Kandy’ Anand will join the Board

as an independent Non-Executive Director
and member of the Nominations and
Remuneration Committees from 14 February
2022. Dr Marion Helmes will step down as a
Non-Executive Director from the conclusion
of the 2022 Annual General Meeting and will
not stand for re-election.

Looking Forward

2021 was a pivotal year for BAT.

Our performance was strong, we are
building capabilities, actively managing
our portfolio and transforming our
culture. We expect 2022 to be a year of
further strategic progress and we remain
confident that we will meet our medium-
term targets as we continue to build

A Better Tomorrow™.

Luc Jobin
Chairman
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3% OurResponse tothe
COVID-19 Pandemic

As the global COVID-19 pandemic continues to evolve, so does the Group’s
response. We remain fully commmitted to supporting all our stakeholders
throughout the pandemic and have responded rapidly to the evolving situation,

taking action to protect their interests.

Keeping the Group Operating
in a Time of Crisis

The COVID-19 pandemic continues to
impact the lives of many people around
the world, with temporary restrictions and
lockdowns across many countries leading
to changes in consumer behaviour and in
our operating environments.

The Group continues to navigate the
challenges associated with the pandemic
with effective crisis management and
risk management processes in place, and
remains a financially resilient business.

Our Board has maintained close oversight
of the Group’s response to the impact of
COVID-19 throughout this period.

The Group remains financially robust,

@with the 65% dividend pay-out ratio

of long-term earnings maintained.

This demonstrates the confidence in the
Group’s ability to continue to navigate
COVID-19 with the associated macro- and
socio-economic challenges and uncertainty
this international crisis brings.®

Looking After our People

Throughout the pandemic, we have prioritised
the health and wellbeing of our people.

We have not furloughed any staff or utilised
any government schemes (or subsidies) as a
result of the pandemic, other than in respect
of the deferral of tax instalment payments,
largely in the U.S. in 2020.

We continue to strictly adhere to guidance
from governments and public health
authorities, as well as our own health and
safety risk assessments, to ensure that our
workplaces are COVID-19 secure.

Our digital transformation has enabled us
to continue to utilise remote home working
when needed, ensuring all employees

and customers stay connected, while
continuing to invest in the development

of new capabilities through virtual

training programmes.

In many parts of the world, including our
global headquarters in the UK, we have
introduced a hybrid working model as
appropriate and as the local regulations allow.
We have implemented COVID-19-secure
workplace measures for employees who have
returned to their workplace. These include
regular cleaning and sanitising, temperature
checkpoints and COVID-19 testing.

For all employees, we are also making sure
they are aware of the extensive wellbeing
support available to them, including:

— Online medical consultations;
— Counselling services; and
— Mental health support.

Vaccine Development

In December of 2020 an initial New Drug
Application for our COVID candidate vaccine
was approved by the U.S. Food and Drug
Administration (FDA) and we progressed into
a Phase 1 study. This study has now been fully
recruited and remains ongoing. We expect
data to be available during Q1 of 2022 and will
determine next steps based on these data,
but also the rapidly evolving COVID-19 and
treatment landscape.

In addition to the ongoing clinical studies,
further pre-clinical work was also completed
which reinforced the potential of the plant-
based platform. The team successfully
produced 19 different monoclonal antibodies
that met pharmaceutical requirements in
about 10 days, demonstrating the flexibility,
consistency and speed of the plant-based
system to produce clinical-quality antibodies.

To accelerate the research, development and
production of novel treatments, BAT launched
KBio Holdings Limited (KBio) in January 2022.
The company has been created to leverage
the existing and extensive plant-based
technology capabilities of BAT and Kentucky
BioProcessing Inc (KBP), the existing BAT-
owned U.S. plant biologics organisation.

Testing and Logistical Support

The forms of direct support we have
deployed to address the global impact
of COVID-19 have continued to evolve.
We have:

— Provided personal protective
equipment and other essential items
to communities in which we operate;

— Loaned testing equipment to the
UK Government;

— Provided access to 3D printers to help
produce protective face shields; and

— Donated to many funds around the
world focusing on supporting local
COVID-19 responses.
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Financial Statements Other Information

Supporting our Suppliers
and Communities

Protecting the communities where we
operate is an important pillar of our
response to the pandemic.

We have harnessed our strengths in
science, engineering and logistics to
support national responses to COVID-19.

We have distributed thousands of

items of PPE, sanitation kits, food and

other essential items to our contracted
farmers and their communities.

We have also leveraged our existing farmer
communication channels, including mobile
apps, web portals, local media spots, videos
and fact sheets, to rapidly deploy essential
COVID-19 information, often to remote

rural coommunities.

Some tobacco growing communities may
be particularly vulnerable to both the virus
and the economic implications of a global
pandemic. We are taking great care that we
don’t increase the immediate vulnerability
of these communities and are committed
to supporting them during the inevitable
economic recovery that will follow.
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Chief Executive’s Review

A pivotal year on our journey to build A Better Tomorrow™

@@ As part of anew longer-
term active capital allocation
framework, we have announced
a£2billion share repurchase
programme for 2022, to enhance
shareholder returns, in addition
to growing our dividend. 99

@@ With strong foundations

in place, we now embark on

the next phase of our journey

— Faster Transformation —
towards A Better Tomorrow™. 9 9

@@ As consumer preferences
and technology rapidly evolve,
the availability of scientifically-
substantiated, less risky"t
productsis crucial to effective
tobacco harm reductionand

we are determined to transform
our business. 99

* Based on the weight of evidence and assuming
acomplete switch from cigarette smoking.
These products are not risk free and are addictive.

1 Our products as sold in the U.S., including Vuse, Velo,
Grizzly, Kodiak, and Camel Snus, are subject to FDA
regulation and no reduced-risk claims will be made as
to these products without agency clearance.

(112021 was a pivotal year in BAT’s
transformation. Our commitment
to change, while delivering value to
stakeholders, canbe seenin the

progress that has been made on
our strategic priorities.

Dear Stakeholders,

2021 was a pivotal year in BAT’s
transformation. Our coommitment to change,
while delivering value to stakeholders,

can be seen in the progress that has been
made on our strategic priorities.

We @increased New Category revenue by
over 40% (or over 50% excluding foreign
exchange)®, reached a total of 18.3 million
(up 4.8 million) consumers of our non-
combustible products, New Categories
losses” reduced for the first time,
contributing to earnings growth ®and we
brought Group leverage down to ¢.3x®.

Foreign exchange has been a significant
headwind on our reported results, with
revenue down 0.4%. However, at constant
rates of exchange, we have delivered
strong financial results, with revenue up
6.9% @and with operating cash conversion
ahead of our target of at least 90%®.

As part of a new longer-term active capital
allocation framework, we have announced

a £2 billion share repurchase programme for
2022, in addition to maintaining a growing
dividend. This reflects our commitment to
enhance shareholder returns.

| would like to thank all our people and
our partners for their continued focus
and commitment in delivering our
strong results throughout this difficult
COVID-19 period.

With strong foundations in place, we

now embark on the next phase of our
journey — Faster Transformation — towards
A Better Tomorrow™: £5 billion of revenue
and profitability from New Categories by
2025 and development of opportunities
Beyond Nicotine, leveraging our knowledge
and capabilities from New Categories.

04

Building A Better Tomorrow™

Our purpose of building A Better Tomorrow™
by reducing the health impact of our
business means that we are committed
to our business transformation.

During 2021, our focus has been on
developing and delivering consumer-
focused products and brands:

— The growth, from 13.5 million to
18.3 million, in consumers of non-
combustible products was our strongest
to date;

— Non-combustible products now account
for 12% of Group revenue, up from 4%
in 2017

— Revenue from our vapour products was
up 52%, with our global brand, Vuse,
now the leading global vapour brand by
value share;

— Following volume share gains in ENA and
Japan, revenue from our THP, glo, was up
34%; and

— Revenue in the Modern Oral category,
largely through Velo, was up 39%.

As consumer preferences and technology
rapidly evolve, the availability of
scientifically-substantiated, less risky
products is crucial to effective tobacco
harm reduction and we are determined to
transform our business.

ESG Frontand Centre

Sustainability has been central to our
business and ethos for more than
two decades.

In 2001, we established our first group-wide
environment, health and safety systems,
the BAT Biodiversity Partnership and a
programme of independently facilitated
social dialogue. This year, we published

our 20" ESG Report.
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Our strategy has a clear focus on
environmental, social and governance
(ESG,) priorities, including addressing
climate change and excellence in
environmental management, delivering
a positive social impact and ensuring
robust corporate governance.

We have many bold ESG targets, including
becoming a carbon neutral business by
2030 and making all plastic packaging
reusable, recyclable or compostable

by 2025.

In 2021, we also signed up to the UN-
backed Race to Zero global campaign
and committed to setting science-based
targets aiming for net zero value chain
emissions by 2050.

Our sustainability actions have long been
recognised externally and, in 2021, we were
named in the Dow Jones Sustainability
Indices (DJSI) for the 20th consecutive year.

We continue to strive for excellence and
look for new ways to reduce our resource
use, preserve the natural environment,
improve the lives of farmers and
communities, and uphold robust
corporate governance standards.

Our Performance for Year Ended
31December 2021

We performed strongly across our
key indicators during the year ended
31 December 2021.

Due to a foreign currency headwind of 7.3%,
revenue was lower than 2020 (down 0.4%)
at £25,684 million. At constant rates of

exchange, the Group revenue increased 6.9%.

Currency headwinds also impacted profit
from operations, increasing by 2.7% to
£10,234 million with diluted earnings per
share up 6.0%.

Excluding adjusting items and the impact
of foreign exchange, adjusted profit from
operations, at constant rates of exchange,
grew by 5.2% and adjusted diluted earnings
per share grew by 6.6%.

Reported operating margin grew by
120 bps to 39.8%. On an adjusted basis,
it fell by 70 bps at current rates.

We have continued to demonstrate the
ongoing strength of the Group in turning
operating performance into cash @with
operating cash conversion of 104% (partly
due to the structural excise changesin
Australia), ahead of our target of at least
90%, being a key contributor in delivering
our deleveraging ambitions®.

~ Based upon Category Contribution — defined
as profit from the sale of brands after directly
attributable costs (including marketing expenses)
and before the allocation of overheads

Strategic Report Governance Report

Delivering a Step Change
in New Categories

Fundamental to building A Better Tomorrow™
is the acceleration of our transformation
and investing to provide our consumers
with enjoyable, less risky™ products.

We encourage those consumers who
would otherwise continue to smoke

to switch completely to scientifically-
substantiated, reduced-risk alternatives™.

Each of our New Category brands grew
revenue by more than 30%, with total
New Categories revenue up 42.4% to
£2,054 million. Excluding the impact of
foreign exchange, adjusted revenue from
New Categories, at constant rates of
exchange, grew 50.9%.

The performance of our reduced-risk™
portfolio of New Category products,
encompassing our strong global brands,
Vuse, glo and Velo, places us on track to
reach the targets we set ourselves of:

— £5 billion of revenue and profitability
in our New Categories by 2025; and

— 50 million consumers of non-combustible
products by 2030.

Driving Value from Combustibles

The continued performance of our
combustibles business will generate
the funds necessary to invest in New
Categories and transform the business.

Group cigarette value share increased
by 10 bps compared with 2020, driven by
the continued positive performance of
the strategic cigarette brands in the U.S.
(up 80 bps).

Group cigarette volume share fell 10 bps.
Pricing continued to be strong, with
combustibles price/mix of 4.3%.

Group cigarette volume was largely in

line with 2020, down just 0.1% to 637 bn
sticks, (with the industry estimated to be
broadly in line with 2020), driven by our
performance in emerging markets and
partly due to trade inventory movements in
the U.S. (mainly linked to the timing of price
increases and uncertainty about a potential
excise increase) which are expected to
unwind in early 2022.
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Other Information

Our strategy hasa

including addressing climate
change and excellence in
environmental management,
delivering a positive social
impact and ensuring robust
corporate governance.

@G We performed strongly
across our key indicators
during the year ended

31 December 2021. 99

Each of our

30%, with total New
Categories revenue up 42.4%
to £2,054 million.

@G Group cigarette value share
increased by 10 bps compared
with 2020, driven by the
continued positive performance
of the strategic cigarette brands
in the U.S. (up 80 bps). 99

@ 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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Chief Executive’s Review
Continued

The next phase of our
transformation to build
A Better Tomorrow™

@@Across the business, we are
already seeing the benefits of our
organisational transformation
programme, Quest. 99

The

global, consumer-
centric and multi-category.

@G Through this transformation
we are committed to generating
sustainable shareholder

and societal value - building
ABetter Tomorrow™. 99

with sustainability
atits core,founded on strong
global brands, driven by
innovation, enabled by digital
tools and technology, simplified
by Quantum, and powered by
our people.

© Denotes phrase, paragraph or similar that does not form
part of BAT’s Annual Report on Form 20-F as filed with
the SEC.

Simplifying the Business

The next phase of our transformation
to build A Better Tomorrow™ focuses
on creating a sustainable Enterprise of
the Future.

Across the business, we are already
seeing the benefits of our organisational
transformation programme, Quest, which
has been designed to enhance our existing
strengths and extract further value for the
business. The five Quest accelerators are:

— Quantum, our multi-year simplification
programme, which continues to drive
efficiencies and, in 2021, enabled
incremental annual savings of
£595 million;

— Unleashing Innovation is becoming
increasingly ingrained across the
business. Our digital hubs, corporate
venturing initiative and innovation
centres are helping us stay ahead, while
our continued investment in R&D enables
us to satisfy or anticipate consumer
preferences and generate growth for the
business across all categories;

— Empowering our Organisation and
enabling our people to deliver remains
a key driver of growth. We are providing
more tools and training across the
business to support and drive new ways
of working;

— Shaping Sustainability continues to
be front and centre in our decision-
making, finding ways of accelerating and
connecting our sustainability journey
with our purpose; and

— Technology and Digital is advancing at
speed, with new digital channels, data
and analytics supporting growth of our
New Categories in e-commerce with
margins above other retail channels and
higher customer loyalty.
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Confidence in Our Future

The BAT of tomorrow will be a high-
growth, consumer goods company: global,
consumer-centric and multi-category.

We are confident in delivering a faster
transformation, continued robust financial
performance and superior cash returns to
shareholders in what remains a turbulent
external environment.

Quest is delivering this enterprise of the
future, an organisation with sustainability
at its core, founded on strong global brands,
driven by innovation, enabled by digital tools
and technology, simplified by Quantum, and
powered by our people.

Through this transformation we are
committed to generating sustainable
shareholder and societal value — building
A Better Tomorrow™.

Jack Bowles
Chief Executive
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In this pivotal year, we have grown
New Categoriesrevenue, invested in the
future of the business and deleveraged.
This has allowed us to continue to reward

shareholders with higher dividends and
announce a £2 billion share repurchase
programme. We believe we are well placed
to maximise our future potential.

@@ Revenue growth from
New Categories performance
and strong combustibles
pricing, particularly in the U.S.,,
more than offset by foreign
exchange headwinds. 99

@ @@ We have increased our
Quantum enabled savings
expectationsfrom £1bn
to£1.5bn. 99 @

@@ Profit from operations

was up 2.7% (2020: up 10.5%), as
growth inrevenue and reduction
in losses from New Categories,
astrong combustibles pricing
environment and operational
efficiencies were partly offset
by foreign exchange. 99

Group Transformation
Underpinned by Financial Delivery

2021 was a pivotal year in our
transformational journey. We have
delivered a step change in New Categories,
reconfigured our business capabilities

for the future, delivered value through
combustibles and deleveraged the balance
sheet. We believe these achievements
position us well for the future, and have
allowed us to deliver growth in our key
financial indicators (excluding translational
foreign exchange impacts) in the year.

Pricing and New Categories
Drive Revenue Growth

Revenue declined 0.4% to £25,684 million
compared to 2020 (while 2020 was
marginally lower than 2019, down 0.4% to
£25,776 million).

Revenue from New Categories was up 42.4%
in 2021 and 14.9% in 2020, while combustibles
pricing remained strong (particularly in the
U.S)), with Group price/mix of 4.3% in 2021
compared to 7% in 2020. Price/mix was lower
largely due to negative geographic mix as
markets began to recover from the impact
of COVID-19, the impact of structural excise
changes and a competitive environment in
Australasia (estimated at £260 million) and
the disposal of the Group’s operationsin

Iran. These were partly offset by the benefit
of trade inventory movements in the U.S.

(the impact of which is estimated to be

£200 million and expected to unwind in 2022).
Atranslational currency headwind, due to

the relative strength of sterling, negatively
impacted both periods, by approximately
7.3% in 2021 and 3.5% in 2020.

On a constant currency basis, revenue

was up 6.9% in 2021 and 3.3% in 2020, with
2020 also negatively impacted by COVID-19
(approximately 2.5%) due to the disruption and
restrictions affecting certain markets (including
South Africa and in Global Travel Retail).
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Growth in Profit from Operations
While Investing in New Categories

Profit from operations increased by 2.7%
to £10,234 million, with 2020 up 10.5%

to £9,962 million. Revenue growth, a
reduction in losses from New Categories
and operational efficiencies achieved under
the Group’s restructuring programme
(Project Quantum) were partly outweighed
by the translational foreign exchange
headwinds and a transactional foreign
exchange headwind of 1.7%. 2021 included
a number of one-off items, including in
respect of the disposal of the Group’s
subsidiary in Iran (£358 million related

to foreign exchange losses and asset
write-off costs), an impairment charge of
£54 million in Peru and a combined credit
in the U.S. of £94 million (related to the
partial buy-out of the pension fund and the
finalisation of the dissenting shareholders
litigation). However, these were lower than
those recognised in 2020 in respect of
goodwill impairment (£209 million largely
related to Malaysia) and charges in the
U.S. (E400 million) largely related to the
state settlement agreements in respect of
brands sold to a third party in a prior period.

Our operating margin was 120 bps higher at
39.8% in 2021 (2020: up 380 bps to 38.6%).

On an adjusted constant currency basis,
profit from operations grew by 5.2% (2020:
up 4.8%). This was driven by higher revenue
and efficiencies delivered in both 2021 and
2020 as part of Project Quantum @(which
increased its delivery expectations from

£1 billion to £1.5 billion)® and lower losses
from New Categories. Adjusted operating
margin (at current rates) fell 70 bps to
43.4% (2020: up 100 bps to 44.1%), partly
due to the proportionate growth in New
Categories revenue (with the Group continuing
to invest in those categories), higher revenue
in lower margin markets and a transactional
foreign exchange headwind of 1.7%.
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@@ Dividends per share
increasing by a further 1.0%,
underpinned by the financial
strength of our business. 99

@@ Cash flow generation
remains extremely robust,
allowing us to deleverage while
investing for the future. 99

@G We remain committed

to consistent and sustainable
long-term 3-5% revenue
growth (excluding currency)
and agrowthindividend. 99

6@ The Group continues to
deliver against the financial
objectives. This has allowed
the Group to continue to
reward shareholders with
growthin dividends and
announce a £2 billion share
repurchase programme

all while investingin
ABetter Tomorrow™, 99

* Acredit rating is not a recommendation to buy, sell
or hold securities. A credit rating may be subject
to withdrawal or revision at any time. Each rating
should be evaluated separately of any other rating.

@ Denotes phrase, paragraph or similar that does not
form part of BAT’s Annual Report on Form 20-F as
filed with the SEC.

Future Funding De-Risked
Through Proactive Action

Our liquidity profile remains strong, with
average debt maturity close to 10 years
and maximum debt maturities in any one
calendar year of around £4 billion.

In September 2021, the Group issued
perpetual hybrid bonds totalling €2 billion.
These euro-denominated securities
contribute to a more efficient alignment
of the Group’s earnings currency.

They also contribute to the diversification
of the Group’s sources of funding and
further strengthens its capital structure.
The issuance provides the additional
benefit of supporting the deleveraging
journey with the addition of a small benefit
to the credit metrics. @Our medium-term
rating target remains BBB+/Baal, with a
current rating of BBB+/Baa2®*.

Net finance costs in 2021 were £1,486 million,
adecrease of 14.8% on 2020 (£1,745 million,
itself an increase of 8.9%). The reduction in
2021 was partly driven by a foreign exchange
tailwind. However, 2020 included net
charges of £142 million in respect of the early
redemption and tender offer in that year as
the Group reduced future refinancing risk

by raising £8.9 billion in the US dollar, euro
and sterling markets, using the proceeds to
repurchase and redeem £3.1 billion of bonds.
This de-risked the future repayment profile
by securing lower interest rates and future
liquidity in uncertain times. On an adjusted,
constant rate basis, net finance costs
declined 4.5% in 2021 (2020: up 5.9%).

As part of the Group’s de-risking of future
funding, during 2020 gross interest cover
ceased to be a covenant in the Group’s
debt facilities.

EPS Growth Underpins
Dividend Increase

On a reported basis, basic EPS was up
6.0% at 296.9p (2020: up 12.1% at 280.0p)
with diluted EPS up 6.0% to 295.6p (2020:
up 12.0% to 278.9p), largely due to the net
reduction in adjusting charges in 2021 and
lower net finance costs, which more than
offset the impact of foreign exchange on
the Group’s operations.

Excluding the adjusting items (discussed on
pages 76 and 77) and the effect of foreign
exchange on the Group’s results, adjusted
diluted earnings per share, at constant
rates, increased by 6.6% to 353.5p, with
2020 ahead of 2019 by 5.5%.
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Cash Generation Drives
Debt Deleveraging

We continue to focus on a balanced
approach of deleveraging, while investing
for the future and providing a return via
dividends to shareholders.

The Group’s cash conversion ratio,
based upon net cash generated from
operations, was 95% (2020: 98%) ®and
the operating cash conversion ratio was
104% (2020: 103%)®. The Group realised
£9.7 billion (2020: £9.8 billion) of net cash
generated from operating activities, @
or £2.5 billion (2020: £2.6 billion) of free
cash flow after dividends — whichis a
measure the Group uses to assess total
cash generated by the Group with which
to repay borrowings.®

Consequently, in 2021, total borrowings
(including lease liabilities) have reduced from
£43,968 million in 2020 to £39,658 million in
2021, due to the net repayment of borrowings
in the year (including refinancing via issuance
of perpetual hybrid bonds) and a currency
tailwind of £409 million (2020: tailwind of
£219 million). ®We continued to deleverage
our balance sheet with adjusted net debt

to adjusted EBITDA ratio improved from
3.3times to 3.0 times.®

Active Capital Allocation
Framework

Our deleverage and cash flow generation
provide the flexibility to adopt a more active
capital allocation framework to deliver long-
term value for shareholders.

This will include:

— continuing to grow the dividend;

— maintaining our target leverage
corridor @of 2-3x adjusted net debt /
adjusted EBITDA®;

— potential bolt-on M&A opportunities; and

— share buybacks to enhance
shareholder returns.

The Board will prioritise capital allocation
opportunities each year in-line with

this new longer-term active capital
allocation framework, while continuing
to take into account macro and fiscal
influences, and potential regulatory and
litigation outcomes.

As a first step, we have announced a
dividend increase of 1.0% to 217.8p (with
a dividend pay-out ratio of 66.2%) and a
£2 billion share repurchase programme
for 2022.

Tadeu Marroco
Finance and Transformation Director
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Our performance metrics Target/Ambition 2021 % 2020 % 2019 g g §
Consumer

Number of Non-Combustible

Product Consumers 50 million consumers by 2030  18.3m 13.5m 10.5m
Market Share

Cigarette and THP volume share growth (bps) Grow by 0-10 bps (2021) +10 bps +30 bps +20bps = '®
Cigarette and THP value share growth (bps) +20 bps +20 bps +30 bps
Volume

Cigarettes (bn sticks) 637 0% 638 -5% 668

Other Tobacco Products (bn stick equivalents) 18 -9% 20 2% 21
Vapour (mn 10ml units/pods) 535 +56% 344 +52% 226

THP (bn sticks) 19 +79% il +19% 9
Modern Oral (mn pouches) 3,296 +70% 1,934 +62% 1,194
Traditional Oral (bn stick equivalents) 8 -4% 8 -1% 8
Financial

Revenue (Em) 25,684 -0.4% 25776 -04% 25877 ®
Adjusted Revenue at cc (%)"? 3-5% CAGR +6.9% +3.3% oo
Revenue from New Categories (Em) £5 billion by 2025 2,054 +42.4% 1,443 +14.9% 1,255 '@
Revenue from New Categories at cc (%)’ +50.9% +15.4% oo
Profit from Operations (Em) 10,234 +2.7% 9,962 +10.5% 9,016 ®
Adjusted Profit from Operations at cc (%)"2 Increase 4.0% to 6.5% (2021) +5.2% +4.8% oo
Operating Margin (%) 39.8% 38.6% 34.8% ®
Adjusted Operating Margin (%)? 43.4% 4410% 43.1% L
Diluted Earnings per Share (p) 295.6 +6.0% 2789 +12.0% 249.0 '®
Adjusted Diluted Earnings per Share (p)? ©5-10% CAGR® 329.0 -0.8% 3317  +2.4% 32381 e e
Adjusted Diluted Earnings per Share at cc (%)"2 ©5-10% CAGR® +6.6% +5.5% ]
Dividends per Share (p) 217.8 +1.0% 2156 +2.5% 210.4
Dividend Pay-Out Ratio (%) @65% of long-term earnings® 66% 65% 65%

Net Cash Generated from Operating Activities (Em) 9,717 -0.7% 9,786 +8.8% 8,996 e
@Free Cash Flow after Dividends (Em) 2,543 -0.3% 2,550 +32.7% 1,921 e
Cash Conversion (%) 95% 98% 100% '@
@Operating Cash Conversion (%) 85-95% each year on average 104% 103% 7% e e
Borrowings, including Lease Liabilities (Em) 39,658 -9.8% 43,968 -31% 45,366 ®
@Adjusted Net Debt to Adjusted EBITDA (ratio)? Around 3.0x by year end 2021 3.0x 3.3x 3.5x Hielje
@Adjusted Return on Capital Employed (%)? 9% 10% 9%

Total Shareholder Return (rank) 17 of 24 20 of 23 21of 23 L]

ESG

@ Find our key ESG goals, targets and metrics
in our ESG Roadmap on page 47.

Please refer to pages 304 to 313 for definitions of the Non-GAAP measures. See the section ‘Non-Financial Measures’ on page 302 for more information on these non-financial KPIs.

1. Where measures are presented ‘at constant rates’ or ‘at cc’, the measures are calculated based on a re-translation, at the prior year’s exchange rates, of the current year results
of the Group and, where applicable, its segments. See page 83 for the major foreign exchange rates used for Group reporting.

2.Where measures are presented as ‘adjusted’, they are presented before the impact of adjusting items. Adjusting items represent certain items of income and expense which

the Group considers distinctive based on their size, nature or incidence.
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Overview

Investment Case

Transformation Driving
Sustainable Growth

Delivering growth by reducing harm
and expanding our portfolio

Our corporate purpose is to build A Better Tomorrow ™. Reducing
the healthimpact of our business, by encouraging those smokers
who would otherwise continue to smoke to switch completely

to scientifically-substantiated, reduced-risk alternatives™, is the
greatest contribution we can make to society. This means growing
our New Categories business as fast as possible and developing
opportunities Beyond Nicotine to consolidate our position as a high
growth, multi-category consumer products company.

Revenue growth in the global nicotine industry is accelerating through
the development of New Categories, which offer reduced-risk
alternatives to combustible products.™

To capitalise on this growth, our established consumer-centric, multi-
category strategy is activated on a global scale, leveraging our insights
on consumer satisfaction, innovation needs and taste. We are building
strong global brands, specifically positioned in each target consumer
segment. In addition, we are taking a disciplined approach to our Beyond
Nicotine strategy to further drive our transformation and long-term
business sustainability.

We have set ourselves ambitious targets to reach 50 million consumers of
our non-combustible products by 2030, with revenue reaching £5 billion
(and profitability) frorn New Categories by 2025. These ambitions will

be met through the delivery of our three clear strategic priorities:

— to drive a step change in New Categories, to accelerate growth
supported by increased investment;

— to generate value through Combustibles, to provide the
capabilities and funding; and

— to simplify the Group, to create a stronger, faster, more
agile organisation.

* Based on the weight of evidence and assuming a complete switch from cigarette smoking.
These products are not risk free and are addictive.

1Our products as sold in the U.S., including Vuse, Velo, Grizzly, Kodiak and Camel Snus, are
subject to FDA regulation and no reduced-risk claims will be made as to these products

without agency clearance.
11bn

consumers in global
combustibles market with
the potential to convert to
reduced-risk products't

12%

Group revenue from
Non-Combustibles

50mn

Non-Combustible product
consumers targeted by 2030

%V
New Categoriesrevenue
targeted by 2025

Reducing the Health and Environmental
Impact of our Business

Creating value for all our stakeholders

Our work to reduce the health and environmental impact of the
business will drive growth and create shared value, delivering
results that benefit shareholders and wider society.

We wiill continue to create a stronger BAT by:

— focusing on excellence in environmental management;
— delivering a positive social impact; and
— adhering to robust corporate governance.

This builds on our strong ESG foundations including our status as:

— the first tobacco company to produce a Sustainability Report
in 2007;

— publication of a Human Rights focus report in 2020, the first of its
kind by a tobacco company to be aligned with the UN framework
of Human Rights reporting;

— named in the Dow Jones Sustainability Indices for 20 consecutive
years; and

— named third highest ESG-rated FTSE 100 company by Refinitv
in 20207,

Our commitments are anchored in challenging targets against
which we will track and share the progress of our transformation —
including achieving Net Zero across our supply chain by 2050.

Meanwhile, our ‘delivery with integrity’ programnme is focused
on ensuring that our ethical standards are never compromised
for the sake of results.

A Arating, whether by Refinitiv or any other organisation, is not arecommendation to buy, sell
or hold securities. A rating may be subject to withdrawal or revision at any time. Each rating
should be evaluated separately from any other rating. In addition, the criteria used in ratings
may differ among ESG rating organisations. Companies may also supply different information
to such organisations (or none at all) and this lack of consistency may impact rankings.
Companies may also supply different information to such organisations (or none at all) and
this lack of consistency may impact rankings.

Carbon

Neutral

Scope 1and Scope 2
(CO,e emissions) by 2030

20th

consecutive year in the Dow
Jones Sustainability Indices

100%

of plastic packaging
capable of being reusable,
recyclable or compostable
and unnecessary single-use
plastic removed by 2025

N_et Zero

across the supply chain
(scope 3) by 2050
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Creating the Enterprise of the Future

Leveraging proven expertise and developing
new capabilities to deliver our ambitions

Our New Category portfolio benefits from decades of insights
and expertise that have driven our No. 1 global revenue position
in combustibles (excl. China). This combined with increased
investment behind new capabilities gives us confidence that
we can deliver our medium- to long-term ambitions.

Our three global New Category brands leverage the benefits

of our world-class R&D and our manufacturing, distribution,
marketing and brand building capabilities, which are supported
by our unrivalled global footprint across 175+ markets, with more
than 11 million points of sale, reaching more than 150 million
consumers daily.

Together with our long-standing experience operating within
complex regulatory, legal and fiscal frameworks, these provide
BAT with a compelling competitive advantage to drive portfolio
growth and transformation within the wider tobacco industry.

@Through Project Quantum, our ongoing business simplification
and efficiency programme, we aim to achieve a minimum of

£1.5 billion of annualised savings by the end of 2022 to invest in
new capabilities®. Building on Quantum’s success to date, Quest
will accelerate our organisational and business transformation
programme, driving next generation innovations:

— new digital capabilities;

— empowering our people; and

— enhancing our future sustainability.

Through Quest, we are creating the Enterprise of the Future.

We are attracting new senior talent from a diverse range of
industries globally to further enhance our capabilities, which
will enable us to deliver on our growth ambitions over the
medium to long term.

= >1Tm

points of sale

Eian

consumers of our non-
combustible products

>175

markets in which
we operate

‘£1.5bn

annualised savings
targeted by 2022@

>150mn

daily consumer
interactions

Governance Report Financial Statements Other Information

Continuing our Track Record
of Delivery

Commitment to deliver returns
and cash to shareholders

We are confident in our growth outlook, and have
aproven trackrecord of performance whatever
the external environment.

Over the last 10 years, we have delivered 9% adjusted diluted
EPS growth (at constant rates) and a 6% dividend CAGR and are
confident in our medium-term targets of 3-5% revenue growth,
increased operating margin and high-single digit adjusted EPS
growth (at constant rates).

This will be driven by:

— accelerated New Category revenue growth;

— continued value growth in combustibles; and

— business simplification to eliminate cost and improve returns,
to become a stronger, simpler, more agile organisation.

@With strong profitability, >90% operating cash conversion and
leverage at c.3x adjusted net debt / adjusted EBITDA®, we have
adopted a more active capital allocation framework to deliver
long-term value for shareholders. This will include:

— continuing to grow the dividend;

— maintaining our target leverage corridor @of 2-3x adjusted net
debt / adjusted EBITDA®;

— considering potential bolt-on M&A opportunities; and

— share buybacks to enhance shareholder returns.

@ 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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Our Global Business

To build A Better Tomorrow™, our marketplace analysis delivers insights
regarding consumer trends and segmentation, which facilitates our
geographic brand prioritisation across over 175 markets. Our business is
divided into four complementary regions, with a balanced presence in both
high-growth emerging markets and highly profitable developed markets.

Americasand
Sub-Saharan Africa

To achieve a step-change in New
Categories, we are creating the Enterprise
of the Future — building new capabilities
around the world focused on science,
innovation and digital information.

Consumer preferences and technology

are evolving rapidly, and we are staying
ahead of the curve with our digital hubs,
the creation of innovation hubs and further
development of our world-class R&D
laboratories. We are also leveraging the
expertise of our external partners and are
looking forward to exciting results from our
venturing initiative, Btomorrow Ventures.

Revenue by region

B ENA £6.0bn
I APME £4.2bn
B AmssA £3.8bn

us. £11.7bn

@ for more key detail on our
Regional Performance,
see pages 84to 91

£25.7bn

Total revenue

A

@@ Our performance across
New Categories isaccelerating
and we now have over 18m
consumers of non-combustible

products. 99

Paul Lageweg
Director,
New Categories

G@The U.S.business continues
itsaccelerated journey towards
ABetter Tomorrow™. We delivered
ayear of outstanding results,

with vapour fast approaching
value leadership. 99

Guy Meldrum
President and
CEO (Reynolds
American Inc.)

@@ The growth of New Categories
across AmSSA, including our
Canadian subsidiary cementing

its leadership of the closed system
vapour category, demonstrates our
excellent post-COVID-19 recovery. 99

Luciano Comin
Regional Director,
AmSSA
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@@ Our supply chain has shown exceptional resilience
against major global challenges, including the semi-
conductor shortage and unprecedented logistics
volatility. This is testament to our industry-leading
capabilities, collaboration with our suppliers and the
commitment of our people throughout the pandemic. 99

Zafar Khan
Director, Operations

Europe and Asia-Pacificand 1 75
North Africa ENA |'Middle East +

markets

150m

daily consumer interactions

18.3m

non-combustible

product consumers
52,000+
employees
nationalities
Map is accurate as at 31 Dec 2021 and is representative v }
of general geographic regions and does not suggest that y
the Group operates in each country of every region. /
@@ Across ENA, revenue from @@ I’'m delighted that APME @@ In 2021, we published the
New Categories grew 74%, approached 4m active 6-month results from our one-
powered by the roll-out of glo consumers of non-combustible year study of our flagship THP, glo.
Hyper. It augurs well that, in productsin 2021, driven by a The biggest study we have ever
key THP markets, our segment strong performance from our undertaken, it makes a significant
share isapproachingovertaking =~ New Category platforms. 99 contribution to the evidence-base
combustibles. 99 for this category. 99

Johan

Vandermeulen
Regional Director,
ENA

Michael (Mihovil)
Dijanosic
Regional Director,
APME

Dr David O’Reilly
Director, Scientific
Research
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Our Consumer-Centric
Multi-Category Portfolio

BAT is a leading consumer-centric, multi-category consumer goods business
dedicated to stimulating the senses of adult consumers worldwide. Our portfolio
reflects our commitment to meeting the evolving and varied needs of today’s adult
consumer who seeks sensorial enjoyment for different moods and moments.

Strategic Portfolio

These are our key brands in both the
combustible and non-combustible

categories. This ensures focus and
investment on the brands and categories Handheld, battery-powered
that will underpin the Group’s future devices that heat a liquid (called
performance. The strategic portfolio is: Vapour an e-liquid, usually containing
nicotine) and creates a vapour
Non-Combustibles to be inhaled.
All brands within New Categories and the —
strategic traditional oral brands in moist
and snus.
Combustibles g THPs do not burn tobacco, so
= ki hichisak
Dunhill, Kent, Lucky Strike, Pall Mall, o ggtir;zait(;)v.slc r('j dic?c/j source
Rothmans, Newport (U.S.), Natural 9 Research indicgtes that t.>y
. o 9
American Spirit (U.S.), Camel (U.S.). 8 THP heating tobacco rather than
; burning it, THPs have the
o potential to be reduced-risk
I .
—— p compared to smoking.

Revenue by product category

This is our most recent

innovation across oral products

— offering consumers a

Modern satisfying experience with a
oo Oral range of dlffe.rent flavour§.

Two formulations are available:
one containing lower levels of
tobacco, and one that contains
nicotine but no tobacco.

£25.7bn

Total revenue

Traditional Oral products

contain tobacco, but there is
Traditional no burning. There is strong

epidemiological evidence,

.' Oral from countries such as Sweden,
e

Our Reduced-Risk Portfolio (Non-Combustibles)*

: ?ew-éate?orief Eﬁi:bn that switching completely to
. raditional Ora Ton snus can reduce risk compared
Combustibles £22.0bn :
to smoking.
Il Other £0.5bn 9

The Group sold 637 billion

cigarette sticks and 18 billion

OTP (stick equivalents) in

2021. The Group operates

in over 175 markets, with

42 fully integrated cigarette
I manufacturing facilities in

40 markets.

* Based on the weight of evidence and assuming a complete
switch from cigarette smoking. These products are not risk
free and are addictive.

Combustibles

1 Our products as sold in the U.S., including Vuse, Velo,
Grizzly, Kodiak and Camel Snus, are subject to FDA
regulation and no reduced-risk claims will be made
as to these products without agency clearance.
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Global Drive Brands Market Footprint

30
O® vuse

our vapour
products are
currently available

™
‘ . markets where
our THPs
are currently
available

VE Lo markets where
our modern oral
products are
currently available

W . markets where
our traditional

oral products are
currently available

cececcccccccccccscssnse U_S_Speciﬂc R Rmnmm

EST-1907

DUNHILL PAiiA[[

TOBACCO OF LONDON LTD
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Our Nine-Step Business Model

Our global business understands our diverse consumers, develops products to satisfy
their preferences and ultimately distributes them across over 175 markets.

Seven key enablers support us in turning powerful insights into products that provide
enjoyment to our consumers, while engagement helps our key stakeholders benefit

from our sustainable growth.
= . ABetter
01 E Insights Tomorrow™ for:
. o0
02 ﬁ Science D]

o

- Consumers

03 ¥’ Innovate

Employees

=

Shareholders
and investors

(0]°] IEOI_:I |nSightS Read more about

these Stakeholders
on pages 20 and 21

SPOTLIGHT: Source

Tobacco
Subject to the industry’s Sustainable 58%

TObaCCO F}rog ramme, supported ............................................

42%

by f level itori d BAT leaf third parties:
y farm- evel monitoring and, operations, sourcing from 250,000+
— in selected countries, Tobacco contracting farmore

human rights impact assessments 75,000+ farmers

tier 1suppliers of filters, suppliers of logistics,
paper, adhesives, marketing, IT services,
vapour devices, facilities management, etc.

< oM. (@ 1500r g 30000+

Subject to human rights risk
assessments and independent

audits by Intertek for those Direct e-“qf’ids' ete. ) Indirect
with the highest risks product  Strategiclowertier goods and
. Batteries, R
materials packaging, etc. services
16
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Insights

Seeing Over
the Horizon

As one of the most long-standing

and established consumer goods
businesses in the world, we have a
unique view of the consumer across
our product categories, which is
increasingly driven by powerful data
and analytics. These insights ensure
that the development and responsible
marketing of our products is fit to
satisfy consumer needs.

Driven by our unique and data-driven
consumer insight platform (PRISM),
we focus on product categories and
consumer segments across our global
business that have the best potential
for long-term sustainable growth.

Link torisks

Tobacco, New Categories and other
regulation interrupts growth strategy

Inability to develop, commercialise and
deliver the New Categories strategy

05
Manufacture

Utilising our Global
Manufacturing Footprint

We manufacture high-quality
products in facilities all over the world.
We also ensure that these products
and the tobacco leaf we purchase are
in the right place at the right time.
Our New Category products are
manufactured in a mix of our own
and third-party factories. We work

to ensure that our costs are globally
competitive and that we use our
resources as effectively as possible.
Link torisks

Injury, iliness or death in the workplace
Disputed taxes, interest and penalties
Foreign exchange rate exposures
Geopolitical tensions

Solvency and liquidity

* Based on the weight of evidence and assuming a complete switch from cigarette smoking. These products are not risk free and are addictive.
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02
Science

Accelerating Tobacco
Harm Reduction

World-class science is needed to
substantiate the quality, safety
and reduced-risk potential of our
New Category products. This is
crucial for building consumer trust
and encouraging adult smokers

to completely switch to less

risky alternatives™.

We have an extensive scientific
research programme in a broad
spectrum of scientific fields, including
molecular biology, toxicology and
chemistry. We are transparent about
our science and publish details of our
research programmes on our dedicated
website, www.bat-science.com,

and the results of our studiesin
peer-reviewed journals.

Link torisks
Inability to develop, commercialise and
deliver the New Categories strategy

Read more about our science
on pages 19, 31,35,37,39
and 50

06
Move

o8

Moving our Products
Seamlessly Everywhere

By applying modern technologies,
including Al and machine learning, we
ensure our products are where they
are needed when they are needed.

Our products are sold around the
world and we distribute them
effectively and efficiently using a
variety of distribution models suited
to local circumstances and conditions.
These distribution models include
retailers, supplied through our direct
distribution capability or exclusive
distributors, and our Direct-to-
Consumer business — which has been
accelerated through the deployment of
owned e-commerce sites.

Link torisks

Tobacco, New Categories and other
regulation interrupts growth strategy

Inability to develop, commercialise and
deliver the New Categories strategy

Litigation
Foreign exchange rate exposures

Significantincreases or structural changes
in tobacco, nicotine and New Categories
related taxes

Governance Report

S (4
- -
[ 4 S

L

03
Innovate

Staying Ahead
of the Curve

As consumer preferences and
technology rapidly evolve, we rely
on our growing global network of
digital hubs, innovation hubs, world-
class R&D laboratories, external
partnerships and our corporate
venturing initiative, Btomorrow
Ventures, to stay ahead of the curve.

Driving sustainable growth is at the
core of our innovation. We make
significant investments in research
and development to deliver
innovations that satisfy or anticipate
consumer preferences and generate
growth for the business.

Led by our strength in developing
consumer insights, each innovation
helps us on our journey to build A
Better Tomorrow™ by reducing the
health impact of our business.

Link torisks

Inability to develop, commercialise and
deliver the New Categories strategy

07
Market

5]

B

Marketing our
Products Responsibly

Tobacco and nicotine products should
be marketed responsibly to adult-
only consumers and not designed to
appeal to youth.

Through a globally responsible
approach to marketing, we help

to raise standards and prevent
underage access, while growing our
market share and encouraging adult
consumers to choose our products
over our competitors.

Our International Marketing Principles
(IMP) govern our marketing across

all product categories. They include
strict requirements to be responsible,
accurate and targeted at adult
consumers only. Our IMP are applied
even when they are stricter than

local laws.

Link torisks

Tobacco, New Categories and other
regulation interrupts growth strategy

Inability to develop, commercialise and
deliver the New Categories strategy

Litigation
Foreign exchange rate exposures

@ Read more about responsible
marketing on page 57

1 Our products as sold in the U.S., including Vuse, Velo, Grizzly, Kodiak and Camel Snus, are subject to FDA regulation and no reduced-risk claims
will be made as to these products without agency clearance.
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04
Source

Sourcing Materials
Responsibly

The majority of our tobacco is sourced
by our own BAT leaf operations
through direct contracts with over
75,000 farmers. The remainder is
from third-party suppliers that, in
turn, contract with an estimated
264,000 farmers. The vast majority of
tobacco farms in our supply chain are
smallholder family farms.

Beyond tobacco, we source product
materials like paper and filters for
cigarettes and, for our New Category
products, we have a growing supply
chain in consumer electronics and
e-liquids. We also have a vast number
of suppliers of indirect goods and
services that are not related to our
products, such as for IT services and
facilities management.

Link torisks

Geopolitical tensions

Injury, iliness or death in the workplace
Solvency and liquidity

Read more about our supply
chain on pages 52 to 55

o
11

08
Sell

Offering Consumer
Choice

We have a powerful brand portfolio
that we are proud of. Our global
brands are well positioned, with
leading-edge insights, science

and innovation behind our

product pipeline.

We offer adult consumers arange
of products, including combustible
products, vapour, modern oral and
THPs, in markets around the world.
Our range of high-quality products
covers all segments, from value-for-
money to premium.

Link torisks

Competition fromiillicit trade
Significant increases or structural changes
in tobacco, nicotine and New Categories
related taxes

Foreign exchange rate exposures
Geopolitical tensions

Disputed taxes, interest and penalties
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Our Business Model Continued

A Better Tomorrow™ for:

00
D] Consumers

Our consumers are at the core
of everything we do and our
success is underpinned by
addressing their preferences,
offering them a choice of
enjoyable, innovative and less
risky products™.

69 Suppliers

Across the BAT Group, we work with
thousands of different suppliers
worldwide. Our suppliers are

valued business partners and we
believe, by working together, we can
raise standards, drive sustainable
practices, create shared value and
build A Better Tomorrow™ for all.

ﬁ Our People

We employ 52,000+ people
worldwide. Attracting and
retaining an increasingly
diverse workforce and
providing a welcoming,
inclusive working
environment are key drivers
in BAT’s transformation
journey to build A Better
Tomorrow™.

Our focus is on providing
a dynamic, inspiring and
purposeful place to work.

— 25 countries where tobacco
heating products are available

— 30 countries where vapour
products are available

— 23 countries where modern oral
products are available

<-—_> Customers

Our customers include retailers,
distributors and wholesalers who
are essential for driving growth
and embedding responsible
marketing practices.

— accredited as Global Top Employer
by the Top Employers Institute

—79% Engagement Index score in
our Your Voice employee survey

— 0.20 Lost Workday Case Incident
Rate (LWCIR) vs 0.22 in 2020

— proportion of women in
management roles grew to 39%

Non-financial information statement

Non-financial information reporting required
under the UK Companies Act isincluded in
the Strategic Report as referenced below:

@ Our business model is
setouton page 16

@ See pages 92 to 97 for
Group Principal Risks

Environmental matters
pages48and52to53

Social matters
pages 48t0 50,54 to 55

o
E@ Society

The greatest contribution
we can make to society is by
reducing the health impact
of our business. We will do
this by encouraging those
smokers who would
otherwise continue to smoke
to switch completely to
scientifically-substantiated,
reduced-risk alternatives™.
Achieving this sustainably,
working to reduce our
impact on the environment,
is central to delivering

A Better Tomnorrow™.

Shareholders
& Investors

We are committed to
delivering sustainable and
superior returns to our
shareholders and investors.

It is essential that we
maintain the support of our
shareholders and investors
to enable access to capital.
This allows us to implement
our strategy and achieve
our business objectives.

Our reporting in the following areas includes information about the
policies and principles that govern our approach, due diligence processes,
outcomes and non-financial performance indicators:

Employees
pages 58to 63

Respect for human rights
pages 48and 54 to 55

Anti-bribery and anti-corruption matters

pages 48 and 56 to 57

Read more about
these Stakeholders

—18.3m consumers of non-
combustible products

— 75% of plastic packaging
that is reusable, recyclable
or compostable

— 42.7% reduction in
Scope 1& 2 emissions from our
2017 baseline

— 3-5% revenue growth over the
medium term;

- @high-single digit adjusted EPS
growth at constant rates of
exchange, over the medium term;

— 65% dividend payout ratio; and

— deleveraging the balance sheet to
within our 2-3x adjusted net debt/
adjusted EBITDA range.®

P Further details of our Group

Ll policies and principles can be

found at www.bat.com
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Why Harm Reduction Matters

‘Tobacco harm reduction’ is an
important public health strategy that
aims to minimise the harm caused

by combustible products. Key to this
is encouraging adult smokers, who
would otherwise continue to

smoke, to switch completely to
scientifically-substantiated, reduced-
risk alternatives™.

For harm reduction to be effective,
alternatives are needed that deliver
comparable satisfaction in nicotine
delivery, use, and sensorial aspects.
To enable consumer choice, we have
three New Category alternatives
available — vapour products, tobacco
heating products and modern

oral products — backed by world-
class science.

Assessing the Reduced-Risk
Potential of our Products’t

To achieve tobacco harm reduction,
reduced-risk assessments need to be
supported by robust science. That’s
why we created our leading scientific
research programme — and openly
share its findings.

Most non-combustible products remain
relatively new to the market. This means
they lack the epidemiological data
required to establish harm reduction
potential over decades of use. It's
necessary to take a weight-of-evidence
approach, based on the emissions,
exposure and risk levels of each product.
Our rigorous, peer-reviewed, scientific
assessment framework follows

nine steps.

World-Class Science
for ABetter Tomorrow™

For more than 60 years, research
and development has been a critical
part of our business. The table to the
right highlights how we aim to create
A Better Tomorrow™ through world-
class science. We invest in R&D to
deliver innovations that satisfy or
anticipate consumer preferences.
This helps us generate business
growth across all our categories.

But the main focus of our investment
is in reduced-risk products™.

The toxicant continuumt
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Our multi-disciplinary risk assessment framework

I Y

h Emissions Exposure Risk

Epidemiological
data

1. Combustion 4. Use behaviour 7. Clinical: Individual risk

studies 5. Clinical: 8. Population risk:
2.Emissions Pharmacokinetic Post Marketing Surveillance
studies Studies (PMS)
3. Toxicological 6. Clinical: 9. Epidemiological
studies Exposure modelling

Weight of importance in demonstrating RRP status*

A 4

Time

Scientific evaluation
ofriskreduction

to support evidence-based
regulation and provide
consumers with the
information they need to
make informed decisions.

Productdevelopment
and innovation

using scientific advances and
new technologies to satisfy
evolving consumer needs
and preferences.

ABETTER
TOMO=RROW™

Product

stewardship

to ensure quality and consumer
safety based on robust

science and toxicological

risk assessments.

Collaborative
development of product
standards

to ensure a consistent approach
to product quality and safety
across the industry and build
consumer confidence.

* Based on the weight of evidence and assuming a complete switch from cigarette smoking.
These products are not risk free and are addictive.

1 Our products as sold in the U.S., including Vuse, Velo, Grizzly, Kodiak and Camel Snus, are subject to
FDA regulation and no reduced-risk claims will be made as to these products without agency clearance.

19




BAT Annual Reportand Form 20-F 2021

Engaging with Our Stakeholders

Engaging with our Stakeholders

We work with, take into account and respond to the views and concerns
of our stakeholders, adapting to emerging risks and striving to meet the

expectations placed upon us as a multinational business.

Listening to our stakeholders helps us better understand their views and
concerns, and enables us to respond to them appropriately. It gives us
valuable inputs to, and feedback on, our strategic approach, as well as
our policies, procedures and ways of working.

Why this
stakeholder is
important to us

Examples of

how we engaged
in 2021

What matters
to our
stakeholders

How we
respond

Principal risk
impact

00

] Consumers
N

=1 Shareholders
and investors

Our people

As preferences and attitudes change
inan evolving industry, understanding
our consumers is essential to

both successful portfolio and
business growth.

It is essential that we maintain the
support of our shareholders and
bondholders to maintain access to
capital. This allows us to implement
our strategy and achieve our
business objectives.

The quality of our people is a major
reason why our Group continues to
perform well. We understand the
value of listening and responding
to feedback from our people to
maintaining a fulfilling, rewarding
and responsible work environment.

— Consumer panels, focus groups
and interviews

— Consumer care helplines

— Responsible advertising
and marketing

— Real-time digital platforms

Read more on pages 34 to 44
and 109

— Annual General Meeting

— Investor relations programme
and shareholder engagement
on proposed new Directors’
Remuneration Policy
— Institutional shareholder meetings
— Capital Markets Days
— Investor roadshows
— Results announcements
— Annual Report & Form 20-F
— ESG Report
— Stock exchange announcements
— Shareholder information on website

@ Read more on pages 106 to 107 and
1280132

— Director market and site visits
— Virtual forums

— Employee town halls

— Global and regional webcasts
— ‘Your Voice’ employee survey

— Works councils and European
Employee Council meetings

— Graduate and management
trainee events

— Individual performance reviews
— Speak Up channels

Read more on pages 72,73,108
and 165

— Product harm, addiction and
social considerations

— Product quality
— Affordability and price
- Ingredients/nicotine levels

— Plastics/post-consumption
product waste

— COVID-19 impacts

— Business performance

— ESG Agenda

- Corporate governance

— Strength of Group leadership
— Board succession planning

- Reward

— Career development

— Diversity and inclusion
— Corporate responsibility
— Health and safety

— Business ethics

— Development of
innovative products

— Product stewardship, quality and
safety standards

— Clear and accurate
product information

- International Marketing Principles

— Circular economy strategy and
product sustainability initiatives

— Regular dialogue and
communications with shareholders
and investors

— Robust corporate governance
— Enhanced ESG reporting

— Continual improvement of our
Delivery with Integrity programme

— Our range of enjoyable and
innovative products

— Product quality and safety standards
— International Marketing Principles

- Extensive communications and
virtual engagement with our people
worldwide during the pandemic

— Board review of and feedback on
workforce engagement

— Training and
development programme

— Diversity & Inclusion Strategy
— Delivery with Integrity programme

— Inability to develop, commercialise
and deliver New Categories

- Significant excise increases

— Solvency and liquidity
— Foreign exchange rate exposures
— Disputed taxes, interest and penalties

— Litigation

20

—Injury, illness or death in the
work place

— Geopolitical tensions
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Customers

Other Information

Governance Report Financial Statements

o)
Governments
[@ and wider society

Effective relationships with farmers
and suppliers of tobacco leaf, product
materials and indirect services are
essential to an efficient, productive
and secure supply chain.

Our customers include retailers,
distributors and wholesalers who
are essential for driving growth
and embedding responsible
marketing practices.

We seek to be part of the debate that
shapes the regulatory environment
in which we operate, and to work
collaboratively to develop joint
solutions to common challenges.

— Extension Services farmer support

— Ongoing dialogue and
relationship management

— ‘Supplier Voice’ survey, events and
supplier summits

— Strategic partnerships

@ Read more on pages 3, 48,53 to 55
and 109

— Ongoing dialogue and
account management

— ‘Customer Voice’ survey

— Audits/performance reviews

— Sales calls and visits by trade reps
— B2B programmes

Read more on pages 3,57 and 109

— Meetings and ongoing dialogue

— Submissions to government and
advisory committees

— Multi-stakeholder partnerships
and working groups, such as the
ECLT Foundation

— External Scientific Panel
— Peer-reviewed research

— Attending events at the COP 26
climate summit in the UK

— Community investment programmes
and NGO partnerships

@ Read more on pages 36, 45 to 67
and 109

— Productivity/quality/cost
— Sustainable agriculture
— Farmer livelihoods

— Human rights

— Health and safety

— Climate change/
environmental impacts

— COVID-19 impacts

— Route-to-market planning

— Contingency planning

— Cost, price and quality

— Stock availability

— Consumer buying behaviour
— Youth access prevention

— COVID-19 impacts

— Product regulation

— Tax/excise/illicit trade
— Responsible marketing
— Public health impacts
— Humanrights

— Climate change/
environmental impacts

— COVID-19 impacts

— Supplier Code of Conduct

— Thrive sustainable agriculture and
farmer livelihoods programme

— Leaf operational standards for PPE
and child labour prevention

— Farmer Extension Services support
and training

— COVID-19 support

— Customer loyalty programmes
and incentives

— Global Youth Access Prevention
(YAP) Guidelines

— COVID-19 support

— Standards of Business Conduct
(SoBC)
— Delivery with Integrity programme

— Carbon neutrality target for 2030
and net zero for 2050

—Human rights and climate
impact assessments

— Community investment
programmes and
charitable donations

— COVID-19 support

— Inability to develop, commercialise
and deliver New Categories

— Geopolitical tensions

— Inability to develop, commercialise
and deliver New Categories

— Geopolitical tensions
— Significant excise increases

— Geopolitical tensions

— Competition fromillicit trade

— Significant excise increases

— Regulation that inhibits growth
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Our Markets and Megatrends

We are a global business, operating at scale, in a fast-paced world. Our markets are shaped by
long-term consumer, economic, cultural and social trends, as well as the regulatory environment.
Generational differences and shifts in taste are continuing to emerge, as health and wellness
become ever-more important. We continue to respond to this changing environment by
advancing our strategy and long-term priorities.

Megatrend:
ProductInnovation

Itis widely accepted that most of

the harm associated with tobacco is
caused by inhaling the smoke produced
by its combustion — not by nicotine.

Around the world, adult consumers
are increasingly driven by health
considerations, looking for products
and experiences more tailored to
their lifestyle.

As part of this, they are seeking
new options that pleasurably
provide nicotine but with reduced
risk’ including new and potentially
unfamiliar delivery formats such as
patches and pouches.

There is wide agreement among many
policymakers and bodies within the
public health community on the need
for a wide and robust science, to which
we are keen to contribute, to inform
policy and educate consumers about
reduced-risk products.'

Consumers must have access to

clear, factual information so they are
aware of all of their options and to help
build trust in reduced-risk products.™
Rigorous science can establish
whether products are safer or less risky
compared with smoking cigarettes.

Science increasingly points to the likely
individual and public health benefit of
reduced-risk products as an alternative
to smoking.’"

For these products to realise their
potential, they must be supported by
effective regulatory and policy regimes
that enable responsibly-managed
growth and promote informed
consumer choice.

Megatrend:
Climate Change

There is increasing awareness of the
interconnectivity between climate
change and biodiversity. The threats
posed by climate change, including
longer periods of drought and more
extreme heat, are directly linked to a
second challenge: biodiversity loss and
ecosystem degradation.

However, biodiversity, through its
support of ecosystem services, also
makes an important contribution

to both climate-change mitigation
and adaptation.

As a business, we recognise that we
have both an impact and a dependence
on biodiversity, through our business
operations and use of ecosystem
services, such as forest products, soil
and water. We have a long-standing
commitment to protecting biodiversity,
including the prevention of deforestation
and fragmentation of habitats.

Crops such as tobacco need suitable
soil, water, sunlight and heat to grow.
In some areas, climate change may
benefit the types of crops that are
typically planted there or allow farmers
to shift to crops that are currently grown
in warmer areas. Conversely, more
extreme temperatures and weather
events, especially floods and droughts,
can harm crops and reduce yields.

Substantial investments in adaptation
of farming practices and the adoption
of new methods will be required to
offset yield losses. Examples might
include crop rotation to match water
availability, adjusting sowing dates

to rainfall and temperature patterns
and using crop varieties suited to
changed conditions.

Megatrend:
Technological Progress

The Internet of Things (loT) —an
ecosystem of smart devices that work
together and are connected 24/7-is
changing the way people consume
news, make connections and shop.

By 2025, over 40 billion devices are
expected to be connected to the loT.

E-commerce platforms, available on
the move, have led the established
social platforms to adapt their
business models to leverage social
commerce, enabling retailers to extend
their reach and build brand awareness
and loyalty.

The pandemic has accelerated the
shift towards a more digital world

and led to changes in the way we

live. These changes include online
shopping behaviours and shift in the
way people work that are likely to have
lasting effects.

Convenience of choice and delivery and
the savings that easy comparison can
offer have boosted online shopping
since the onset of the pandemic.

While physical stores have gradually
reopened, this trend will continue

as the benefits of e-commerce to
buyers and sellers become even

more widespread and are adopted by
new businesses and product types.
Companies which invest in their
online business are likely to emerge as
market leaders.

Meanwhile, many businesses around
the world are having to deal with the
“hybrid” in-person/remote work model
that has the potential to become the
new normal in many workplaces.
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Overview

Today, the tobacco and nicotine

market serves a growing base of more
than one billion adult consumers.
Generational differences and shifts in taste
are continuing to emerge, as health and
wellness become ever-more important.
We anticipate growth in new categories
of products, including — and beyond —
tobacco and nicotine. Consumers expect
these to provide stimulation and pleasure,
in ways previously associated with
combustible products. We believe such
growth will offset the predicted decline in
cigarette consumption.

Global Combustible Market

The most recent sales data for the legal
global tobacco market (2020) indicate it
was worth approximately US$850 billion.

The largest global tobacco category
remains combustible cigarettes. With over
2,790 billion cigarettes consumed annually
(excl. China), it is valued at US$484 billion
in 2020. Over 19% of the world’s adult
population (incl. China) still chooses to
smoke and will likely continue to do so
unless offered suitable alternatives.

However, excluding China, the global
cigarette market experienced a 4.2%
volume decline in 2020 vs 2019. This is
largely due to increased regulation and
changing societal attitudes to smoking.

Theillicit market

A further reason for the decline of legal
tobacco volumes is the continued rise in
illicit product consumption. While global
(excl. China) illicit cigarette penetration
declined from 11.9% in 2019 to 11.7% in 2020
as border closures and mobility restrictions
resulting from the pandemic hindered
consumer access to black market products,
analysts expect illicit volume growth

to return in several markets as travel
measures ease, pressures on disposable

income grow and governments raise excise.

Price differentials between markets,
regulatory changes and broader
macroeconomic pressures have the

potential to further exacerbate the problem.

Itis generally accepted that thereis a
direct correlation between steep or ad
hoc increases in taxes and illicit sales.
The current sanctions in many countries
often fail to deter criminals in search

of profit.

@ See pages 92 to 97 to read more about
our Principal Group Risks

@ For further discussion regarding the regulation
of our business, please see pages 340 to 344

Strategic Report Governance Report

Global combustible regulation

As one of the world’s most regulated and
taxed industries, tobacco contributes billions
of dollars to government treasuries annually.

Manufacturers are subject to wide-ranging
regulation, varying considerably from
market to market.

Over the years, legislators have largely
focused on the introduction of plain
packaging, product-specific regulations,
graphic health warnings on packs, tougher
restrictions on smoking in enclosed public
places and bans on shops displaying
tobacco products at the point of sale.

They have also begun considering
and adopting regulations aimed at
menthol flavourings.

Environmental concerns resulting from litter
associated with cigarette consumption
have led to an increased number of policy
initiatives, with the EU leading the way with
its Single-Use Plastic legislation.

Impact of COVID-19

Beyond disruption to supply chains,
the short-term impact of COVID-19
on the tobacco industry is likely to be
relatively limited.

The impact on volumes is expected to be
felt unequally across geographies, with
resilience seen in more developed markets
while developing markets experience
potentially greater numbers of consumers
turning to the illicit market. A case in point is
the U.S., where, although the general trend
is a gradual decline in annual volumes, the
Federal Trade Commission, in its annual
Cigarette Report, said that manufacturers
sold 203.7 billion cigarettes in 2020, up from
202.9 billion in 2019 — an increase of 0.4%.

Production of the principal raw material

— tobacco leaf — remains broadly
diversified across a number of continents.
The industry has proven adept at dealing
with supply-side shocks.

Global New Categories Market

Over recent years, innovation in the tobacco
and nicotine marketplace has developed
new nicotine products that do not involve
the combustion of tobacco leaf and the
inhalation of smoke. These growing smoke-
free categories include vapour products,
tobacco heating products (THP) and
modern oral nicotine pouches.

The success of these New Categories in
offering viable alternatives to displace the
use of cigarettes is based on many factors.
One is their ability to offer consumers
satisfaction in circumstances where

using combustible tobacco is no longer
permitted or socially acceptable.

23
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Another is their ability to offer a less risky
but fulfilling alternative to cigarettes.

There is also a growing focus on leading a
healthier, personalised lifestyle among the
new generation of adult consumers. This,

in addition to technological innovation, is
expected to further accelerate the growth
of new categories, as these products better
meet evolving preferences and demands.

Evidence of this shift can be seen in global

revenues from vapour and THPs, with both
currently standing at around USS21 billion,

an increase from 2019 of US$0.8 billion and
USS$5.8 billion, respectively.

Traditional oral products show steady,
incremental growth. Meanwhile, growing
sales of Modern Oral nicotine pouches
registered an accelerated volume expansion
especially in established oral tobacco
markets such as the U.S. and Scandinavia.
With a global value of USS$1.2 billion in 2020,
the category is projected to expand to over
USS$6 billion by 2025.

New Categories Regulations

At a global level, the THP and

vapour markets are still emerging.
Regulation is growing alongside the growth
in the categories, but perception and
attitudes towards these products have
been mixed and regulation is often not
designed around their characteristics and
potential for risk reduction.’f

Whereas some regulators, including
those in the UK and New Zealand, aim

to encourage their use as less risky
alternatives to cigarettes, while being
mindful of the risks of youth usage, other
governments view them with greater
scepticism, with some imposing bans

Beyond Nicotine

The emerging and rapidly growing market
for well-being and ‘new active’ products

is expected to continue to grow as the
consumer trend towards bespoke lifestyles
evolves. One such market, cannabidiol
(CBD), is expected to gain wider use, as
evidenced by its recent growth in market
size and certain governments, such as that
of Germany, considering the legalisation

of its recreational use.

*

Based on the weight of evidence and assuming a complete
switch from cigarette smoking. These products are not
risk free and are addictive.

—+

Our products as sold in the U.S,, including Vuse, Velo,
Grizzly, Kodiak and Camel Snus, are subject to FDA
regulation and no reduced-risk claims will be made as to
these products without agency clearance.

**All data sources on this page are from Euromonitor
International and based on 2020 data (the latest full year
available) unless otherwise stated.
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The Foundations of
our Evolved Strategy

We are committed to providing A Better Tomorrow™ for all our
stakeholders. Our ambition is to deliver long-term sustainable
growth with a range of innovative and less harmful products that

stimulate the senses of new adult generations.

Strong
Foundations

9 o
>175 >150m

markets in which daily consumer
we operate interactions

B,

>1m

points of sale across
over 175 markets

Our wide range of capabilities make us
exceptionally well-placed for future growth:

— our unique global marketing and
distribution reach;

— our track record of R&D and innovation;

— our decades’ worth of consumer insights
and brand-building expertise; and

— our New Categories business aims
to generate £5bn in revenue in 2025.

Satisfying Consumer Tastes
and Moments

20yearsago
combustible products fulfilled a multitude
of consumer moments
20
Morning

D

Afternoon

For decades, combustible products satisfied a
need for sensorial enjoyment for many individuals.
While occasions for tobacco consumption are
now reduced, new opportunities have arisen:

— new products provide us with an opportunity
to capture, in a focused way, the consumer
moments previously associated with tobacco;
and

— evolving and fragmenting consumer needs
provide us with opportunities for additional
growth in a variety of new categories.

24
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A Developing
Portfolio

Beyond
nicotine

New nicotine
categories

© Social acceptability ceeeeeeereeeeesenneeeeeensd

Tobacco

A wider portfolio of products that offer sensorial
enjoyment for different moods and moments

will allow us to capture the consumer moments
previously associated with tobacco use, as well as
satisfy new evolving consumer needs, through:

— scientifically-substantiated, reduced-risk’
tobacco and nicotine products;

— building the brands of the future; and

— ultimately, a portfolio of products beyond
nicotine that leverages our proven expertise.

* Based on the weight of evidence and assuming a complete switch from cigarette
smoking. These products are not risk free and are addictive.

1 Our products as sold in the U.S,, including Vuse, Velo, Grizzly, Kodiak and Camel Snus,
are subject to FDA regulation and no reduced-risk claims will be made as to these
products without agency clearance.

Parameters to Guide
Growth Opportunities

Reduced health impact
compared to cigarettes

Science and
regulatory expertise

New Category

BAT’s global Leveraging

Strategic and financial
attractiveness

r

1 1
1 1
1 1
1 1
1 1
| |
1 |
1 1
1 1
1 marketing Growth delivery 1
| reach Opportunities platforms |
1 1
1 1
1 1
1 1
| |
1 |
1 1
1 1
[ ol

Positive environmental
contribution

Our new growth opportunities will capitalise on our
core business strengths, creating clear boundaries
for our portfolio development:

— reducing the health and environmental
impacts of our business;

— leveraging our global marketing reach
and scale;

— building on our knowledge of delivery
platforms and technology;

— relying on our experience in managing complex
regulatory and scientific matters; and

— meeting stringent strategic and
financial metrics.
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A Strategy for Accelerated Growth

In 2021,12% of Group revenue was from non-combustible products. This was achieved
through a multi-category approach which is the very essence of our purpose to build
A Better Tomorrow™ — providing adult consumers with a range of enjoyable and less risky™t

choices for every mood and moment.

The model below outlines the key components of how we are building A Better Tomorrow™,
from our mission to stimulate the senses of adult consumers worldwide and the outcomes

this will deliver for stakeholders, to the ethos that guides our decision making.

OUR MISSION

Stimulating
the Senses

of New Adult
Generations

Our Mission

Stimulating the Senses
of New Adult Generations

Today, we see opportunities to capture
consumer moments which have, over time,
become limited by societal and regulatory
shifts, and to satisfy evolving consumer
needs and preferences.

Our mission is to anticipate and satisfy this
ever-evolving consumer: provide pleasure,
reduce risk, increase choice and stimulate
the senses of adult consumers worldwide.

* Based on the weight of evidence and assuming
acomplete switch from cigarette smoking.
These products are not risk free and are addictive.

1 Our products as sold in the U.S., including Vuse, Velo,
Grizzly, Kodiak and Camel Snus, are subject to FDA
regulation and no reduced-risk claims will be made
as to these products without agency clearance.

HOW WE WIN

Where

High
Growth
Segments

Priority
Markets

Must Wins

High Growth Segments

Driven by our unique and data-driven
consumer insight platform (PRISM), we will
focus on product categories and consumer
segments across our global business

that have the best potential for long-term
sustainable growth.

Priority Markets

By relying on a rigorous market
prioritisation system (MAPS), we will focus
the strengths of our unparalleled retail and
marketing reach, as well as our regulatory
and scientific expertise, on those markets
and marketplaces with the greatest
opportunities for growth.

How We Win

Inspirational Foresights

Built on our successful history, we have
a unique view of the consumer across
all of our product categories, which is
increasingly driven by powerful data
and analytics.

These insights ensure that the development
and responsible marketing of our products
is fit to satisfy consumer needs.

26

How

Inspirational foresights
Remarkable innovation
Powerful brands

Connected organisation

People & partnerships
U.S.focus

Remarkable Innovation

As consumer preferences and technology
evolve rapidly, we rely on our growing global
network of digital hubs, innovation super
centres, world-class R&D laboratories,
external partnerships and our corporate
venturing initiative to stay ahead of the curve.

Powerful Brands

For over a century, we have built trusted
and powerful brands that satisfy our
consumers and serve as a promise for
quality and enjoyment. We will build the
brands of the future by focusing on fewer,
stronger and global brands across all our
product categories, delivered through
our deep understanding and segmenting
of our consumers.

Connected Organisation

Few companies can claim over 150 million daily
consumer interactions, over 11 million retail
points of sale and a global network of expert
employees around the world. Cultivating an
ecosystem that directly connects us with
consumers and stakeholders, especially
through the power of digital technology,
ensures we can build the brands of the
future, deliver access to markets and
foster innovations that offer sensorial
enjoyment and satisfy consumer needs.



BAT Annual Reportand Form 20-F 2021 Strategic Report Governance Report Other Information

@@ 2021 was indeed a pivotal year, with constant
currency New Category revenue growth of over

50% combined with our reaching a total of 18.3 million
consumers (up 4.8 million) of our non-combustible
products. Itis clear that our transformation towards
ABetter Tomorrow™is accelerating. 9,

Kingsley Wheaton
Chief Marketing Officer

KEY STAKEHOLDER
OUTCOMES

00
01 Consumers

enjoyable choices for every mood
and moment, today and tomorrow

Empowered

E’g Society Bold
reduced overall health
& environmental impact

Fast

TOMORROW ™

ﬁ Employees

N Diverse
a dynamic, inspiring and

purposeful place to work

E Shareholders & Investors Respon5|ble

People and Partnerships

Our highly-motivated people are being
empowered through a new ethos that is
responsive to constant change, embodies
alearning culture and is dedicated to
continuous improvement. But we cannot
succeed on our own, and our partnerships
with farmers, suppliers and customers
are also key for ensuring sustainable
future growth.

U.S.Focus

The United States comprises nearly half
of our global business. It is also the single
largest economy in the world, the largest
single centre for technology and the key
driver of global consumer trends, and

is where we have the deep consumer
understanding and financial strength to
support the delivery of our mission to
stimulate consumer senses around the
rest of the world.

sustainable and superior returns

Our Purpose

By stimulating the senses of new
adult generations, our purpose is to
create A Better Tomorrow™ for all
our stakeholders.

We will create A Better Tomorrow™ for:

00
01 Consumers

By responsibly offering enjoyable and
stimulating choices for every mood and
every moment, today and tomorrow;

) .

[® Society

By reducing the health impact of our
business by offering a range of alternative
products, as well as by reducing our
environmental and social impacts;

ﬁ Employees
By creating a dynamic, inspiring and
purposeful place to work; and

E Shareholders & Investors

By delivering sustainable and
superior returns.

@ For more information about our purpose
seeinside front cover
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Short-Term Deliverables to
Fuel A Better Tomorrow™
’ Simplify the

Business
@0Our ongoing simplification programme,
Project Quantum, is expected to realise
£1.5 billion of annualised savings through

simplification and efficiencies by the end
of 2022.©

@ For more key detail
see pages 29 to 33

WA Ensurea Step Changein
New Categories Performance

With our unique cross-category consumer
understanding, we are clear there is a huge
opportunity for our New Categories.

For more key detail
see pages 35to0 40

Drive Value
4P FromCombustibles

We drive value from Combustibles to fuel
our investment in, and transition revenue to,
New Categories.

For more key detail
see pages 42to 43
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Short-Term Deliverables to
Fuel A Better Tomorrow™

Our purpose is to build A Better Tomorrow™ by reducing the health impact of our business
through offering a greater choice of enjoyable and less risky products”*for our consumers.
To accelerate this, we must become a stronger, simpler and faster organisation, which will

be achieved through the delivery of three short-term priorities.

Simplify the
Business

@Qur ongoing simplification
programme, Project Quantum,
is expected to realise £1.5 billion
of savings through simplification
and efficiencies by 2022.2

Through Quantum we have fundamentally
re-evaluated how we are organised

and have reduced management

layers to eliminate duplication and
entrenched accountability.

We continue to create new capabilities
and release valuable funds for further
investment in our growth ambition,
ensuring the Group is stronger, faster
and more agile.

We are steadfast in realising operational
efficiencies, supply chain productivity and

a focus on excellence in our route-to-market.

Ensure aStep Change
in New Categories
Performance

\

Over the years, consumer
moments that used to be satisfied
by cigarettes have been replaced
by other products.

With our unique cross-category consumer
understanding, we are clear there is a huge
opportunity to recapture these moments
with a broader portfolio of products that
are less risky than combustible products.™

We are clear that any portfolio expansion
will leverage our strengths. We will
maximise and seek to constantly improve
our delivery platforms in vapour, THP

and modern oral, thereby reducing the
health impact and making a positive
environmental contribution.

We aim to increase our consumers of
non-combustible products from 11 million
(2019) to 50 million by 2030, driving revenue
from New Categories to at least £5 billion
by 2025.

We are building new capabilities around the
world focused on science, innovation, and
digital information. Consumer preferences
and technology are evolving rapidly, and
we are staying ahead of the curve with

our digital hubs, the creation of innovation
super centres, and further development of
our world-class R&D laboratories. We are
also leveraging the expertise of our external
partners, and are looking forward to exciting
results from our venturing initiative.
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Drive Value
From Combustibles

Our ambition is to increasingly
transition our revenues from
cigarettes to New Categories
over time.

In order to fund the development of our
New Categories, we will continue to focus
on generating value from our Combustibles
business, driving sustainable increases

in revenue, with volume share and value
share growth.

Our performance is a direct function of

the strength of our brand portfolio. We wiill
continue to develop and invest in our brands
for equity and future value by offering
winning brand and product propositions,
enabled by purposeful innovation.

Revenue Growth Managementis a
critical enabler to unlock future value, and
our resource allocation is focused and
prioritised to deliver better results with
fewer initiatives.

We wiill further consolidate our portfolio
of strategic brands and deliver efficiencies
through a much leaner portfolio, with far
fewer stock-keeping units designed to
amargin.

* Based on the weight of evidence and assuming a complete
switch from cigarette smoking. These products are not risk
free and are addictive.

1 Our products as sold in the U.S., including Vuse, Velo,
Grizzly, Kodiak, and Camel Snus, are subject to FDA
regulation and no reduced-risk claims will be made
as to these products without agency clearance.
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Short-Term Deliverables to Fuel A Better Tomorrow™

’ Simplify the Business

Highlights

— Quantum enabled more than
£595 million gross savings
through organisational change
and productivity initiatives

— @The previous target of £1 billion
gross savings over three years
(2020-2022) has been increased
to £1.5 billion®

— BAT Digital Business Services
is transforming by building new
capabilities while simplifying the
existing ways of working

— Technology and Digital focus on
simplification and automation
saved more than 100,000 hours,
ensuring undisrupted delivery of
our commitments despite the
global pandemic

To enable us to deliver on our commitments
and to become a simpler, faster and
stronger organisation, we embarked on our
Quantum journey in 2019. Quantum is our
ongoing simplification programme that

is fuelling New Category investment and
delivery against our financial guidance.

The first phase of Quantum delivered a
large-scale organisational change and

the journey continued in 2020 and 2021.
This has enabled us to remain agile ina
fast-paced and ever-changing environment.

The effects of the global pandemic have
demonstrated the importance of retaining
simplification at the heart of our agenda.

In 2021, we continued to realise benefits
from Quantum, generating more than
£595 million of savings in the year.
These benefits came through various
simplification initiatives:

— In our UK Headquarters, we have
implemented a new organisational
design. This has been key to ensuring
decision-making where the knowledge
sits and seizing the opportunities from
synergies and integration.

— In our markets, we have assessed
and streamlined our footprint
through an Operating Model review.
This optimisation of our footprint
is expected to deliver more than
£100 million of annualised savings,
enabling a sharper focus on
New Categories.

— Our initiatives addressing both our
Centre and End Markets are underpinned
by our BAT Digital Business Services*
(DBS) transformation and enabled by
Technology & Digital simplification.

— In 2021, our DBS organisation has
built new capabilities in consumer,
customer, and Business Intelligence
areas. Simultaneously, within our existing
capabilities, DBS delivered optimisations
to drive excellence and efficiency.
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We are continuing our Technology & Digital
transformation with a focus on automation
and data-driven optimisation. In the past
year, we have saved more than 100,000
hours in total, ensuring undisrupted
delivery of our commitments. Technology
& Digital will continue to underpin our
simplification journey.

We have delivered our £1 billion savings
commitment from Quantum 12 months
earlier than planned. ®As a result, we have
increased our target to £1.5 billion gross
savings over three years (2020-2022).

We are therefore well on track to deliver the
target £1.5 billion saving commitment from
Quantum by 2022.@

All the elements which underpin our
simplification agenda will sharpen the focus
on core capabilities critical for delivering
our A Better Tomorrow™ strategy while
enabling us to fuel the growth in New
Categories to become a stronger, simpler
and faster organisation.

@ Denotes phrase, paragraph or similar that does not form
part of BAT's Annual Report on Form 20-F as filed with
the SEC.

* Prior to 2021, Digital Business Services was called Global
Shared Services.
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Simplifying the Business and Accelerating
the Enterprise of the Future

BAT is moving towards the Enterprise of the Future —a global, consumer-centric,
multi-category company, with sustainability at its core. We are redefining
ourselves, not by the products we sell, but the consumer needs that we meet.

We are creating brands with purpose, and are reshaping our product

portfolio, building a multi-category portfolio of non-combustible products
backed by science, and expanding “beyond nicotine”. We are driven by digital
transformation, technology and innovation, and by our people, living our ethos.

Quest is accelerating our transformation towards the Enterprise of the Future:

it is delivering the capabilities required to build our multi-category platform
business, enhance our future sustainability and deliver our digital transformation.
It is underpinned by five accelerators.

Five ‘Accelerators’
to enable the Enterprise
of the Future...

Deliver
Quantum

Quantum is generating
the resources to be
reinvested in our New
Categories by optimising
our organisational
design; leveraging

our shared services;
embedding productivity
discipline; and delivering
Revenue Growth
Management (RGM)
and Marketing Spend
Effectiveness (MSE)
initiatives.

Unleash
Innovation

Unleash Innovation

is delivering a step
change in critical
capabilities, enabling
BAT to further build and
successfully execute
consumer focused and
remarkable innovation.
Utilising Quantum
productivity savings,
we are fuelling an
ambitious portfolio
transformation towards
a multi-category
product company.

Empowered
Organisation

Developing our people,
teams and culture is

at the heart of Quest.
The Empowered
Organisation
programme is building
an engaged, agile

and high-performing
organisation with
capabilities to deliver our
Enterprise of the Future.
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Shaping
Sustainability

Shaping Sustainability
is accelerating our
corporate journey
towards a sustainable
enterprise, fulfilling our
A Better Tomorrow™
purpose. Developing
world-class science

to support our new
portfolio and embedding
industry leading ESG
ambitions is at the heart
of this programme.

{duest

Technology &
Digital
Technology & Digital
underpins all Quest
initiatives to accelerate
our transformation
towards a top quartile,
digitally-enabled
consumer packaged
goods (CPG)

business. Our digital
transformation is
focusing on digital
marketing; agile
organisation; value from
data & analytics and
intelligent automation
at scale.
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We Are Well On-track with our
Journey Across all Accelerators

@Quantum productivity savings
target has increased from £1billion
to £1.5 billionin 2021©

Quantum is continuing to simplify the
organisation and generate funds to fuel
growth in New Categories. In 2021, our
new organisational design was announced
and implemented, focused on simpler
ways of working in our UK Headquarters.
Our DBS Hubs are transforming to drive
efficiencies in existing capabilities and
build additional capabilities at the same
time. We have reviewed and streamlined
our End Markets’ Operating Model,
simplifying and optimising our business
footprint. ®Our previous productivity target
of £1billion gross savings over three years
(2020-2022) could therefore be increased
to £1.5 billion®. Additionally, we continue to
deploy our Revenue Growth Management
and Marketing Spend Effectiveness tools,
which have delivered £100m+ value creation
in the U.S. and other key markets in relation
to pricing, assortment, promotions and
trade investment.

Unleash Innovation is transforming
our capabilities to win as a multi-
category business

As we evolve the range of consumer needs
we serve, we are transforming capabilities
in R&D and across the value chain to ensure
BAT is positioned to make a step change

in innovation. This transformation takes a
multifaceted approach from sharpening
the insights and foresights approach

that drives our technology and product
investments; how we are actively managing
the innovation portfolio; how we partner
externally; and also how we execute with
excellence across our innovation pipeline.

* As verified by Vertis based on product Life Cycle
Assessment data provided by an independent third party,
taking into account the Group’s purchase of carbon credits
through reforestation projects.

Strategic Report Governance Report

We have achieved many milestones, including
the initiation of our New Categories R&D
Transformation, the launch of our “Innovation
Hub” in Trieste, Italy, with further hubs
planned, hosting a manufacturing site for our
New Category products, a digital boutique,
innovation lab and centre of excellence

for digital transformation and marketing.
Additionally, our venture organisation
Btomorrow Ventures is leading investments
in creative and innovative companies aligned
with our vision for A Better Tomorrow™.

Empowered Organisationis
strengthening our talent pool

In 2021, the Empowered Organisation
Programme launched a new Employee Brand
Proposition which is fully aligned with our

A Better Tomorrow™ strategy along with a
modern best-in-class career website.

Our focus on developing our people led

to continuous investment in learning &
development. This resulted in a global
portfolio of 57 programmes all delivered
100% virtually, while providing online learning
tools to all managers and global graduates
enabling anytime anywhere access to
learning and development support from both
internal and external experts. We have also
implemented a transformational leadership
assessment across all management helping
our people to develop qualities required

that are bigger, broader, more complex

and challenging. We have recruited more
than 1,300 new people in 2021 to further
accelerate our transformation.

Our dedicated focus on Diversity & Inclusion
also led to an industry-first National
Equality Standard (NES) and Global Equality
Standard (GES) certification. Thisis a
reflection of our focus on our D&l strategy
and of our inclusive culture and practices.

Shaping Sustainability continues
to put sustainability frontand centre
of everything we do

In 2021, Vuse became the first global carbon
neutral vape brand* demonstrating our
commitment to carbon neutrality and to
reducing our impact on the environment.
Vuse Solo became the first vaping product
to receive marketing granted orders from
the U.S. Food and Drug Administration
(FDA), which confirms that the marketing

of Vuse Solo products is appropriate for

the protection of the public health and is
evidence of our robust, world-class science.
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We are building awareness and confidence
in the science that underpins our New
Category products, engaging with external
stakeholders (including regulators) to
ensure these new products can help build
A Better Tomorrow™. In 2021, we also
accelerated our targets, including to have
100% of operations sites be zero waste

to landfill by 2025; and to be net zero
across our value chain by 2050. We are
proud that our ESG efforts continue to be
recognised externally.

Technology & Digital is creating
new channels to connect with
our consumers and enabling the
simplification of our organisation

V =

Through digital marketing initiatives, our
e-commerce footprint is developing quickly,
with consumer subscription programmes
growing in priority New Category markets,
enabling us to provide a more personalised
experience for our consumers. End-to-end
simplification through automation has
improved our data analytics capabilities,
our enterprise agility and efficiency, and
our ability to respond faster to an ever-
changing environment. We continue to
digitally transform manufacturing in order
to reduce waste, lessen energy usage,

limit stoppages to production and save
personnel time. Our ongoing ranking in the
Gartner Supply Chain Top 25 demonstrates
how the digital transformation and increased
automation of our supply chain is having a
positive impact.

*£1.5bn

Quantum productivity savings
target (2020-2022), up from £1bn®

100Mm+

value creation in the U.S. and other
key markets in areas related to pricing,
assortment, promotions and trade
investment.
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Technology & Digital Unlocking the Enterprise

of the Future

Digital Transformation across BAT is about leveraging technology to deliver
value for all our stakeholders. We are investing in digital skills, providing tools
and capabillities to our people and driving an entrepreneurial mindset, which
is essential for identifying and scaling up solutions across the enterprise to
maximise the value of our investments.

@G Our business has delivered exceptional results
enabled by the further acceleration of our digital

& insights, apply technology, and agile new ways
of working to unlock commercial value at pace. 99

Marina Bellini
Director, Digital and Information

Consumers and Customers Manufacturing and Supply Chain

s

transformation in 2021. Our focus is to leverage data

Finance,HRand Legal

1.8m +20 ppt

New Categories followers on social media | increase in demand forecasting accuracy
(YoY) for New Categories through
deployment of advanced statistical
forecasting technologies

+200% £30m

consumer engagements increase generated through scale up of digital
through Hyper personalisation and innovation ideas across the enterprise
dynamic content pilots

300+ >50% 200

employees trained in Design agile delivery of technology new roles with new
Thinking, driving innovative solutions across our capabilities in Global
and agile ways of working organisation Business Solutions

/5%+

increase in hours saved through
digital bots and automation
of back-office activities

>1,000

employees trained as Citizen Developers,
democratising automation through
a culture of self-sufficiency

12,800

online connections during
four-day Automation Summit
with 45 speakers and over 20

hours of content
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Leveraging Technology and Data to Grow at Speed
We have over 150 million daily consumer interactions and over 11 million retail points of sale.

Digital channels and capabilities allow us to connect with them, ensuring better consumer engagement

Governance Report

with brands, innovations and services that can stimulate the senses of new adult generations.

)
v
“

Other Information

Deepening Consumer
engagement
accelerated by Social
and Big Data Insights
Continuing significant
investments in our
marketing technology
delivered new capabilities
within social listening,
social activation, and
integrated data and
analytics platforms.

Tod

==

— Social listening and
responding capabilities
deployed in 48 countries to
enable sentiment tracking
and ability to influence our
brands’ share of positive
mentions — enhancing
brand reputation and
industry-leading Youth
Access Prevention.

— World-class Enterprise Data
Platform (EDP) — building the
foundation for automation
and analytics.

— Leveraging deep consumer
insights to develop
personalised consumer
journeys — enabling the
delivery of compelling
communications to the right
consumer at the right time
and 200 million automated
and personalised messages.
For example, targeting and
journey management of 15+
micro-consumer segments
across 25+ consumer
journeys helped to add
760,000 THP consumers
in Japan.

14.2m

contactable adult New
Category consumers

Best-in-class
commercial digital
experience and launch of
new connected services

Expanding our modern
marketing technology
stack with new capabilities
to build lifetime value
through subscriptions,
loyalty and added-value
connected services.

— Global deployment of a
mobile-first, best-in-class
New Categories e-commerce
user experience, winning
four e-commerce awards
for user experience and
website design.

— Over 45 direct-to-consumer
owned e-commerce store
fronts —with a further 45+
branded and unbranded
sites worldwide.

— Connected Consumer
Devices successfully tested
in two markets — creating
enriched experiences, higher
loyalty and strong digital

relationships, resulting in new

revenue streams and a shift
to D2C channels.

— New consumer Loyalty
capability successfully
piloted — opening the path
for seamless cross-channel
activation and collaboration
with customer and Big
Tech partners.

— Global Trade Platform
enabling B2B engagement
across 75 countries, 15,000
trade partners and servicing
two million retailers.

+42%

increase of active subscribers
of New Categories

Digital innovation
accelerating digital
transformation

Digital and data
delivering value across
BAT, accelerating our
Transformation to

a Better Tomorrow™.

— Over 5,000 employees, 50
startups, 100’s of suppliers
and tech partners can
now leverage BAT’s global
BTomorrow Innovation
Platform for researching and
reporting innovations.

— World-class conversion
rate of proofs-of-concept;
scale is double the average
rate of other corporations,
demonstrating the
commitment of BAT regions
and functions to delivering
efficiently and quickly
on innovations.

33

— Ourinvestment in Control
Tower and Logistics Visibility
technologies continue to
improve how we proactively
manage supply chain risks.

— Our continued investments in
digitalising our manufacturing
facilities are driving cost
reductions and improving
operational sustainability.
Deployment of loT technology
is enabling smart management
of energy and water across
our factories, reducing energy
consumption by as much as
50% in pilot locations.

+23 pts

improvement in Dow Jones
Sustainability Index Cyber
Security score, close to best-in-
classin Industry




for consumers
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Short-Term Deliverables to Fuel A Better Tomorrow™

Financial Statements Other Information

W Ensurea Step Change in New Categories Performance

i

Our Vapour
Products’

Vapour products are battery-powered
devices that heat liquid formulations —
e-liquids — to create a vapour which is inhaled.
Most e-liquids contain water, propylene
glycol and glycerol, flavourings and nicotine,
although some e-liquids don’t contain any
nicotine. The products contain no tobacco
and no combustion takes place.

Highlights
— Vuse achieves Global
value leadership.

— Vuse value share up 800 bps vs
2020 to reach 33.5% share in our
Top 5 markets.

— Consumer acquisition up 1.8m
reaching 8.4m, with growth in
all Top 5 markets.

— Vapour volume up 56% with
revenue 59% higher at constant
rates of exchange.

— Vuse first global vapour brand
independently verified by Vertis
as carbon neutral” in May 2021.

Toxicology tests
Cigarette vs ePen 2

I Mutagenicity (Whole Aerosol) I
None' | |
I Cytotoxicity I

9%
! 1
| Oxidative Stress ||

0%
! |
None? I yH2AX (DNA Damage) l
! I
Cigarette =100%

Notes:

1. No observed mutagenicity under these test conditions.

2.No observed genotoxicity under these test conditions.

The Scientific Evidence®

There is growing consensus among many in the
public health coommunity and academia about
the role of vapour products as a reduced-risk’
alternative to smoking. This is supported by a
wealth of global reviews, studies and reports.

In the UK, for example, Public Health
England™ issued a series of expert reviews
of the latest evidence, concluding: “based

on current knowledge, vaping is at least 95%
less harmful than smoking”. According to
the UK’s Office for National Statistics, vaping
now stands at 6.3% of the population, and
smoking levels have dropped to 14.1%, from
23% in 2012, which means the UK has one of
the lowest smoking incidences in Europe.

In 2021, we published a comprehensive review
of the scientific evidence for vaping products,
their potential health effects, and their role in
tobacco harm reduction. This is a sumnmary of
more than 300 peer-reviewed scientific papers
and other evidence published by around 50
institutions over the past decade.

According to adult population modelling
studies cited in the review, a significant
reduction in premature deaths could be
achieved if current smokers switched
exclusively to vaping rather than
continuing to smoke cigarettes.

35

@@ the currentbest estimate is
that e-cigarettes are around 95%
less harmful than smoking. 99

Public Health England™ 2015

Number of markets where the Group’s
vapour products are sold

Vapour Top 5 markets
U.S., UK, France, Germany and Canada.

* Based on the weight of evidence and assuming a complete
switch from cigarette smoking. These products are not risk
free and are addictive.

1 Our products as sold in the U.S., including Vuse, Velo,
Grizzly, Kodiak, and Camel Snus, are subject to FDA
regulation and no reduced-risk claims will be made
as to these products without agency clearance.

~ As verified by Vertis based on product Life Cycle
Assessment data provided by an independent third party,
taking into account the Group’s purchase of carbon credits
through reforestation projects.

**Public Health England was replaced in Oct 2021 by UK
Health Security Agency and Office for Health Improvement
and Disparities
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Short-Term Deliverables to Fuel A Better Tomorrow™

\

Vuse Certified as Carbon Neutral

Vuse is one example of how we are

driving our ESG purpose. We are very

proud that Vuse has been independently
certified by Vertis as the first global carbon
neutral” vapour brand. We have removed all
unnecessary single use plastics from our
Vuse packaging and implemented Device
Take Back schemes in all our vapour markets
— examples of our many projects aimed at
making Vuse one of the most sustainable and
trusted vaping brand worldwide with a clear
consumer-led purpose.

Regulation and PMTA

The future of tobacco harm reduction has
always depended on robust science, and
ensuring that this is accessible to audiences
outside the scientific community is critical.
This need is growing stronger than ever
—with a number of cases of acute lung
diseases (referred to as EVALI) reported
among vapers in the U.S.in 2019, consumers
want to be clear on the risk profile of these
products. In addition, consumer perceptions
of nicotine are evolving with many consumers
over-estimating the risks associated with
nicotine generally.

This also demonstrates the importance of
having, and enforcing, a robust and effective
regulatory framework that ensures high
product standards and prevents access

and appeal to youth — things we have long
advocated. Robust science has to be at

the centre of any regulatory development
and engagement.

We are fully committed to working ina
regulated market, where adult consumers
can be confident that marketed tobacco
products are appropriate for the protection
of the public health and underpinned by
science. This approach is underscored by
the U.S. Food and Drug Administration’s
Premarket Tobacco Product Application
(PMTA) process.

PMTAs are based on a summary of all
research findings to demonstrate that the
marketing of a product meets the FDA's
criteria as “appropriate for the protection
of the public health”.

2020 value share in Germany has been rebased by AC Nielsen
from 50.1% to 49.9%.

~ As verified by Vertis based on product Life Cycle Assessment
data provided by an independent third party, taking into
account the Group’s purchase of carbon credits through
reforestation projects.

© Denotes phrase, paragraph or similar that does not form
part of BAT’s Annual Report on Form 20-F as filed with
the SEC.

In October 2021, Vuse Solo received the
first of its kind FDA marketing authorisation
for vapour products in Original flavour.
This confirmed that the marketing of
Vuse Solo products is appropriate for

the protection of the public health, the
culmination of years of scientific study
and research. The Vuse Alto PMTA,

which was submitted nearly a year after
Vuse Solo, shares the same foundational
science. We are confident in the quality of
our applications.

We support efforts by the FDA to both
address the increasing availability of
flavoured synthetic nicotine products and
enhance enforcement actions against
flavoured disposable vapour products.
The FDA is under increased scrutiny from
Congress to act against these types of
products, including clarifying the regulatory
framework within which such products
should be regulated and enforced, which
we believe is likely to lead to substantive
action by the FDA.

Performance Summary

Vapour continued its strong momentum
driven by Vuse. Total volume of consumables
was up 56% to 535 million units, having
grown 52% (to 344 million units) in 2020.
Combined with consumable pricing across

all TS5 markets, this drove revenue up 52%

to £927 million, or 59% at constant rates of
exchange, with 2020 up 52% to £611 million (or
an increase of 53% at 2019 rates of exchange).

In 2021, Vuse achieved global vapour value
share leadership (in July 2021) with a full year
value share of 33.5% (up 780 bps vs 2020).
Vuse is now at or approaching value share
leadership in all TS5 markets. We consolidated
our volume share leadership of devicesin

all TS markets, driven by industry leading
consumer acquisition up 1.8 million to

8.4 million consumers.

In the U.S., we are approaching vapour

value leadership, driven by Vuse Alto, with
total vapour value share for the year up 760
bps to 32.5%, maintaining the momentum

of 2020 which was up from 16.6% in 2019.
Vuse consumables volume grew 67% in 2021,
having grown 70% (to 174 million units) in
2020, outperforming the total vapour industry
in both years (up 21% in 2021 and down 13%

in 2020). In 2020, the industry in the U.S.

was impacted by the EVALI crisis in 2019 and
implementation of flavour regulations in early
2020. We retained leadership (by volume) of
closed system devices, with growth of 500
bps to 57.4% compared to 2020.
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We performed well in 2021 and 2020 in the
other top vapour markets, and extended
our leadership positions, with all TS Vype
migrations to Vuse completed during the
year. Specifically:

— inthe UK total vapour value share of the
category was 31%, compared to 36% in
2020. Vuse performed well, with value
share up 210 bps to 16.9% driven by both
ePen 3 and ePod;

— inFrance, vapour value share reached 45.7%
in 2021, an increase of 14.2 ppts (versus 2020),
driven by ePen 3 and ePod;

— inCanada, having gained value share
leadership in 2020, we continued to grow,
with total vapour value share up 34.3 ppts to
80.4% in 2021, driven by ePod; and

— in Germany, our value share of total vapour
was 59.9%, up 10.1 ppts (2020: 49.9%),
driven by ePen 3 and ePod.

In January 2021, we pilot-launched our first
CBD vaping product (Vuse CBD Zone) as a
city test in Manchester, England, providing
valuable insights into the product and
consumer behaviour.

We continued the expansion of e-commmerce
@(up 37% on 2020)@, with Vuse ranked No.1
overall for branded consumer search and web
traffic across all our T5 markets. Despite the
impact of regulatory changes in the U.S,,

the number of consumers utilising our
subscription programme globally increased
to around 25,000, up 43% compared to 2020.

Proportion of vapour revenue
by regionin 2021
(Em)

2021 2020

£m £m

us. 561 383

f Amssa 141 65
fena 207 148
f APvE 18 15
Total 927 61l
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Our Tobacco Heating
Products (THPs)"

THPs heat tobacco to generate a nicotine-
containing aerosol, with a tobacco taste,
which the user inhales. Because the
tobacco is heated instead of burned, the
resulting aerosol comprises mainly water,
glycerol, nicotine and tobacco flavours —
dramattically different to cigarette smoke.

Highlights
—glo THP category volume share

up 480 bps in Top 9 markets vs
2020 to reach 18.1%.

— glo consumer acquisition up
2.7m reaching 6.7m with growth
in all T9 markets.

— glo consumable volume up
79%, over three times industry
volume growth of 26%.

—glo revenue growth up 34%
with year on year and sequential
growth accelerating in H2 2021.

I
Toxicants of interest
Cigarette vs glo
WHO (9 priority toxicants)
FDA (18 priority toxicants
4% I I
| HEALTH CANADA (main 44 toxicants) |
4% I I
| FDA (93 harmful and potentially harmful constituents) |
e |

Cigarette =100%

The Scientific Evidence®

By heating tobacco rather than burning,
THPs offer a reduced risk'" alternative
compared to smoking for those who
completely switch. To date, most research
has been conducted by industry scientists,
but an increasing number of independent
reports are broadly aligned with these
findings and support the role of THPs as a
less riskyt alternative to smoking.

For example, a study commissioned by the
UK Department of Health in 2017 found
that people using THPs were exposed to
around 50-90% less of the “harmful and
potentially harmful” compounds compared
with conventional cigarettes. In 2018,
Public Health England™, while highlighting
the need for more research, found that
“compared with cigarettes, heated tobacco
products are likely to expose users and
bystanders to lower levels of particulate
matter, and harmful and potentially
harmful compounds”.
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@@ Compared with cigarettes,
heated tobacco products are likely
to expose users and bystanders to
lower levels of particulate matter,
and harmful and potentially
harmful compounds. 99

Public Health England™, 2018

25

Number of markets where the Group’s
Tobacco Heating Products are sold

I
THP Top 9 markets

Japan, South Korea, Russia, Italy, Romania,
Germany, Ukraine, Poland and the
Czech Republic.

* Based on the weight of evidence and assuming a complete
switch from cigarette smoking. These products are not risk
free and are addictive.

1 Our products as sold in the U.S., including Vuse, Velo,
Grizzly, Kodiak, and Camel Snus, are subject to FDA
regulation and no reduced-risk claims will be made
as to these products without agency clearance.

**Public Health England was replaced in Oct 2021 by UK
Health Security Agency and Office for Health Improvement
and Disparities.
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Our commitment to reducing the health
impact of our business is helping to deliver
ground-breaking scientific advances and
supports consumer choice.

The results of 329 tests and studies

we have conducted have generated
evidence that supports our belief that glo
is a reduced-risk product compared to
continuing to smoke cigarettes™.

While glo is not risk free and nicotine is
addictive, the aerosol contains considerably
fewer and lower levels of certain toxic
substances compared to cigarette smoke,
and has a significantly reduced impact in
various toxicology tests.

As more long-term data is needed to
support the category, we undertook a year-
long clinical study to evaluate the reduced
risk potential of glo. The six-month results
were published in a peer-reviewed journal
in 2021. The data from the study provides
the first real-world evidence that people
switching from cigarettes to exclusive

use of glo can significantly reduce their
exposure to certain toxicants and indicators
of potential harm related to several
smoking-related diseases, compared

with continuing to smoke.

Designed with Purpose

Our new glo pro, Hyper, and Hyper+ models
feature induction heating, enabling devices to
reach their operating temperatures of around
240-280°C faster. This makes them more
efficient and enjoyable for consumers to use.

The system also requires fewer
components susceptible to temperature
degradation, enabling the use of a wider
range of temperatures, which are still
substantially lower than temperatures
needed for combustion. This helps to unlock
a broader range of sensory experiences.

This more-powerful heating system
produces a much faster and more precise
device, offering consumers more flexibility,
while still tightly controlling temperature
and avoiding combustion.

© Denotes phrase, paragraph or similar that does not form
part of BAT’s Annual Report on Form 20-F as filed with
the SEC.

Performance Summary

Driven by the continued success of glo
Hyper in Japan and across ENA, total
consumable volume grew 79% to 19.1 billion
sticks in 2021. In 2020, consumables grew
by 19% to 10.7 billion sticks, having been
impacted by the withdrawal of Sens in that
period. Excluding Sens, THP consumable
volume would have increased 29% in 2020,
demonstrating an acceleration in 2021

as average daily consumption increased
across our key markets.

In 2021, glo achieved record THP category
volume share in the T9 markets, up 480
bpsin 2021 to 18.1%, with growth in all

T9 markets.

This performance was underpinned by glo
Hyper, which was launched in April 2020
initially in Japan (and accounts for 72% of
the glo portfolio), with subsequent launches
in other markets (notably in ENA) from the
second half of 2020 and continuing in 2021.
glo Hyper is the first-to-world THP launched
with induction heating which provides a
step change in consumer satisfaction with
30% more tobacco, faster heatingand a
boost button. The success of glo Hyper was
achieved despite the impact of COVID-19
restrictions as the launches and ongoing
marketing campaigns were successfully
switched to digital platforms.

Revenue increased 34.4% to £853 million
(2020: down 12.9% to £634 million) largely
driven by the higher volume, with growth
increasing sequentially between the first
and second half of 2021. The decrease in
2020 was largely due to the decision to
withdraw glo Sens from the market (being
a reduction to revenue of £50 million) and
the impact of excise harmonisation in
Japan. Excluding the impact of the relative
movements in sterling, at constant rates
of exchange impacting both years, revenue
grew 46% in 2021, compared to a decrease
of 12.7% in 2020.

In APME, where the most mature THP
markets are, our consumable volume grew
27%, with device volume up 36% as we
continued to invest in consumer acquisition.
Revenue was up 2.8% or 13.0% at constant
exchange, with acceleration in the second
half of 2021 driven by consumable pricing
and as we lap the impact of the Sens
withdrawal in the prior year comparator,
partly offset by excise increases in Japan
in October. In Japan, glo’s category volume
share of THP reached 21.2%, an increase of
180 bps on 2020 (2020: 19.4%).
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In ENA, which has seen strong industry
volume growth of 41% in 2021, we grew
around five times faster than the market,
with glo volume up 195%, with consecutive
quarterly growth in our key markets.
Accordingly, revenue increased 150% or
167% at constant currency, having grown
143% (or 159% at constant rates of exchange)
in 2020. Notably in Russia, glo’s volume share
(of THP) was up 1,070 bps at 19.3%, while

in Ukraine our volume share of THP was
20.9% (an increase of 990 bps) on 2020.
Furthermore, in Italy, glo reached 12.8% THP
category volume share, up 870 bps, with
Hyper driving 100% of the growth, and in
Romania glo reached 22.1% category volume
share, up 530 bps on 2020.

COVID-19 continued to impact our
consumer engagement plans in 2020 and
2021, yet we still made good progress

in Kazakhstan, Poland, Egypt, the Czech
Republic and across other smaller ENA
launch markets, and Hyper is now in 22 of
glo’s 25 markets, with further market roll-
outs planned in 2022.

Proportion of THP
revenue by regionin 2021
(Em)

2021 2020

£m £m

us. 1 1

l Amssa - -
f ena 341 136
l ApviE 511 497
Total 853 634
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Our Modern Oral
Products®

In recent years, a new category

of Modern Oral products has
emerged. These come in the form
of nicotine pouches that are placed
under the lip so that nicotine can

be effectively absorbed.

Highlights

— Continued strong global
volume growth (up 70.5%),
with consumer numbers up
0.6m to 2.1m.

— ENA revenue up 44%, with
volume up 46% driving volume
share to 69.4%, up 380 bps.

— US volume up 272%, with
volume share of Modern Oral
at 11.7%, up 410 bps vs 2020 in
a highly competitive market.

Toxicology tests
Cigarette vs Velo

. I Mutagenicity(toxtracker)I
None I I
I Cytotoxicity I
0% I ]
I Oxidative Stress I

0%
o I I
None I yHZAX(DNADamage)I

Cigarette =100%

Notes:

1. Toxtracker assay (rtkn and bscl2).

The Scientific Evidence®

Laboratory chemical studies for our
Modern Oral products show they produce
substantially lower levels of toxicants than
cigarette smoke and even lower levels than
snus — a traditional oral tobacco product
which is already regarded as a reduced risk™
alternative to smoking. Toxicology tests
assessing the biological effects of our
Modern Oral products on human cells also
show they have little effect relative to snus
and cigarettes.

In 2021, we published new peer-reviewed
evidence, which suggests our Modern

Oral tobacco-free nicotine pouches have

a toxicant profile that is comparable to
nicotine replacement therapy products
(NRT). The pouches were also found to have
a toxicant profile that is far lower than snus.

Positive'
100%?
Positive'

Positive®

2. At equivalent nicotine doses (7.85ug/ml velo vs. 4.34ug/ml cigarette).

3.High content screening.
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@@ Smokeless tobacco

products are much cleaner and
less hazardous than cigarettes.
Their use could reduce harm to
smokers if they switched entirely
to these products. 99

Professor Neal Benowitz
Professor of Medicine at the University
of California, San Francisco

23

Number of markets where the Group’s
Modern Oral products are sold

Modern Oral Top 5 markets

U.S., Sweden, Norway, Denmark
and Switzerland

* Based on the weight of evidence and assuming a complete
switch from cigarette smoking. These products are not risk
free and are addictive.

1 Our products as sold in the U.S., including Vuse, Velo,
Grizzly, Kodiak, and Camel Snus, are subject to FDA
regulation and no reduced-risk claims will be made
as to these products without agency clearance.
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This study compared BAT’s nicotine

pouch products to both snus and NRTs.
Each was tested for 26 compounds, some
of which are known harmful and potentially
harmful constituents (HPHCs). For our
products, 22 of the 26 compounds tested
were below measurable limits. For NRTs,
20-22 compounds were below measurable
limits, whereas snus was found to have 11
compounds below measurable limits.

On the basis of our evidence and informed
by the wealth of independent evidence
regarding snus, switching completely to
Modern Oral products can be expected to
reduce the risk of smoking-related disease
when compared to continued smoking.
That is why we are investing so much in
refining and improving these innovative
products. This is part of our commitment
to providing adult consumers with a

wide range of enjoyable and less riskyf
alternatives to cigarettes.

Our Products

Our Modern Oral products are white in
colour and contain high-purity nicotine,
water and other high-quality food-grade
ingredients, including eucalyptus and pine
tree fibres, flavouring and sweeteners.

Originating in Scandinavia, Velo is now a
leading global brand of nicotine pouches.
These typically appeal to a broader
audience than traditional oral tobacco,
and because of their affordability and
lack of batteries, they can be particularly
popular in low-to-middle income countries.
For example, our subsidiary in Indonesia
has delivered encouraging results

from its expansion activities in Jakarta.
Following a promising performance in
June 2020, the test has been expanded to
5,000 consumers, which is being closely
monitored to gain consumer insights.

We are also delivering a step-change in
Modern Oral manufacturing. Truly living
our ethos, our Modern Oral factory in
Pécs, Hungary, put together a bold plan
to implement food industry standards
for Modern Oral manufacturing. This has
enabled us to ensure the availability of
products that comply with regulations in
different countries.

With a cross-functional team across
quality, production, engineering and EHS
teams delivering technical changes and
process improvements, Pécs became
the first site in BAT’s history to obtain
the ISO 22000 certification for food
safety standard.

Performance Summary

Having consolidated our leadership
position in Modern Oral outside the U.S.
and expanded the U.S. portfolio with the
Dryft acquisition in 2020, 2021 has been a
year of further growth in volume and value.

Our growth accelerated globally in 2021,
with volume up 71% to 3.3 billion pouches
(2020: up 62% to 1.9 billion pouches).

Revenue increased 39% to £274 million
(2020: up 57% to £198 million). Excluding

the impact of foreign exchange, this was
an increase of 41% in 2021 and 57% in 2020,
on a constant rates basis.

Volume share of the Modern Oral category in
our T5 markets was 34.7%, in line with 2020.

This was largely driven by the U.S,,

where our volume share of Modern Oral
increased by 410 bps as volume grew 272%
to 602 million pouches (2020: up 45% to
162 million pouches). This growth was due
to the acquisition of the nicotine pouch
products of Dryft Sciences, LLC (Dryft)

in October 2020. These products are now
present in over 110,000 stores nationally,
driving volume share expansion to 11.7%,
up 410 bps on 2020 in a highly competitive
market. Due to discounting to drive
consumer trial, which is recognised as a
deduction to revenue under IFRS, revenue
declined 82% to £2 million, having grown
14% to £10 million in 2020.

While we are excited about the long-term
potential of the Modern Oral market in the
U.S,, it currently represents less than 2% of
the nicotine industry by revenue (in the U.S.)
and 51% and 38% of global Modern Oral
volume and value share, respectively.

The majority of Velo consumers (in the U.S.)
adopted the brand as their first in Modern
Oral, sourced evenly fromm Combustible,
snus, Traditional Oral and Vapour
consumers. Our insights suggest that a
high percentage of Modern Oral users are
already poly-users of other categories.

In ENA, we are volume share leaders

of the Modern Oral category in 15 of

the 17 markets where we are active.
Revenue increased by 44% (2020: up 59%)
or 46% (2020: up 59%) at constant rates of
exchange. We continue to drive innovation
in the category, with the success of our
Sachet, Black range and Velo Mini launches,
as well as new flavours generated alongside
consumers in our LAB co-creation hubs

in Sweden.

* Based on the weight of evidence and assuming a complete switch from cigarette smoking. These products are not risk free

and are addictive.

**Sweden volume share has been re-based to include Nicotine free pouches in all periods. Accordingly, our 2020 volume share

of Modern Oral was re-based to 53.8%.

1 Our products as sold in the U.S., including Vuse, Velo, Grizzly, Kodiak, and Camel Snus, are subject to FDA regulation and no
reduced-risk claims will be made as to these products without agency clearance.
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Furthermore:

— In Sweden, where Modern Oral has
grown to represent 13.5% of the total
oral category, our volume share of the
Modern Oral category reached 59.6%, an
increase of 580 bps on 2020**;

— In Norway, where Modern Oral now
represents 28.7% of the total oral
category, our volume share of the
Modern Oral category grew to 63.9%, up
180 bps on 2020, having declined 270 bps
in 2020 from 64.8% in 2019; and

— In Denmark, where Modern Oral now
represents 90.5% of the total oral
category, our volume share of Modern
Oral category fell 130 bps to 92.6%.

Our pilot launches in emerging markets
(including Pakistan and Indonesia) continue
to deliver valuable insights, as we roll-out in
key urban markets. We believe that Modern
Oral is an exciting longer-term opportunity
to commercialise reduced risk products*!
by offering affordable New Category
alternatives to adult nicotine consumers.

In Kenya, we continue to engage with the
relevant authorities on the regulatory and
fiscal framework to support a commercially
sustainable re-entry into the Modern

Oral category.

In Germany, sales of Modern Oral have been
suspended pending engagement with the
authorities regarding the classification of
tobacco-free nicotine pouches.

Proportion of Modern Oral
revenue by regionin 2021
(Em)

2021 2020

£m £m

us. 2 10

f Amssa - 1
f ena 266 185
f APvE 6 2
Total 274 198
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Our Traditional Oral
Products

The most common products in
traditional oral are largely moist oral
tobacco popular in the U.S., with the
main brands of Grizzly and Kodiak.
These products are less finely ground
than another traditional oral product
referred to as Swedish-style snus.
Both of these traditional oral products
are available in loose form, as well as

in pre-packed pouches.

Our Products

We also sell a range of traditional oral
products, including Swedish-style snus
and American moist snuff, available in loose
tobacco form or as pre-packed pouches.
We have long sold snus in Sweden and
Norway through our Fiedler & Lundgren
business, whose brands include Granit
and Mocca; and in the US we market snus
under the Camel brand. Our American
moist snuff products include our flagship
Grizzly brand, as well as the premium
moist snuff brand Kodiak.

The Modified Risk Tobacco Product
(MRTP) applications for Camel Snus

were discussed by the Tobacco Products
Scientific Advisory Committee (TPSAC) of
the FDA in September 2018. After extensive
additional work with the FDA, we expect
that the applications will remain under
review until the second half of 2022.

Performance Summary

In 2021, volume was lower (down 3.9%) on
the prior year (at 8.0 billion stick equivalents),
with 2020 0.9% lower than 2019.

Total revenue declined 3.6% to £1,118 million
(2020: up 7.2% to £1,160 million), as pricing
in both 2021 and 2020 was more than
offset in 2021 by a translational foreign
exchange headwind of 6.6% due to the
relative strength of sterling in the year.

On a constant rates basis, revenue grew
3.0% in 2021 and 7.7% in 2020.

In the U.S., which accounts for
approximately 96% of the Group’s revenue
from Traditional Oral, volume declined 5.1%
in 2021 (2020: down 1.3%). Value share of
moist was up 10 bps, while volume share
was down 50 bps, compared to 2020.

This followed a decline in value share in
2020 of 25 bps. The improvement in 2021
was driven by Grizzly through the use of
RGM capabilities which stabilised the
performance from the second half of 2020
and delivered value growth in 2021.

Outside the U.S,, being 4% of Group
revenue from the category, volume was
6.1% higher in 2021, driven by Sweden where
the Group’s volume share (as a proportion
of total oral) increased 50 bps (2020: down
80 bps). This was driven by growth in
Lundgrens in both periods offset, in 2020,
by declines in the remainder of the portfolio.
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Proportion of traditional oral
revenue by region in 2021
(Erm)

Other Information

2021 2020

£m £m

fus. 1,077 1126
f Amssa - -
fena 4 34
f APvE - -
Total 1M8 1160
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Drive Value Fromm Combustibles

[ 4

Our Combustible

Products

Highlights
— Group value share up 10 bps,
driven by the U.S. up 60 bps.

—Volume share down 10 bps.
— Strong price/mix +4.3%.

Value and Volume Share

Group cigarette value share increased

10 bps in 2021 (2020: up 20 bps), driven by
the continued performance of the strategic
cigarette brands in the U.S. (up 80 bps),
with total U.S. value share up 60 bps.

This combined with higher cigarette value
share (in Japan, Bangladesh, Germany,
Turkey, Taiwan, Pakistan, the Czech
Republic, Colombia and Malaysia) to more
than offset lower value share in Indonesia,
Saudi Arabia, Canada, Australia, South
Africa, Poland, France and Italy.

Group cigarette volume share was

down 10 bps in 2021 (2020: up 40 bps).

The decrease in 2021 was driven by the U.S.
(as we focused on value generation), South
Africa, Australia, Saudi Arabia, Brazil, New
Zealand and Russia more than offsetting
growth in Bangladesh, Pakistan, Turkey
and Japan. In 2020, this was an increase of
40 bps as growth in Bangladesh, Mexico,
Vietnam, Russia and Turkey was partly
offset by lower volume share in Indonesia
and Saudi Arabia.

Volume Performance

In 2021, Group cigarette volume was in line
with 2020, at 637 billion sticks (2020: down
4.6% to 638 billion), with the total cigarette
market also estimated to be largely in line
with 2020, having declined between 5.0-
5.5% against 2019.

In 2021, cigarette volume grew in South
Africa (which recovered from the impact
of the COVID-19 lockdown and sales ban in
2020), Pakistan (due to lower illicit trade),
Bangladesh (due to the strength of the
local portfolio) and Vietnam (as the market
recovered from COVID-19). However, these
were more than offset by the disposal of
the Group’s operations in Iran partway
through the year, while volume was lower
in both Indonesia (as the Group focussed
on value delivery with pricing ahead of the
industry) and the U.S.

In the U.S,, Group cigarette volume was
down 5.0% to 69.5 billion, having increased
0.5% to 73.1 billion in 2020. The movement
in 2021 was partly benefiting from trade
inventory movements (mainly linked to the
timing of price increases and uncertainty
about a potential excise increase) which are
expected to unwind in 2022.

In 2020, Group cigarette volume

was also negatively impacted by the
COVID-19 production and other supply
chain restrictions.
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Proportion of combustibles

revenue by regionin 2021
(Em)

2021 2020

£m £m

| us. 10,015 9,926
f Amssa 3,435 3535
fena 5024 5356
J APmvE 3,555 3,935
Total 22,029 22752
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This affected sales in several markets
including Canada and Mexico. While not

a significant part of the Group, travel
restrictions due to COVID-19 impacted
our Global Travel Retail (GTR) business
(which did not recover in 2021), negatively
impacting Group cigarette and THP
volume by an estimated 1.0% (in 2020
compared to 2019). Furthermore, volume
declined in Indonesia (due to the impact
of tax increases and minimum retail price
compliance) and in Pakistan, where illicit
trade grew significantly following excise-led
price increases in prior years. These were
partly offset by growth in Brazil (where
enhanced border security and restricted
population mobility due to COVID-19 led to
an increase in duty paid volume), in Turkey
(driven by Kent and the local portfolio), and
in Bangladesh (driven by the continued
strength of the local portfolio).

Developed markets were generally relatively
resilient, with little evidence of accelerated
downtrading despite the pressures of
COVID-19.

Strategic Brand Performance

The performance was underpinned by the
strategic cigarette brands, with value share
20 bps higher in 2021 (2020: up 40 bps):

— Dunhill's overall value share was down
10 bps (2020: down 10 bps) as growth in
Romania, Pakistan, Taiwan and Brazil was
more than offset by declines in Indonesia,
South Korea, Australia and Saudi Arabia.
Volume was 8.9% lower (2020: down
17%), largely due to the impact of the
tax increases and minimum retail price
compliance in Indonesia;

— Kent’s value share was stable (2020:
stable) as growth in Turkey, Russia, South
Korea, Saudi Arabia and Ukraine was
offset by lower value share in Japan,
Romania and Brazil. Volume was down
2.6% (2020: up 2.0%) as growth in Turkey
was more than offset by lower volume
in Japan and the Middle East (due to
the sale of the business in Iran partway
through the year);

— Lucky Strike’s value share grew 30 bps
(2020: up 10 bps), as growth in the
U.S. (following launch in December
2020), AMSSA (particularly Brazil,
Colombia and Chile), Japan, Russia and
Germany more than offset lower value
share in Indonesia, France and Spain.
Volume grew 19.6% (2020: down 2.0%)
driven by Russia, the U.S,, Brazil, Algeria
and Japan, partially offset by the impact
of the tax increases and minimum retail
price compliance in Indonesia;

— Rothmans’ value share was 10 bps lower
(2020: up 10 bps) as growth in Brazil, the
Czech Republic and Malaysia was offset
by lower value share in Russia, Australia,

Strategic Report Governance Report

New Zealand, Poland, South Korea, South
Africa, Ukraine and the UK. Volume was
3.0% lower (2020: up 6.1%) as growth in
Brazil and Cuba was more than offset

by lower volume in Russia, Ukraine and
Kazakhstan; and

— Pall Mall’s value share was 20 bps lower
(2020: stable) as growth in Mexico and
Germany was more than offset by lower
value share in the U.S., Saudi Arabia,
Australia, Canada, Chile, Romania and

New Zealand. Volume was up 2.2% (2020:

down 6.0%) largely driven by Pakistan.

The Group’s US domestic strategic
combustible portfolio performed well:

— Newport value share increased 70 bps
(2020: up 50 bps), while volume declined
3.3% (2020: up 2.3%);

— Natural American Spirit performed
well with value share up 20 bps (2020:
up 20 bps). Volume was marginally lower
than 2020 (down 0.8%), having increased
6.0% in 2020 vs 2019; and

— Camel’s value share declined 30 bps
in the US (2020: stable) with volume
9.0% down (2020: up 1.2%), driven by
competitive pricing pressures.

Volume of other tobacco products

(OTP) declined 9.2% to 18.3 billion sticks
equivalent (2020: 1.7% decline), being 3% of
the Group portfolio (2020: 3%).

Revenue

In 2021, revenue from combustibles

was down 3.2% at £22,029 million

(2020: £22,752 million, down 1.1%).

2021 benefited from an estimated

£200 million benefit from the U.S.

trade inventory movement discussed
earlier. This was more than offset by the
estimated £260 million impact of structural
excise change and competitive pricing in
Australasia and the impact of the sale of
the Group’s operations in Iran (as described
on page 196). While pricing in both years
was strong, this led to 2021 price/mix at
4.3% being lower than 2020 (7.3%).

A translational foreign exchange headwind
of 7.2% led to the decline in revenue in 2021
from combustibles.

Revenue in 2020 was also negatively
impacted by the COVID-19 volume
disruption and a translational foreign
exchange headwind of 3.7%. COVID-19
continued to affect the Group as travel

restrictions impacted GTR in 2021 and 2020.

After adjusting for the short-term impact
of excise on bought-in goods (impacting
2019) and the currency headwinds,
adjusted revenue from combustibles at
constant rates of exchange was up 4.0%
to £23,669 million. In 2020, this was an
increase of 2.8%.
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Other Information

Change in cigarette volume share

in key markets (bps)

-10 bps

2021 [ -10bps
2020 +40bps

Definition: Annual change in cigarette volume share — being
the number of cigarettes bought by consumers of the Group’s
brands in key markets as a proportion of the total cigarettes
bought by consumers in those markets (see page 302).

Changein cigarette value share
in key markets (bps)

+10 bps

+10bps

2020 +20bps

Definition: Annual change in cigarette value share — being the
value of cigarettes bought by consumers of the Group’s brands
in key markets as a proportion of the total value of cigarettes
bought by consumers in those markets (see page 302).

I
I
Number of cigarette factories
in 40 countries
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Beyond
Nicotine

Our mission is to ‘stimulate the senses
of new adult generations’ and we
remain committed to reducing the
health impact of our business.

As well as offering less risky” T nicotine-
based alternatives, we see a new range
of non-nicotine based products forming
an expanding part of our portfolio.

As consumers increasingly seek products
offering wellbeing and stimulation
characteristics, we are working with our

venturing unit, Btomorrow Ventures (BTV),

and selected third-parties to strengthen
our understanding of this market. We are
applying these learnings and developing
our own portfolio of products addressing
consumer needs not just today, but into
the future.

BTV has completed 17 investments
since launch in 2020, with 9 new
investments during 2021, in innovative
consumer, new sciences and technology
businesses and one fund investment.

The companies in which we invest are carefully
selected for original ideas across a range of
criteria, as well as a cultural fit which allows
us to work together to leverage the strength
of the BAT Group in helping entrepreneurial
candidates accelerate and sustain growth.
This approach provides us with evolving
capabilities for the future across both our
New Categories and Beyond Nicotine.

In March 2021, we entered a strategic
collaboration agreement with Organigram
Inc., a wholly owned subsidiary of publicly
traded Organigram Holdings Inc., focused on
research and product development activities
of next generation adult cannabis products,
with an initial focus on cannabidiol (CBD).

As described on page 213, under the terms
of the transaction, a Group subsidiary
acquired a 19.9% equity stake in Organigram
Holdings Inc. (listed on both the Nasdag and
Toronto Stock Exchange under the symbol
“OGI”) to become its largest shareholder.

In January 2022, we announced the launch
of KBio Holdings Limited (KBio) to accelerate
the research, development and production
of novel treatments for rare and infectious
diseases. KBio will leverage the existing
plant-based technology capabilities

of BAT and Kentucky BioProcessing

Inc. (KBP), the existing BAT-owned U.S.
plant biologics organisation.

P~ Find out more

Ml at www.btomorrowv.com

i@ ackronika w

clearmetal . v"'.}: ":"'_Jf “apital
O b
plotoscience
P H l L T E H revrostirmulotion

@ert QO

tru

BIECKHEAD

LAININWIFELA

moment

mere*

trait

&::-uumSSan

hil

w7 vicara.
UNROOTED

* Based on the weight of evidence and assuming a complete switch from cigarette smoking. These products are not risk free and are addictive.

1 Our products as sold inthe U.S., including Vuse, Velo, Grizzly, Kodiak, and Camel Snus, are subject to FDA regulation and no reduced-risk claims will be made as to these products without agency clearance.
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ESG Front and Centre

Our Sustainability Agenda is integral to our Group strategy and purpose to

build A Better Tomorrow™. It reflects our commmitment to reducing the health

impact of our business as our principal focus area. This is underpinned by
excellence across environmental, social and governance (ESG) priorities.

Our strategic approach is driven by
extensive stakeholder insights. Each year,
we commission an independent assessment
to identify our most material ESG topics.

Through this robust process, we engage
with a wide range of stakeholders to
understand what matters most to
them, complemented with ongoing risk
monitoring, research and benchmarking.

Our Sustainability Agenda

This ensures we keep pace with emerging
topics and stakeholder expectations.

Outlined below are the priority areas that
form the core of our Sustainability Agenda.
These are backed by clear and measurable
goals and targets for each area, as detailed
in our ESG Roadmap on the next page.

= Details of how we identify our focus areas

Ml can be found in the Materiality section of our
2021 ESG Report at www.bat.com/esgreport.

N

3.

All energy and emissions data in the table on page 47
are calculated in accordance with the Greenhouse Gas
(GHG) Protocol Corporate Standard. For further details
of our energy and emissions methodologies. please see
www.bat.com/reporting

. UK-based activities include 2,276 tonnes of Scope 1CO,e

emissions (2020: 2,200) and 173 tonnes of our Scope 2
CO,e emissions (2020: 398). See pages 52-53 and 61 for
details of the principal measures taken for the purposes of
increasing energy efficiency across the Group.

.Due to the complexity of consolidating and verifying Scope

3 datainaccordance with the GHG Protocol, we report one
year behind. As such, 2021 Scope 3 data will be reported in
the 2022 Report.

Energy consumption from activities for which the
Company is responsible (in million kWh): 2021: 1,508,
2020:1,572,2019: 1,820. Of the total figure reported for
the Group for 2021, 10 million kWh is from the UK-based
activities (2020: 10 million kWh). Energy consumption
resulting from the purchase of electricity by the Company
for its own use (in million kWh): 2021: 972, 2020: 996,
2019:1,054. Of the total figure reported for the Group

for 2021, 16 million kWh is from the UK-based activities
(2020: 17 million kWh).

Reducing the HEALTH impact of our business

Consumer
choice

P

Excellencein

ENVIRONMENTAL
management

Climate change
WERG
Water

Biodiversity & afforestation

World-class
science

9

Delivering a
positive SOCIAL
impact
Farmer livelihoods

Human rights
Health & safety

People & culture

Standards
& regulation

2

Robust
corporate

GOVERNANCE
Business ethics

Responsible marketing

Regulation & policy
engagement

Creating shared value for

o
[@ Society ﬁ? Employees @ Shareholders

00
] Consumers
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Our ESG Roadmap

2~ Findourfull set of goals, targets, metrics, data scope and
Ml definitions in our 2021 ESG Report at www.bat.com/ESGreport.

Goals and targets Metrics 2021 2020 2019 Status
£5 bn by 2025 New Category revenues (£bn)
reduction in New Categories revenues 21 1.4 1.3 [ J
No. of consumers
50m by 2030 ) 18.3 13.5 105 )
consumers of our non-combustible products
\ Climate Net Zero Scope 1CO,e emissions
325 342 396 [ J
achieve carbon neutral operations (Scope 1 (thousand tonnes)'
and 2 CO,e emissions) by 2030 and net zero ~
emissions across our value chain by 2050 chngCOze (market based% 170 199 386 ([
emissions (thousand tonnes)
Totgl Scope 1&2CO,e ‘ 495 541 782 PY
emissions (thousand tonnes)
Scope 1and scope 2 CO,e
emissions intensity ratio (tonnes 19.3 20 30.4 [ J
per £m revenue)'
Scope 3 CO,e emissions (thousand
tonnes) including biogenic N/A 5,587 6,781 [ J
emissions and biogenic removals'?
30% by 2025 Total direct energy use (GWh)? 2,480 2,568 2.874 )
of total energy from renewable sources R ol % of |
enewable energy as a % of tota
100% by 2030 direct energy use 28.6 268 108 ®
of electricity sourced for operations sites % of electricit
: y sourced for
that is renewable operations sites that is renewable 64.4 611 107 ®
100% by 2025 yaste sent to landfil n93 | 1273 1395 °
of operations sites to achieve (thousand tonnes)
zero waste to landfill 9 i i i
% of operations sntgs reporting 35 27 N/A PY
zero waste to landfill
_35% by 2025 Total water withdrawn (mn cubic
Water of total amount of water withdrawn metres m?) 3.76 4.03 4.51 [ J
(vs 2017 baseline)
Biodiversity Net Zero Deforestation %o of sources of wood used by our
- contracted farmers for curing fuels 99.9 99.7 99.6 (]
&afforestation by 2025 that are from sustainable sources
aiming for net zero deforestation of managed
forests in our supply chain and net positive % paper and pulp volumes that is
) : ) s . N 89 N/A N/A [ J
impact on forests in our tobacco supply chain | certified as sustainably sourced
Farmer Livelihoods % of tobacco farmers reported
livelihoods committed to enabling prosperous Z?dg;&xzr:i;f;zzz;?r:zzreor as 95.6 93.4 92 ®
livelihoods for all farmers in our
tobacco supply chain
Human Zero by 2025 % of farms with incidents of child
rights aiming for zero child labour in our labour identified 0.7** 0.50 0.57 u
tobacco supply chain by 2025
Health Zero Number of work-related accidents
&safety aiming for zero accidents Group-wide l(|r7clud|ng alssaults) resultingin . 95 14 186 [ ]
each year injury, causing absence of one shift
or more*
Lost workday case incident rate* 0.20 0.22 0.27 )
Number of serious injuries
and fatalities to employees 31 39 38 [ J
and contractors
Pe°p|e 45% by 2025 % of female representation in
& culture increase the proportion of women in management roles 39 38 37 ®
management roles to 45%
Business 100% Number of established
ethics aiming for full adherence to our Standards SoBC breaches 99 16 130 ®
of Business Conduct (SoBC)
Responsib|e 100% % of markets aligned to the YAP
marketing aiming for full adherence to our Youth Access Guidelines***, where our products 100 100 100 ®
Prevention (YAP) Guidelines are sold

Governance Report

Financial Statements

Other Information

Ontrack or mettarget @

Accelerationrequired ‘

Ongoing focusarea Wl

Progress tracking

1t Due to the complexity of consolidating and verifying Scope 3 data from our suppliers and other third-party sources, we report figures one year behind our other metrics.

1 New metric/targetin 2021.

* In 2021, we changed the reporting period for our health and safety data to cover December to November period each year (previously January to December). This is to align with our

environmental reporting and to enable more time for the consolidation and verification of our data for reporting. To enable year-on-year comparison, we have re-stated our 2020 data to align

with this new reporting period: Number of work-related accidents: 114 (was 131) and Lost Workday Case Incident Rate: 0.22 (was 0.21).

*:

*

100% of cases reported as resolved by end of the growing season.

***Waivers from YAP Guidelines are granted where there is a government ban on point-of-sale materials or YAP retailer engagement cannot be ensured due to practical or cultural limitations.
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ESG Framework

We have a clearly defined governance framework to ensure Board level
oversight and management of our Sustainability Agenda and ESG priority
areas across the Group. This provides a flexible channel for the structured
flow of information, management and oversight of ESG from local business
units up to Board level.

Our Board has strategic oversight of our
Sustainability Agenda and ESG priorities.
The Board is supported by the Audit
Committee, which monitors performance,

Management of ESG priorities are
embedded across relevant business areas
at Group, regional and local levels.

Our Group policies are adopted by all Group
companies and support the effective

identification, management and mitigation
of risks and issues for our business in these

risks and adherence to our standards.
The Audit Committee is underpinned by
our Regional Audit and CSR Committees.

Our Management Board, chaired by the
Chief Executive, has overall responsibility
for overseeing the implementation of
Group strategy and policies, including
those relating to ESG. Members of the

This approach provides a flexible channel
for the structured flow of information,
monitoring and oversight of ESG at the level
and format best suited to the context.

Our Group policies (indicated by* in the
table below) are endorsed at Board level
and aligned with international standards.

Management Board are responsible for
overseeing delivery against ESG targets
for areas under their individual remit.

Name (*Board endorsed)

Summary of areas covered

and other areas.

They are underpinned by a range of
principles, statements, operational
procedures, standards, guidelines
and controls to help ensure effective
implementation of our policy commitments.

@ Full details and downloads of our policies and
standards can be found at bat.com/principles.

Stakeholder groups

Standards of Business
Conduct (SoBC)*

Sets out our policies for: Speak Up, respect in the workplace,

human rights, health, safety and welfare, environment, lobbying and
engagement, conflicts of interest, anti-bribery and corruption (ABAC),
gifts and entertainment, political contributions, community investment,
corporate assets and financial integrity, competition and anti-trust,
anti-money laundering and tax evasion, sanctions, anti-illicit trade,

data privacy and information security.

ﬁOur People

)
[@ Governments and Wider Society

Supplier Code of Conduct*  Covers: human rights, health and safety, environmental sustainability, <3 Customers
responsible marketing, anti-illicit trade, ABAC, gifts and entertainment, & suppliers
conflicts of interest, tax evasion, sanctions, data privacy and cyber risk. -

Environmental Policy* Our commitments to following high standards of environmental ¥ Our People
protection, adhering to the principles of sustainable development and ?Supp“ers
protecting biodiversity covering our direct operations and supply chain, -

<:2(:ustor~ners

including agricultural, manufacturing and distribution operations.

)
[@ Governments and Wider Society

International Marketing
Principles (IMP)*

The standards that govern marketing across all our product categories
and including the requirement for all our marketing to be targeted at
adult consumers only.

00

01 Consumers
& Customers
69 Suppliers

Youth Access Prevention

Support our strict IMP requirement to only direct marketing at adult

00
01 Consumers

(YAP) Guidelines consumers by setting out clear requirements for YAP activities in all < Customers
markets where our products are sold. -
Biodiversity Statement Sets out the principles we follow to manage our biodiversity footprint 695upp|ie,3

across our operations.

)
[@ Governments and Wider Society

Circular Economy
Position Statement

Our commitment to applying circular economy principles across
our operations and product categories.

00
01 Consumers

O,
[@ Governments and Wider Society

Operational standard on
child labour prevention

Detailed guidance and procedures for our leaf operations in tackling
the risk of child labour in our tobacco supply chain.

éSuppliers ﬁ Our People

)
[@ Governments and Wider Society

Community
Investment Framework

Sets out the Group strategy for community investment and charitable
donations, aligned to the United Nations Sustainable Development Goals.

ﬁ Our People

)
[@ Governments and Wider Society

Group Quality
Policy Statement

Formalises how we strive to deliver defect-free products, processes
and capabilities that create sustainable value for our brands.

00
01 Consumers

)
[@ Governments and Wider Society
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Awards and Recognition

2021 was a pivotal year for sustainability at BAT. It marks the 20th year of
our inclusion in the Dow Jones Sustainability Indices, as well as the 20th
anniversary of publishing our first Social Report. We are proud of how much
we have achieved over the last 20 years. Today, we are building on these
strong foundations to accelerate progress towards A Better Tomorrow™.

Sustainability Ratings

Governance Report

Other Information

Arating and award is not a recommendation to buy,

sell or hold securities. A rating and award may be subject
to withdrawal or revision at any time. Each rating and
award should be evaluated separately of any other rating.
The methodologies of any rating or award presented here
may not be the same as those of other ratings, awards

or methodologies that may be used by our stakeholders,
and may emphasize different aspects of ESG practices and
performance, and, thus, may not be representative of our
ESG performance in all respects.

Member of
Dow Jones
Sustainability Indices

Powered by the S&P Global CSA

Dow Jones Sustainability Indices (DJSI)

We have achieved inclusion in the indices for 20 consecutive
years. In 2021, we were the only company in our industry listed
in the prestigious World Index, representing the world’s top

10% ESG performers.®
MSCI &5 IYcDP

MSCI A-scoresin CDP Climate

We achieved a ‘BBB' ratingin  and Water assessments

the most recent MSCI ESG In 2021, we achieved A- scores

Ratings. This helps investors i the CDP Climate and Water

identify and understand assessments. We were honoured to

financially material ESG once again be named on the CDP

portfolio risks.® Supplier Engagement Leader Board
in 2021. This recognises our actions
to engage our suppliers to manage

SUSTAINALYTICS

Sustainalytics

We achieved a score of 26.8 in the most recent Sustainalytics
ESG Risk Ratings. This gives investors insights into financially
material ESG risks in their portfolios.”

3
VE

oM
Vigeo Eiris
We scored 48% (up by 1pp
from 2020) in the most
recent Vigeo Eiris rating.
This evaluates organisations’
integration of ESG factors into
their strategies, operations
and management.

ISS QualityScore

Best-in-class
ISS Score

We achieved the highest
rating for the ISS Social
Disclosures QualityScore.
This identifies best-
in-class sustainability
disclosure practices.

climate risk and reduce carbon
emissions in our supply chain.

Sustainability Award
Go 21

OlC

0

S&P Global
Gold Class Sustainability Award

We were once again awarded the
highest Gold Class in the S&P Global
Sustainability Yearbook 2021.

[5G | LEADER IN

DIVERSITY

Financial Times Diversity
Leaders Report

We were named a Diversity Leader by the
Financial Times in 2021. This recognises
the top 10% of companies for achieving

a diverse and inclusive workforce.

ToP |
EMPLOYER 2021

Global Top Employer

We have been recognised as a Global
Top Employer for four consecutive
years, acknowledging our commitment
to best-in-class working environments
and career opportunities.

CLIMATE

LEADERS

statista®

Financial Times Climate Leader

We were named as a 2021 Climate
Leader by the Financial Timesin

an inaugural European ranking.

This recognises the top 300 of more
than 4,000 companies across Europe.

National and Global Equality Standard

In 2021, we were the first in our industry
to achieve UK National Equality
Standard and Global Equality Standard
accreditation. Both are rigorous
benchmarks for diversity and inclusion.

Sustainable Product Award for Vuse

In 2021, Vuse, our global No. 1 vaping brand,
won the Sustainable Product Award in the
prestigious 2021 SEAL Business Sustainability
Awards. SEAL recognises innovative and
impactful products that are ‘purpose-built
for a sustainable future’.

15. Our listing in the Dow Jones Sustainability Indices (DJSI) is based on November 2021 score in the S&P Global Corporate Sustainability Assessment.

16. An MSCI ESG Rating is designed to measure a company’s resilience to long-term, industry material environmental, social and governance (ESG) risks.

17. ASustainalytics score of zero out of 100 represents the lowest ESG risk. BAT's ESG Risk Rating places the company in the 16th percentile of the industry group which we are assessed in.
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Reducing the Health
Impact of Our Business

We have a clear purpose to build A Better Tomorrow™ by reducing the health impact
of our business. That’s why we are changing: creating new products, backed by science
and industry-leading standards, that provide adult smokers with less risky alternatives™.

The Key Enablers for Harm Reduction

Consumer choice

Smokers are most likely to switch
and replace smoking with less risky
alternatives™ when they find one that
meets their own preferences.

That’s why we are transforming

to a multi-category portfolio

of non-combustible products,
tailored to meet the preferences

of adult consumers. This includes
Vapour Products, Tobacco Heating
Products and Modern Oral Products.

RA

Standards and regulation

Wide availability of less riskyf
products depends on having the right
regulatory and market conditions, as
well as high standards and responsible
industry practices.

We hold ourselves to high standards
and hope these will become an
industry benchmark and the basis
for future regulation. So we share our
approach, information and expertise
with industry groups, standards
bodies and regulators.

* Based on the weight of evidence and assuming a complete switch from cigarette smoking. These products are not risk free

and are addictive.

1 Our products as sold in the U.S., including Vuse, Velo, Grizzly, Kodiak and Camel Snus, are subject to FDA regulation and no

I
World-class science

World-class science is crucial to
providing a robust evidence-base to
substantiate the role of New Category
products in tobacco harm reduction.

We apply our peer-reviewed scientific
framework to assess the emissions,
exposure and risk of our products.
And we openly share our science

and publish our research in peer-
reviewed journals.

2021 performance highlights

£2.1bn

in New Category revenues, up by
42% vs 2020

18m

consumers of our non-combustible
products, up by 4.8m vs 2020

£304m

invested in research and
development

reduced-risk claims will be made as to these products without agency clearance.
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Why harm reduction matters

We know combustible products pose
serious health risks. The only way to avoid
those risks is to not start — or to quit —
smoking. Yet more than 1.1 billion people
today continue to consume tobacco and
nicotine products globally. “Tobacco harm
reduction’ is a well-recognised public
health strategy that aims to minimise the
harm caused by combustible cigarettes
by encouraging adult smokers, who would
otherwise continue to smoke, to switch
completely to scientifically substantiated,
reduced-risk alternatives™.

Some 100 million adult smokers worldwide
have already switched to reduced

risk tobacco and nicotine products.

We encourage those who would otherwise
continue to smoke, to switch. This means
enabling consumer choice through making
available a range of alternatives to smoking
that deliver comparable satisfaction in
nicotine delivery, use and sensorial aspects.

For example, some studies suggest that
vapour products are more successful than
nicotine replacement therapy in providing
a satisfactory alternative to cigarettes,'?
despite not being smoking cessation
products nor marketed as such.

These products need to be supported
by world-class science and industry-
leading standards.

Responsible, science-backed and well-
thought-through regulation is also crucial
for enabling adult consumers to access
and enjoy reduced-risk products™ with
confidence, while governments and health
bodies can be assured that these products
are manufactured to high safety and
quality standards.

1. Cox et al, (2019). Effects of e-cigarettes versus nicotine
replacement therapy on short-term smoking abstinence
when delivered at a community pharmacy. Addict Behav
Rep 2019. https://doi.org/10.1016/j.abrep.2019.100202.

2.Hajek et al. (2019). A Randomized Trial of E-Cigarettes
versus Nicotine-Replacement Therapy. N Engl J Med 2019.
https://doi.org/10.1056/NEJMo0al808779.
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Consumer choice

We are creating new products, backed by
science and industry-leading standards,
that provide adult smokers with less
risky alternatives™.

Fuelled by our deep consumer insights,
innovation is a driving force within our
business, enabling us to anticipate trends
to meet evolving consumer needs.

We do this through our growing global
network of digital hubs, innovation super
centres and world-class R&D laboratories.
Collaborations with external partners and
our corporate venturing initiative are also
helping us to stay ahead of the curve.

For example, in 2020, we established

our Open Innovation team, as part of our
New Categories R&D function. Working in
partnership with Btomorrow Ventures, the
Group’s corporate venture capital unit, the
team is focused on identifying partners
(including start-ups) that have innovative
technologies and materials that hold
promise for our product pipeline.

@ Find out more about our New Category products
on pages 35 to 40

How we think New Category products
should beregulated

Strategic Report Governance Report

World-class science

For more than 60 years, research and
development has been a critical part of our
business. We invest almost £350 million
ayear in R&D to deliver innovations that
satisfy or anticipate consumer preferences.

The main focus of our R&D investment is on
developing and scientifically substantiating
New Category products to assess their
reduced-risk profile™.

We use a wide range of analytical
techniques, specialised laboratory
technology and expertise to test our
products and ensure they meet high
quality standards. This is supplemented
by collaborations with global external
researchers who bring independent and
specialist expertise that augment and
enhance our internal capabilities.

We follow strict best practice standards for
all our scientific research. And, regardless
of the results, we submit to high-quality,
peer-reviewed journals owned by leading
publishers, with well-respected standards
for how they run the peer-review process.

We work to make our science accessible
and understandable to a wider audience.
We refreshed our dedicated bat-science.
com website in 2021, and published a new
Science and Innovation Report. We also
introduced new quarterly science updates
to provide the latest information in this
rapidly evolving area in a concise way.

@ Find details of our world-class science on pages 35,
37and 39

quality and confidence.

1. An evidence-based approach
allowing robust science to lead to greater consumer choice,

&t |

2. Proportionate regulation

where science-based evidence and risk are understood and
differentiated to guide regulatory policy.

L ]
<\ /)< | 3.Freedomtoinnovate
3 to ensure products can evolve to meet changing
Ad consumer preferences.
4.Engagement, dialogue and communication
—_— = to ensure regulators and consumers can make

well-informed decisions.

5. Responsible marketing freedoms

A\ that facilitate the acceleration of movement of consumers
from combustible to non-combustible products.

Other Information

Standards and regulation

Regulation of New Category products
continues to evolve. Globally, there are
regulators passing progressive laws
that allow and encourage adult smokers
to switch to New Category products,
and some regulators who view them
more cautiously. As the science and
evidence to substantiate these products
grows, we expect to see more countries
passing progressive regulations, further
accelerating New Category growth.

We believe a stakeholder-inclusive, whole-
of-society dialogue that includes regulators,
policymakers, consumers and the industry
is key to developing effective policies that
can accelerate tobacco harm reduction as
fast as possible. Any regulation around New
Category products should be founded in
science, not opinion.

We hold ourselves to high standards

and hope these will become an industry
benchmark and are used as the basis for
future regulation. That's why we share our
approach, information and expertise with
industry groups, governmental technical
advisory committees, standards bodies and
other key stakeholders.

SPOTLIGHT

New Category regulation
inthe U.S.

We welcomed the opportunity to
participate in the U.S. FDA's Premarket
Tobacco Product Application (PMTA)
process for New Category products.
PMTAs are based on a summary of all
research findings to demonstrate that
the products meet the FDA's criteria as
“appropriate for the protection of the
public health”.

The FDA evaluates PMTAs against
arigorous, science-driven standard

to determine that marketing of the
products is “appropriate for the
protection of the public health”.

In October 2021, we were pleased to
receive the first ever such authorisation
for our Vuse Solo productin

Original flavour.

The Velo PMTAs currently are under
review by the FDA. In many areas, these
share foundational science and so we
remain confident in the quality of these
products and our applications.
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Excellencein

Environmental Management

We have a global footprint and rely on natural resources to run our business. Securing
resources in a climate-resilient supply chain is key to delivering our business strategy.
We are driving environmental excellence for a greener tomorrow.

Tackling climate change

Climate change is a global issue
impacting the planet and society, as well
our business and supply chain. We have
an integrated climate strategy focused
on building climate-resilience across our
value chain.

By 2030/2050: Carbon neutral
operations (Scope 1and 2 CO,e
emissions) by 2030 and net zero carbon
emissions across our value chain (Scope
1,2 and 3) by 2050.

Sustainable water stewardship

From eliminating loss and leaks to
increasing water recycling, we are
decreasing water use in our operations.
And we are helping our contracted
farmers to irrigate their crops

more sustainably.

By 2025: 100% of manufacturing sites
to be Alliance for Water Stewardship
certified; and 35% reduction in amount
of water withdrawn (vs 2017 baseline).

Our Environmental Policy is adopted

by all our Group companies. It outlines

our commitment to high standards of
environmental protection, adhering to the
principles of sustainable development and
protecting biodiversity.

Tackling Climate Change

Our ambition to be a carbon neutral (Scope
1and 2) business by 2030 is supported by
arange of operational targets. Already,
we're making significant progress with a
reduction of 42.7% in Scope 1and 2 CO,e
emissions against our 2017 baseline.

We also recognise the importance of
looking beyond the operations we directly
control — so we have set a target for net
zero carbon emissions across our value
chain by 2050.

@ Find our key ESG goals, targets and metrics in our
ESG Roadmap on page 47

Y

Eliminating waste

Circularity — and driving a zero-waste
economy — is at the core of our bold
stance to deliver a greener tomorrow.
From using less plastic and recycling
more, to being smarter in how

our products are designed.

By 2025: 100% plastic packaging to be
capable of being reusable, recyclable or
compostable; and 100% of our operations
sites to be zero waste to landfill.

G

Biodiversity and afforestation

We work with our contracted farmers

to protect biodiversity and forest
resources and support community-
based afforestation programmes around
the world.

By 2025: Net zero deforestation of
managed forests in our supply chain; and
net positive impact on forests in our tobacco
supply chain.

To deliver these stretching targets, we have
an integrated climate strategy covering both
our own business operations and our wider
value chain. This includes utilising multiple
opportunities, from on-site renewable energy
generation and purchasing renewable
electricity, to transitioning our distribution
fleet to electric and hybrid vehicles.

In addition, in 2021, we incorporated internal
carbon pricing into business plans to ensure
the impact on environmental performance
and targets is formally considered and
quantified. This has supported the
prioritisation of sustainability projects such
as on-site renewable energy generation.

By the end of 2021, 32 of our operations
sites were purchasing 100% renewable
electricity and 19 were generating
renewable energy on-site, such as

with solar panels. As of last year, we had
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on-site generation solar coming online in
Pakistan, Indonesia, Germany, and South
Korea. In places like South Africa, solar
plays an important role in the overall site’s
electricity decarbonisation. In 2021 the site
generated green electricity equivalent to
avoiding 1,840 tCO,. Factories in Brazil and
Chile, and Switzerland’s manufacturing and
commercial sites also passed independent
carbon neutral certification in 2021 against
PAS 2060 — an internationally recognised
certification on carbon neutrality.

In our tobacco supply chain, we support
over 75,000 contracted farmers globally,
helping them to reduce emissions through
innovative technologies and ‘carbon-smart’
farming practices throughout the growing
cycle. We also continue to actively work
with our largest 30 direct product materials
suppliers that represent 15% of CO,e
emissions for this part of our supply chain.
In 2021, they participated in a detailed, one-
to-one assessment of their current ESG
practices and performance, with a strong
focus on carbon emissions, as well as
waste, water and biodiversity.

Our products are intrinsically linked to

our sustainability ambitions. By building
sustainable brands with purpose, we are
bringing our consumers on our journey with
us. So, in 2021, we were proud to announce
that Vuse was certified as the first global
carbon neutral vape brand!

Eliminating Waste

Our Circular Economy Position Statement
sets out our key principles across our
operations and product categories. In 2021,
we developed new Circular Economy
Guidelines and training to provide our people
with a common understanding and details of
how to apply these principles across different
business areas, products and geographies.

We have conducted studies to map our
waste footprint intensity across our value
chain and have established cross-functional
sustainability workstreams for all our
product categories.

We are focused on eliminating unnecessary
single-use plastic across all packaging

and, by the end of 2021, had achieved a 13%
reduction in total weight.

1. Based on ePod, ePen, eTank mini, Alto devices and
consumables internal sales forecast (calculated March
2021) for 12 months starting from April 2021.
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Examples of initiatives undertaken include:
removing silicone caps from e-liquid

pods, replacing plastic trays with a pulp-
based alternative and removing plastic
film overwrap.

We're also aiming for 100% of plastic
packaging to be capable of being reusable,
recyclable or compostable by 2025 - by the
end of 2021, this was achieved for 75% of
our packaging.

To help drive responsible disposal, we have
take-back schemes for consumers to return
our vapour and THP devices in all markets
where they are available.

In 2021, we also supported 12 consumer
education and awareness-raising initiatives to
prevent cigarette butt littering in five countries.
And we are actively looking for new, innovative
ways to tackle the issue. For example, we
are partnering with an innovate start-up to
test a new solution to processing factory
waste and cigarette butts from the streets
to extract the cellulose acetate.

In our operations, we're driving a zero

waste to landfill mindset with an ambitious
target for 100% of sites to achieve this by
2025. Despite challenges in some locations
that have limited recycling and waste
management facilities, 35% of our sites had
reached zero waste to landfill by the end of
2021, and a further 7% are close to achieving
this and are recycling at least 95% of total
waste generated.

Our Integrated Work Systems (IWS) are
crucial in helping to achieve this through
optimising our overall performance,
minimising machine unplanned downtime,
reducing waste, optimising energy and
water usage and saving personnel time
and effort. Significant benefits have been
obtained in the last year ranging froma 5 to
15% reduction in waste to a smaller carbon
footprint, 4 ppt efficiency improvement,
lower energy consumption and utility costs,
and the saving of 1,000s of working hours.

Sustainable Water Stewardship

While our manufacturing facilities are not
particularly water intensive compared to
other industries, with the changing climate,
water scarcity is a growing concern.

Our sites implement a range of initiatives to
eliminate water losses and improve water
efficiency. As a result, we have been making
steady progress decreasing water use, with
a 27.6% reduction achieved from our 2017
baseline year. At the same time, we've also
increased the amount of water we recycle
10 16.7% (compared to 15.3% in 2020).

To accelerate progress and deliver further
water stewardship opportunities, we

are members of the Alliance for Water
Stewardship (AWS). AWS is a global
collaboration of businesses, NGOs and

Strategic Report Governance Report

the public sector that are contributing
to the sustainability of local water-
resources through adoption of the global
AWS Standard.

We have committed to 100% of our
manufacturing sites being certified against
the AWS standard by 2025. In 2021, 11 sites
achieved AWS certification and a further
23 sites are expected to complete the
certification process during 2022.

Water stewardship in tobacco growing

Water management is vital to sustainable
farming, especially given that agriculture
accounts for an average of 70% of
freshwater withdrawals globally.
Rainwater is commonly sufficient for
watering many tobacco crops — due to
the variety of locations in which we source
our tobacco, only 31% require irrigation.

Our leaf operations in these areas are
actively looking at ways to work with

our contracted farmers to reduce water
usage, with different techniques applied
depending on the local circumstances and
growing conditions.

Our global leaf agronomy centre in Brazil is
playing a vital role in researching, developing
and customising cutting-edge innovations
to drive water efficiency in tobacco growing.
For example, innovative ‘floating’ systems
for growing tobacco seedlings, based on
hydroponics, use about 85% less water

per hectare. These have been successfully
introduced to some 17,000 contracted
farmers in six countries, with trials underway
in six more countries.

We have also developed innovate drip
irrigation technology, that increases water-
usage efficiency by up to 90% — so far, this
is being used by our contracted farmers in
six countries.

Biodiversity and Afforestation

Our Biodiversity Statement sets out
the principles we follow to manage our
biodiversity footprint across our operations.

In 2021, we announced a new commitment
for net zero deforestation of managed

forests across our tobacco and paper- and
pulp-based product supply chains by 2025.
This means that for every tree that is chopped
down, we will aim for another to be planted by
ourselves or others in our supply chain. In our
tobacco supply chain, we take this further

by aiming to have a net positive impact on
forests by 2025. This means that not only

will a tree be planted for each one used, but
we will strive to have a net positive impact —
planting more trees than are removed.

To achieve these ambitious targets, our
leaf operations and third-party suppliers
continue to work with tobacco farmers
in our supply chain to provide training
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in forest and biodiversity management,
distribute tree saplings for a sustainable
source of fuel for curing and help farmers to
switch to locally available alternative fuels.

In 2021, monitoring of our contracted farmers
wood fuel use for tobacco curing showed that
99.9% is from sustainable sources.

In addition, we support afforestation,
biodiversity and environmental conservation
programmes around the world as part of our
wider community-based initiatives. In 2021,
this included 18 projects in 13 countries,
including long-standing afforestation
programmes in Bangladesh, Brazil, Kenya,
Pakistan and Vietnam that have collectively
distributed an estimated 380 million trees
over the last 40 years.

In our paper- and pulp-based product supply
chain, we are committed to working with
suppliers that can demonstrate that the material
is sourced sustainably, with certification from
the Forest Stewardship Council (FSC) or the
Programme for the Endorsement of Forest
Certification (PEFC). So far, this is the case
for 89% of the paper and pulp volumes we
purchase —we aim to reach 100% by 2025

as part of our net zero deforestation target.

In addition, we signed up in 2021 as a
signatory to Business for Nature’s Call to
Action, a global coalition uniting influential
organisations and forward-thinking
businesses to amplify calls for collective
action to reverse nature loss in this decade.

SPOTLIGHT

Digital farmer sustainability
management

We are leveraging the power of
technology to enhance and accelerate
our connectivity with our contracted
farmers and farming communities.

Our Farmer Sustainability Management
(FSM) system is a digital platform

that supports the work of our field
technicians by enabling a consistent
approach to farm monitoring and overall
sustainability management.

Ouir field technicians visit our contracted
farmers approximately once a month
during the growing season, actingasa
direct link between the farmers and BAT.
Details of each farm visit are recorded

in FSM, including any issues identified
and details of prompt actions taken to
remediate them.

In 2021, the majority of issues
recorded in FSM (96.5%) related to
the safe handling, use and storage
of agrochemicals.
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Delivering a Positive

Social Impact

We have an important role to play in delivering a positive social impact for our employees and

people across our supply chain. By enhancing farmer livelihoods, respecting human rights and
ensuring a safe, diverse and inclusive working environment, we can help ensure the long-term
sustainability of our business and build a fairer tomorrow for society.

o

Farmer livelihoods

Rural poverty is recognised as a root
cause for issues such as child labour.
We support our contracted farmers to
enhance livelihoods and food security.
And our community programmes

help to build long-term resilience for
rural communities.

Health and safety

We are committed to providing a

safe working environment for all

our employees and contractors, and to
enabling access to personal protective
equipment (PPE) for our contracted
tobacco farmers

Each year: Aim for zero accidents
Group-wide

Farmer Livelihoods

If farmers have sustainable living incomes,
farming is more attractive to the next
generation. It also reduces the risks of
exploitation, as well as child and forced
labour, and helps encourage improved
adherence to safety and environmental
standards. That’s why enhancing farmer
livelihoods is such an important priority
area of our Sustainability Agenda

and is central to our tobacco supply
chain strategy.

Our Extension Services of expert field
technicians support our 75,000+ contracted
farmers throughout the growing cycle,
helping to develop their skills, promote
better yields and build their resilience.

@ Find our key ESG goals, targets and metrics in our
ESG Roadmap on page 47.

Humanrights

Our business and supply chain touch
several industries with important

human rights impacts. Our approach is
aligned to the UN Guiding Principles for
Business and Human Rights (UNGPs) and
focuses on strong policies, due diligence
and remediation.

By 2025: Aim for zero child labour and zero
forced labour in our tobacco supply chain

0n0
=

People and culture

We focus on building an inclusive and
supportive culture that attracts, engages
and retains diverse and talented people,
develops the next generation of leaders
and creates a fulfilling, rewarding and
responsible work environment.

By 2025: Increase the proportion of
women in management roles to 45%

This includes providing new tobacco
varieties that produce higher quality leaf
and increase yields by up to 20%, as well
as mechanised solutions and technology
to help farmers scale up production and
reduce manual labour.

We have been measuring farmers’ yields,
profit margins and revenues from tobacco
as part of our Thrive assessments since
2015.In 2021, we took a step-change

in building upon, and strengthening,

this approach, undertaking further
assessments of the living income
generation in our farmer base.
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Community investment

In many parts of the world, we partner with
NGOs and other stakeholders on projects
to support the local communities where
we operate. These programmes focus

on arange of issues, such as women'’s
empowerment, financial inclusion, access
to healthcare, clean water and sanitation
and supporting national responses to the
COVID-19 pandemic.

Our community investment policy in our
SoBC is supported by our Community
Investment Framework, which sets out
how Group companies should develop,
deliver and monitor community investment
programmes. In 2021, the Framework was
revised to align our community investment
strategy with the UN Sustainable
Development Goals. Across the Group,

£19 million was reported for community
investment programmes in 2021,

including £12.6 million in cash spend and a
further £6.4 million estimated for in-kind
donations. This includes £0.96 million
given for charitable purposes by UK

Group companies.

Human Rights

Our integrated human rights strategy

is aligned to the UNGPs and includes
policies, due diligence, grievance channels
and remediation procedures for our own
business operations and supply chain.

Our Human Rights policy forms part of

our Standards of Business Conduct and is
reflected in our Supplier Code of Conduct.
This is complemented by our operational
standard on child labour prevention, which
provides detailed guidance and procedures
for our leaf operations in tackling the risk of
child labour in our tobacco supply chain.

Tobacco supply chain

The most significant challenges for
human rights are in our tobacco supply
chain and this has been a priority area
for us for many years.

Human rights issues in agriculture can be
complex, and we know that the situation

on the ground can be nuanced and that
remediation requires cooperation and
dialogue, rather than confrontation. This is
why our approach emphasises working
with families and communities to find
sustainable solutions while respecting local
context and the challenges of operating
small, family-run farms.
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This is where our direct contracts with
farmers enables us to have a real impact.
Our field technicians visit our contracted
farmers approximately once a month during
the growing season. As well as providing
agronomy and livelihoods support, this is an
important way of monitoring the farms.

In 2021, a total of 1,790 incidents of child
labour were identified on 0.7% of our
contracted farms and those supplying our
strategic third-party suppliers. The majority
related to under-18s working on tasks

such as preparing bales, watering and
weeding, and harvesting and stitching
tobacco. Of these, 100% were reported as
resolved, where a remediation plan that
considers the individual circumstances

is implemented with the farmer.

Wherever possible, this plan involves local
community or school support. Ina small
number of cases, where there is persistent
non-compliance, the farmer’s contract is
not renewed for the next growing season.

We maintain a relentless focus on
addressing the root causes. Our leaf
operations and strategic third-party
suppliers deliver human rights training and
communication programmes for farmers
and community members. More than
350,000 people were reported to be
engaged via this training in 2021.

We support a range of local community-
based programmes in collaboration with
local stakeholders. These include child
labour prevention programmes in Brazil,
Kenya and Mexico. We also continue

as active members of the Eliminating
Child Labour in Tobacco Growing

(ECLT) Foundation which, since 2011,

has supported over one million children,
farmers and families.

In addition, human rights impact
assessments, aligned to the UNGPs, have
been conducted in six of our tobacco
sourcing countries, covering nine suppliers —
India and Indonesia in 2019, Mozambique in
2020, and Macedonia, Turkey and Zimbabwe
in 2021. Collectively, these assessments
have engaged over 2,200 rights-holders and
are a best practice approach to identifying,
assessing and responding to actual and
potential human rights impacts, including
the root causes and how they manifest.

Strategic Report Governance Report

Product materials supply chain

Beyond tobacco, we source product
materials like paper and filters for cigarettes
and, for our New Category products, we
have a growing supply chain in consumer
electronics and e-liquids. Labour factors
are considered right at the outset, before
we even start working with a new supplier.
This includes mandatory scoring criteria as
part of the supplier selection process.

Once selected, suppliers must then
undergo an independent labour audit
performed by our partner Intertek.

The audit assesses workplace conditions,
and we expect suppliers to achieve

a minimum score of 70% to qualify.

We maintain a rigorous focus on human
rights in the supply chain and conduct

an annual risk assessment on 100%

of our existing materials suppliers.

Using independent human rights indices
developed by Verisk Maplecroft, we assess
suppliers’ inherent risk exposure based

on their country location and the goods or
services they provide. Suppliers identified
as high risk are then prioritised for audits.

In 2021, 142 audits were conducted by
Intertek on our suppliers in 38 countries.
Over the last three years, 22% of our
product materials suppliers have
undergone at least one independent labour
audit, and we're committed to achieving
100% by 2025.

Humanrights risk assessments

The policies, procedures and controls
adopted by Group companies help to
substantially mitigate human rights risks
in our businesses. We recognise that
circumstances in some countries present
a higher risk for human rights issues, such
as where regulation or enforcement is
weak, or there are high levels of corruption,
criminality or unrest.

We have a defined process in place to
identify and carefully monitor BAT operations
in high-risk countries. This process includes
an annual risk assessment of all countries
with Group company employees present,
using Verisk Maplecroft’s human rights
indices (including its Modern Slavery Index).
Our operating companies in each high-risk
country identified must complete a human
rights assessment, confirming compliance
with Group policies, standards and controls
and providing details of measures in place
to enhance human rights management.

The process is reviewed by the Audit
Committee at each stage, including action
plans for any areas for improvement
identified. In 2021, our operations in 26
countries were identified as high risk from
a human rights perspective and completed
the risk assessment.

55

Other Information

Health and Safety

We are always working to protect the health,
safety and wellbeing of people — through the
COVID-19 pandemic and beyond — as well
as striving for zero accidents Group-wide.
We have a mature and well-established
approach, based on risk management

and assessment, employee training and
awareness, and tailored initiatives for
specific issues and higher-risk areas.

For example, in Trade Marketing &
Distribution, the highest risks relate to
road traffic accidents, particularly in
countries with poor road infrastructure
and driving behaviour, or attacks and
assaults from armed robberies where our
goods have a high street value. So, we
have comprehensive driver safety and
security programmes in place, including
regular training and awareness campaigns,
telematic systems in all our vehicles and
clear security protocols.

Overall, total accidents across the Group
reduced by 19% — from 155 accidents in
2020, down to 126 in 2021. Sadly, however,
there were 3 fatalities in 2021 to one
employee and two contractors in Brazil,
Mexico and Bangladesh (compared to
three contractors in 2020). In addition,
4 members of the public lost their lives in
road traffic accidents involving BAT vehicles
in Bangladesh, Honduras, Poland and
Zambia. Our drivers were found not to be
at fault in three cases, while an employee
in Zambia was charged with dangerous
driving and is facing disciplinary action.
@ Find out about our Group risk factors related to
workplace health and safety on page 96.

People and Culture

Attracting and retaining an increasingly
diverse workforce and providing a
welcoming, inclusive working environment
are key drivers in BAT’s transformation
journey to build A Better Tomorrow™.

We are creating value for our employees
by having a diverse range of excellent
people, engaged teams and being a great
place to work.

We have extensive health and wellbeing
support available to our employees,
including medical and counselling services,
and health insurance. We also offer regular
webinars and information on a range

of topics, including mindfulness, stress
management and financial wellbeing.
During the COVID-19 pandemic, this
support has played an even more important
role in keeping our people connected

and supporting one another during such
difficult times.

Find out details of our approach to people and
culture on pages 68-73.
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Robust Governance

Robust governance is key to our sustainable long-term growth. We are commmitted
to achieving our business objectives in an honest, transparent and accountable way,
and sustaining a culture of integrity in everything we do. Our policies and standards
set out how we do this consistently, everywhere we operate.

Business ethics

Unethical behaviour can damage our
business, reputation and consumer
trust. We have a strong culture of
responsible behaviour, underpinned by
our ethos and Standards of Business
Conduct. Our Group-wide Delivery with
Integrity programme helps everyone at
BAT understand and play their role in
maintaining our standards.

Regulation and policy
engagement

Effective regulation needs dialogue
between governments and industry,

and we have a legitimate role to play

in policy-related debate that affects

our business. By sharing our expertise,
engaging transparently and with high
regard for accuracy and integrity, we can
make a valuable contribution to policy
development relating to our industry.

Business Ethics

Our Standards of Business Conduct
(SoBC) express the high standards we

are committed to upholding. Our SoBC
comprise our policies referenced on page
48, including anti-bribery and corruption
(ABAC), political contributions, anti-money
laundering and tax evasion, and is available
in 14 languages. SoBC awareness and
understanding are promoted through regular
training and communications. Our SoBC
are complemented by our Supplier Code
of Conduct, which outlines the minimum
standards expected of our suppliers.

We conduct a detailed review of our SoBC
and Supplier Code of Conduct every two
years to ensure they remain at the forefront
of best practice, with the most recent
review taking place in 2021.

@ Find our key ESG goals, targets and metrics in our
ESG Roadmap on page 47.

ol

Responsible marketing

Responsible marketing practices are
crucial for ensuring only adult consumers
access and use our products. We have
strict International Marketing Principles
in place for all our product categories and
work with our retail partners on youth
access prevention programmes.

2021 performance highlights

94%

industry-leading score in the Codes of
Conduct category of the Dow Jones
Sustainability Index assessment
(Score date: 12 November 2021)

100%

of markets aligned to the YAP
guidelines®**, where our products
are sold

This included external benchmarking
against peer companies, external legal
reviews in the UK and U.S., and drew on
extensive insights from investor ratings
and indices. The updated versions of

our SoBC and Supplier Code of Conduct
were approved by the Board in 2021 and
took effect from January 2022. This was
supported by their adoption by our Group
companies and roll-out to Group company
employees worldwide.

Our Group entities complete an annual
assessment of audit controls to assess

and confirm they have complied with SoBC
controls and compliance procedures.

SoBC compliance is monitored through the
year by our Corporate Audit Committee and
Regional Audit and CSR Committees, and
quarterly by the Audit Committee.
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Delivery with Integrity

Our Delivery with Integrity global
compliance programme promotes

an ethical culture and communicates
expected behaviours as set out in our SoBC.

Over the past five years, we have
strengthened our procedures and
guidelines across areas including ABAC,
anti-money laundering and tax evasion,
competition law, sanctions and data
privacy. With these strong foundations in
place, we are now focusing on automation
and data analytics to identify and mitigate
such risks as they arise, improving the
lifecycle risk management of the third
parties BAT engages with.

Read more about our Group risk factors related to

corporate behaviour and compliance with sanctions
regimes and competition laws on pages 317 to 339.

While policies and procedures are key to

a consistent approach to compliance, we
know that engagement and awareness are
crucial to sustaining a culture of integrity
across the Group. That’s why we have
focused on ensuring everyone at BAT
understands their role from day one in the
organisation and that this is sustained
throughout the year.

Our SoBC app provides easy access to
SoBC policies, procedures and guidance,

as well as our global ‘Speak Up’ channels,
which are multilingual. From 2022, the app
now incorporates our Supplier Code of
Conduct in 15 languages to help increase
accessibility for suppliers. To date, the app
has been downloaded more than 27,500
times. In 2021, we launched our new SoBC
e-induction training and automated conflicts
of interest disclosure requirement for all
new management-level employees. We also
launched new training targeted at relevant
employees on areas such as sanctions,
competing fairly and ethically and data privacy.

In 2021, we held two global integrity events
at the start and middle of the year. The first
week-long campaign focused on the role
of line managers in leading by example as
SoBC role models. It also included our new
campaign — ‘Speak-Listen-Act’ — focused
on raising awareness of our Speak Up
channels and for them to be seenas a
trusted tool by our people. Later in the year,
our global 24-hour ‘integrity pledge’ event
focused on reaffirming our commitment to
ethical behaviour, with employees making
personal pledges across the Group.




BAT Annual Reportand Form 20-F 2021

We ended the year with our global SoBC
compliance campaign. Our Group company
employees completed a formal SoBC
sign-off during which they completed
training and assessment, affirmed their
commitment to the SoBC and declared

any new or existing personal conflicts of
interest. In 2021, this was successfully
completed by 100% of our Group

company employees.

Over 24,000 did this through our online
SoBC portal and remaining Group company
employees were given various options to
complete the process, including via our
SoBC app. The app has proved important

in helping everyone to participate in
training and sign-off safely, given COVID-19
continued to hinder usual face-to-face
gatherings in many of our markets.

Speak Up and SoBC compliance

Our SoBC and Supplier Code of Conduct
make it clear that our employees, partners
and suppliers should speak up if they

have a concern about actual or suspected
wrongdoing, including in relation to
accounting or auditing matters. We will
always listen to these concerns and do not
tolerate victimisation or reprisals of any
kind against anyone raising a concern; such
conduct is itself a breach of the SoBC and
is a serious disciplinary matter. Our speak
up channels include an independently
managed Speak Up online portal and
telephone hotlines, available 24 hours

a day. Speak Up channels can be used

in confidence, and anonymously where
preferred, and are available in multiple
local languages.

Not all contacts made via our SoBC Portal
involve alleged SoBC breaches; some
relate to questions regarding the SoBC

or other matters. In 2021, there were 581
SoBC contacts (2020: 554), of which 304
SoBC contacts were assessed as alleged
SoBC breaches and reported to the Audit
Committee (2020: 321), including 145
contacts where the person raising the case
chose to remain anonymous.

Our SoBC Assurance Procedure defines
how all reports of alleged SoBC breaches
should be investigated and remediated
fairly and objectively. And our Business
Integrity Panel promotes a consistent
approach to investigation and remediation
of all alleged breaches of the SoBC. For the
detailed investigations conducted into all of
the reported cases in 2021:

— No wrongdoing was found in 154 cases
(2020:158);

— Theinvestigation continued at year-end
for 51 cases (2020: 47); and

— 99 cases were established as breaches
and appropriate action taken (2020: 116).
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We take strong action for all cases
established as breaches, which will vary
from case to case depending on the
circumstances. In 2021, established SoBC
breaches resulted in 46 people leaving the
Group and 72 written warnings. In addition,
where any weakness in internal controls
is identified, appropriate measures are
taken to strengthen them. Our SoBC,

and information on the total number of
breaches reported under it, are available
at bat.com/sobc.

@ Please refer to the Governance Report for more
information about Board and Audit Committee
oversight and monitoring of SoBC compliance.

Responsible Marketing

Our International Marketing Principles
(IMP) govern our approach to marketing
our products across the Group. Our IMP
are applied consistently everywhere

we operate, even when they are stricter
than applicable local laws. All marketing
materials are subject to review by our
Legal & External Affairs (LEX) function.

Our Supplier Code of Conduct also includes
a requirement for our suppliers, agents and
third parties to comply with the IMP.

To support our strict requirement to only
direct marketing at adult consumers, our
markets are expected to adhere to our
global Youth Access Prevention (YAP)
Guidelines. These apply to all markets
where our products are sold, including
where distributed through third parties.
IMP and YAP compliance is monitored by
our Regional Audit and CSR Committees
and by the Audit Committee annually. All of
our markets reported alignment with our
YAP Guidelines in 2021. We report further
on compliance in our 2021 ESG Report at
www.bat.com/esgreport.

As we accelerate our transformation,
driving growth in New Categories, building
strong brands of the future and digitising
our business, our new e-commerce

and social media channels are playing

an ever more prominent role in our
marketing strategy.

Digitisation around the world has been
rapidly accelerated by the COVID-19
pandemic and, in this changing
environment, we continue to embed new
digital channels and ensure our people

and partners have the right tools and
capabilities to support IMP and YAP
compliance. Our digital marketing toolkit
includes in-depth guidance on topics such
as content standards, social media and
search engines, and ensuring robust online
age verification procedures. And our digital
marketing hub supports our markets by
providing guidance on how to achieve long-
term consumer satisfaction and product
awareness in a responsible way.
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In 2021, we reinforced this work with new
toolkits and guidance, such as for applying
our YAP Guidelines and age verification
standards on our own and third-party
e-commerce sites. We also launched a

new training programme, called iCommit,
covering measures for digital channels with
a mix of theory and practical training, based
on real-life scenarios.

Regulation and Engagement

Our SoBC includes our Lobbying

and Engagement Policy and Political
Contributions Policy, adopted by all Group
companies and applicable to all Group
company employees. These policies
require all our engagement activities with
external stakeholders to be conducted with
transparency, openness and integrity.

We are committed to conducting all

our engagement activities with external
stakeholders with transparency, openness
and integrity. For global regulatory
priorities, the views we advocate are the
same as those we publish on our website,
and we have long supported the OECD’s
Principles for Transparency and Integrity
in Lobbying. We also respect the call for
transparent and accountable interaction
between governments and the tobacco
industry established in Article 5.3 of the
World Health Organization’s Framework
Convention on Tobacco Control (FCTC).
We are open about what we think and
always try to offer constructive solutions
that will best meet the objectives of
regulation, while minimising any negative
unintended consequences.

Regulatory engagement by our businesses
is monitored throughout the year by our
Regional Audit and CSR Committees.

The Management Board’s Regulation
Committee, chaired by the Legal and
External Affairs Director, meets three times
ayear and is responsible for reviewing key
regulatory and excise trends, Group priority
focus areas, and the execution of global
plans regarding regulation and monitoring
progress. Our Board is kept updated

on regulatory engagement activities

during the year. Details of any political
contributions are reported twice each

year to the Audit Committee. The Group
does not make contributions to UK or EU
political organisations or incur UK or EU
political expenditure. Details of political
contributions outside these jurisdictions
are set out on page 127.

Find details of our other governance
priorities, including data privacy and
cyber security, in our 2021 ESG Report at
www.bat.com/esgreport.

***Waivers from YAP Guidelines are granted where there
is a government ban on point-of-sale materials or YAP
retailer engagement cannot be ensured due to practical
or cultural limitations.
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Strategic Management

TCFD Reporting

We recognise the importance of providing consistent and reliable climate-related information to investors and
other stakeholders. We have aligned our reporting with the recommendations and recommended disclosures
of the Task Force on Climate-related Financial Disclosures (TCFD). A sumnmary of our response to each of the
TCFD recommendations and recommended disclosures, together with references to further information in
this report, is set out below. Our reporting against other frameworks, including the Sustainable Accounting
Standards Board (SASB) framework, can be found at www.bat.com/esgreport.

Since 2019, we have worked with an
external consultancy with expertise in TCFD
reporting and climate scenario modelling

to deliver an iterative process to identify,
measure, manage, assure and report on
climate-related risks and opportunities.

We have taken a phased approach, integrating
TCFD into our Group risk management
process. This included generation of a
climate related gap analysis to highlight

and understand key areas for improvement.
We selected appropriate climate scenarios
and performed initial high-level, scenario-
based modelling of material risks and business
impacts, to prioritise the climate-related risks
and opportunities for BAT.

In 2021, we undertook detailed financial
modelling to further understand the timing
and materiality of these key risks and
opportunities. This process included:

— Selection of risks and opportunities for
deep dive modelling based on relative
strategic importance, and availability of
value adding methodologies and data.
This process was supported by two
external consultancies. We will broaden
and deepen this analysis in future years
as data and methodologies improve.

— Engagement with colleagues across
the Group, which was crucial to
gather data and test assumptions.
Multiple workshops and interviews were
held with teams across the organisation,
including our Management Board, and
our Risk Management, Finance, Treasury,
New Categories, Legal, Government
Affairs, Investor Relations, Supply Chain
and Leaf teams.

An overview of our approach to identifying,
assessing and managing climate risk is
provided on page 59.

Governance

Board oversight

The Board is collectively responsible for

the sustainable, long-term success of

the Company and the Group'’s strategic
direction, purpose, values and governance.
This includes responsibility for the Group's
strategy and ensuring that resources are in
place to meet the objectives and to manage
risks, including internal controls.

The Board has approved all Group
environmental targets, including our carbon
emissions targets, and receives an update
on progress and performance twice a year
from the Director, Operations. In 2021,

the Board also received a deep-dive ESG
briefing covering our climate strategy,
progress against our climate-related goals
and targets, and approach to reporting in
alignment with the TCFD framework.

The Audit Commmittee is responsible for
reviewing the effectiveness of the Group’s

risk management and internal controls
systems, including those relating to climate
change. The Audit Committee also receives
reports from the Group’s Regional Audit
and CSR committees and Corporate

Audit Committee, which monitor the
effectiveness of business risk management
and internal controls across the regions and
the central functions.

Our Management Board, chaired by
our 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 subsidiaries.

@ Details of key climate-related matters considered by
the Board in 2021 can be found on page 105 and 120

Management’srole

The assessment and management

of climate-related risks is embedded
across relevant business areas at Group,
regional and local levels, with appropriate
management oversight at each level, as
shown on the chart on page 59.

This approach provides a flexible channel
for the structured flow of information,
monitoring and oversight of climate-related
risks and environmental matters at the level
and format best suited to the context.

All relevant employees, from the
Management Board to managers at
Group, regional and local level, have
individual performance objectives that
are linked to remuneration, including
delivery against ESG- and climate-related
priorities and metrics, that form part of
their responsibilities.
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The Management Board receive regular
updates on material risks and strategic
plans, including those relating to climate
change, along with associated risk
mitigation plans. This includes regular
monitoring by the Group Risk Management
Committee, chaired by the Finance and
Transformation Director.

The Chief Marketing Officer has overall
responsibility for the delivery of the
Group Sustainability Agenda, supported
by the Business Communications and
Sustainability (BC&S) team, including the
Head of ESG and sustainability subject-
matter experts.

The Shaping Sustainability Programme
Board oversees the cross-functional
delivery of the ‘Shaping Sustainability’ of
our QUEST transformation programme.
Members of the programme board include
the Chief Marketing Officer, the Director,
Operations and the Group Head of BC&S.
This is underpinned by a drive team,
including the Head of ESG and Head of
Operations Development and Sustainability.

The Director, Operations has overall
responsibility for delivery of the Group’s
climate strategy and environmental targets,
supported by the Group Head of Operations
Development and Sustainability, and the
Operations Sustainability team, including
the central Sustainability team and regional
sustainability managers.

Reporting units that contribute to 98%

of Group Scope 18& 2 CO,e emissions
(incorporating all factories and green

leaf threshing plants) report quarterly,
those contributing to around 2% of Group
Scope 1& 2 CO,e emissions report semi-
annually and annual reporting is completed
by units reporting less than 0.3% of
emissions. Monitoring and reporting of
consolidated Group performance and
metrics is completed quarterly by the
Group Operations Sustainability team.
Each directly-reporting business unit of
the Group (DRBU) has an Environment,
Health & Safety (EHS) Steering Committee,
with overall responsibility to deliver
environmental targets at site level held

by the General Manager or site manager.
EHS is also a standing agenda item for
management meetings and governance
committees at area, regional and

global levels.
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These local management meetings and
committees report into the Operations
Sustainability Forum, chaired by the
Director, Operations. This acts as a conduit
for tracking delivery of environmental
targets and gaining visibility of new and
emerging risks posed by climate change.

TCFD ataglance

Summary of our response

Strategic Report Governance Report

The Operations Sustainability Forum
oversees business plans to mitigate risks
identified, reviews performance and tracks
progress of our regions and business units
in delivering the Group’s environmental
targets. The Environmental Sustainability
Committee, also chaired by the Director,

Other Information

Operations, is responsible for reviewing
environmental roadmaps and strategies for
the Operations Leadership Team.

Read more about our Quest programme for

accelerating our transformation towards the
Enterprise of the Future on pages 30-31

Governance: Disclose the organisation’s governance around climate-related issues and opportunities.

a) Describe the board’s oversight of climate-related
risks and opportunities.

Our Board has oversight of our climate-related risks
and opportunities. The Board reviews the Group’s
environment strategy, targets and performance
twice per year and reviews the Group risk register,
which includes climate-related risks, annually.

In 2021, the Board also received a deep-dive ESG
briefing covering our climate strategy, performance
and approach to reporting in alignment with the
TCFD framework. The Audit Committee reviews the
Group risk register twice per year.

Read more on page 58

b) Describe management’s role in assessing and

managing climate-related risks and opportunities.

The assessment and management of climate-
related risks is embedded across relevant business

areas and markets at Group, regional and local levels.

Read more on page 60

Strategy: Disclose the actual and potential impacts of climate-related risks and opportunities on the organisation’s businesses,
strategy, and financial planning where such information is material.

a) Describe the climate-related risks and
opportunities the organisation has identified
over the short, medium, and long term

We have identified 11 climate-related risks and
opportunities. For each, the level of likelihood
and impact has been analysed across three time
horizons: short-term (2020-2025), medium-term
(2026-2035) and long-term (2036-2050).

Read more on pages 61-64

b) Describe the impact of climate-related risks and
opportunities on the organisation’s businesses,
strategy, and financial planning.

We have assessed the impact of these risks and

opportunities on our strategy and financial planning.

The results show that, while there are financial
risks that would need to be managed, these are not
substantive enough to require a material change to
our business model.

Read more on pages 64-67

c) Describe the resilience of the organisation’s
strategy, taking into consideration different
climate-related scenarios, including a 2°C or
lower scenario.

We have conducted an assessment of the resilience
of our strategy, taking into consideration two
climate-related scenarios: sustainable transition
(based on a global temperature increase scenario of
1.5°C) and climate change inaction (based on a global
temperature increase scenario of 3°C or more).

Read more on pages 62-64

Risk management: Disclose how the organisation identifies, assesses, and manages climate-related risks.

a) Describe the organisation’s processes for
identifying and assessing climate-related risks.

DRBUs and functions identify risks and
opportunities, including climate-related physical
risks, which are captured on risk registers and
assessed against the materiality thresholds
defined by our Risk Management Framework.
Transitional risks of climate change have been
assessed centrally and are included as a risk on our
Group risk register.

Read more on pages 62-66

b) Describe the organisation’s processes for
managing climate-related risks.

Mitigation plans are required to be in place to
manage risks identified, and progress against
those plans is monitored. At Group level, specific
responsibility for managing each identified risk is
allocated to a member of the Management Board.

Read more on pages 62-66

c) Describe how processes for identifying, assessing,
and managing climate-related risks are integrated
into the organisation’s overall risk management.

Our processes for identifying, assessing, and
managing climate-related risks are integrated into
our Risk Management Framework. This includes
regular reviews of the Group risk register by our
Group Risk Management Committee, chaired by the
Finance and Transformation Director. The Group risk
register is also reviewed annually by the Board and
biannually by Audit Committee.

Read more on pages 62-66

Metrics and targets: Disclose the metrics and targets used to assess and manage relevant climate-related risks and opportunities

where such information is material.

a) Disclose the metrics used by the organisation to
assess climate-related risks and opportunities in
line with its strategy and risk management process.

We have clearly defined metrics for each of our ESG

priority areas, including climate change, against

which we report on our performance and progress
eachyear.

Read more on pages 47 and 61

b) Disclose Scope 1, Scope 2, and, if appropriate,
Scope 3 greenhouse gas (GHG) emissions, and
the related risks.

We disclose Scope 1, Scope 2 and Scope 3 emissions

and the related risks in our reporting.

Read more on pages 47 and 61
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c) Describe the targets used by the organisation to
manage climate-related risks and opportunities
and performance against targets.

Our targets to manage climate-related risks and
opportunities include targets for carbon neutrality
across our operations (Scopes 1and 2) by 2030 and
net zero carbon emissions across our value chain
(Scopes 1,2 and 3) by 2050. These are supported by a
range of other environmental targets against which
we report our performance and progress each year.

Read more on pages 47 and 61
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TCFD Reporting Continued

Governance of ESG & Sustainability

Audit Committee

— Five scheduled meetings per year

— Allmembers are independent, Non-Executive Directors

— Monitors and reviews the effectiveness of the Group’s
accounting, internal accounting controls, auditing matters

Board of Directors

— Six scheduled meetings per year

— Responsible for the long-term sustainable success of the
Company and for the Group’s strategic direction, purpose,

values and governance — including climate strategy

Management Board

— Meets at least seven
times per year

— Chaired by the
Chief Executive and
comprises the Executive
Directors and 11 senior
Group executives

— Responsible for
overseeing the
implementation
of Group strategy,
policies and monitoring
Group operating
performance, including
in relation to climate and
the environment

Environmental
Sustainability
Committee

— Meets around six times
per year

— Chaired by the Operations
Director and composed of
senior leadership

— Reviews environmental
roadmaps, strategies,
risks and opportunities

Group
Risk Management
Committee

— Meets twice per year

— Chaired by the Finance
and Transformation
Director and composed of
senior leadership

— Oversees assessment
and monitoring of risks to
the Group

Operations
Sustainability Forum

— Meets around six times
per year

— Chaired by the Operations
Director and composed of
senior leadership

— Reviews performance
against environmental and
social metrics and targets

Group Sustainability Department

oup Head of Business Communications & Sustainability,
ad of ESG and sustainability subject-matter experts
— Develops the Group Sustainability Agenda and supports
business functions, regions and markets in driving

its implementation

and business risk system

Corporate Audit
Committee (CAC) and
Regional Audit & CSR
Committees (RACCs)

— Meet at least twice ayear

— CAC chaired by a
Regional Director and
RACCs by an Executive
Director of the Company
—all are composed of
Group executives
Reviews the effectiveness
of the accounting, internal
control and business
risk identification and
management systems
within the central
business functions for the
CAC and the regions for
the RACCs

Leaf Sustainability
Forum

— Meets around four times
per year

— Chaired by the
Group Head of Leaf
and composed of
senior leadership

— Reviews strategic
direction and targets for
addressing ESG risks
across the leaf supply
chain, and performance
against leaf supply
chain targets

Shaping Sustainability
Programme Board

— Meets around six times
per year

— Chaired by the Chief
Marketing Officer
and composed
of Management
Board Directors and
senior leadership

— Oversees the
implementation of the
Group’s transformation
programme and
Sustainability Agenda

Supply Chain Due
Diligence Committee

— Meets around three times
per year

— Chaired by the Group
Head of Procurement
and composed of
senior leadership

— Reviews direct materials
supply chain performance
(excl. leaf) against
environmental and social
metrics and targets

Business Functions, Regions and Markets

— Implementation and execution of the Group Sustainability
Agenda, including by Leadership Teams and cross-functional

workstreams and programmes

— Tracking and monitoring performance
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Strategy

Our purpose to build A Better Tomorrow™
and our Group strategy is set-out on pages
26-27. Our Sustainability Agenda, with
climate change as a key priority under the
environmental pillar, is set out on page 46.

Taking an active approach to tackling
climate change isn’t new at BAT.

As a business that depends on natural
resources, we have been focusing on
addressing our environmental impacts and
preparing our business for the risks ahead
for over 20 years. Yet with the impacts of
climate change rapidly increasing, we are
making a step-change in our ambition and
accelerating the pace of progress.

In 2021, we signed up to the UN-

backed Race to Zero global campaign.

This campaign aims to halve global carbon
emissions by 2030 and achieve net zero
carbon emissions by 2050. BAT has
previously committed to Science Based
Targets, aligned to a 2°C pathway; subject
to approval from the Science Based Targets
initiative (SBTi), we intend to align our
targets to a 1.5°C pathway in 2022.

To meet our ambitions for carbon neutrality
across our operations by 2030 (Scopes 1

and 2 CO,e emissions) and across our value
chain by 2050, we have an integrated climate
strategy, highlighted below, covering our
own operations and our wider value chain.
This focuses on reducing our impact on the
environment, addressing climate-related
risks and opportunities, and building climate
resilience for the future.

Key attributes of our climate strategy include:

— the performance of climate scenario
analysis to inform our understanding of
risks and opportunities;

— the performance of life cycle
assessments of our products and the
incorporation of end of life treatment
to reduce their environmental impact.
Reducing the use of embodied carbon
and single use plastic, and increasing
recyclability to reduce the level of
waste generated;

— enhancing the resilience of our internal
supply chain and wider value chain to
maintain access to critical raw materials,
and insulating our business from the
impact of supply constraint-driven
inflationary pressures;

Strategic Report Governance Report

— the environmental impact of our direct
operations, including the reduction of
CO,e generated by our sites and fleet
through energy saving initiatives and
increased use of renewable energy (both
purchased and self-generated), as well
as reducing the waste generated and
maximising the share of waste directed
torecycling;

— ensuring effective and efficient use of
natural resources throughout our value
chain, including where possible greater
use of green energy and reduction of
water usage and waste generation.

This supports the allocation of these
critical natural resources to food
generation and other activities, and
reduces our susceptibility to energy cost
premiums and future carbon taxes; and

— continued investment in R&D activity to
underpin product innovations, technical
deployment of agronomy best practices,
low carbon curing technologies and
farming techniques based on science.

Climate

scenario analysis
for key tobacco-
growing areas

Builda
climate-resilient
supply chain

Financial Statements Other Information

Financial planning is key to the execution
of our strategy. Through our embedded
governance, we consider the impact of
climate change on future anticipated
operating costs (including the cost of
regulation), access to capital and potential
growth opportunities to facilitate resource
allocation and to ensure that decision
making is robust.

In 2021, internal carbon pricing (ICP) was
incorporated into our financial appraisal to
facilitate delivery against our glidepaths.
These actions position us to be successful
now and into the future as climate
challenges arise.

To further enhance our strategy to
mitigate the impacts of climate change,
we performed an assessment of risks and
opportunities using two climate evolution
scenarios and over three time horizons.
The approach taken to this assessment,
outcomes, and mitigations are set out
below on pages 62 to 64.

Investin

energy efficiency
projectsand

management systems

Increase
renewable energy
sourcing

Our impact
on Climate

Enterinto

For our Inour For our longer-term
value decision operations power-
chain making purchase

agreements

Life cycle

assessments
for our product
categories

Help farmers deploy
innovative, low-carbon
curing technologies and
farming techniques
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Climates impact on us

Investin on-site
renewable energy

generation
projects

Roll out electric
and hybrid vehicles
inourfleet




BAT Annual Reportand Form 20-F 2021

Strategic Management

TCFD Reporting Continued

Tackling
Climate Change

Our goals

NET ZERO

carbon neutral operations (Scopes 1
and 2) by 2030 and net zero carbon
emissions across our value chain
by 2050. Alignment of emissions
with a 1.5°C trajectory (pending
SBTi approval).

[0]0)%

renewable electricity
sourcing in all our operations
sites” by 2030

* Operations sites refers to all BAT-owned
cigarette manufacturing factories, sites
manufacturing other tobacco products,
snus, modern oral and liquids and green leaf
threshing (GLT) tobacco processing sites.

Climate scenario modelling
Identification

Identification of risks and opportunities
posed by climate change is an ongoing
process and draws upon internal and
external expertise, resources and other
information, including:

— internal senior management spanning
all functions of the Group, based at
DRBU, Regional, and Group level;

— external consultants supporting our
preparations for and resilience to
climate change;

— relevant industry publications outlining
expected impacts of climate change on
our key inputs (including agriculture);

— relevant regulation (enacted or draft)
that may impact the Group’s products,
locations, or operations;

— TCFD guidance on potential risks and
opportunities; and

— existing risks and opportunities identified
and managed as part of our Group risk
management processes.

Climate scenario models used

Scenario1
Sustainable Transition

Warming 1.5°C

— Early decisive action by society to
reduce global emissions

— Coordinated policy action towards
low-carbon economy

— Actions sufficient to limit global
warming to 1.5°C in line with the
long-term temperature goal in the
Paris Agreement

Greater transition risk

A comprehensive list of potential climate
related risks and opportunities were
identified and refined down to 11 material
risks and opportunities detailed on page
64, using the methodology defined in the
Group Risk Management Framework and
overseen by the Group Risk Management
Committee. This materiality assessment
will be reassessed annually to ensure

it remains appropriate in the context

of a dynamic business and physical
environment, and to take account of
improved data or modelling which may
become available.

Assessment

We have considered the impact of risks and
opportunities arising from climate change
and the overall resilience of our business,
calibrating these against two potential
climate scenarios and three time horizons.

The two climate scenarios are aligned
with the UN Intergovernmental Panel on
Climate Change (IPCC) methodology, and
greenhouse gas concentration trajectories
known as Representative Concentration
Pathways (RCP) 2.6 and 8.5, with differing
levels of transitional and physical risk
arising from each trajectory.

Scenario 2
Climate Inaction

Warming >3°C

— Governments fail to introduce
further policies to address climate
change beyond those already
known and in place

— Global temperature increase above
3°C by 2050

Greater physical risk
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Whilst the impact of climate change

is indefinite, for the purposes of
assessment, we considered these risks and
opportunities across three time horizons:
short term (2021 - 2025), medium term
(2026 — 2035), and longer term (2036 —
2050). These time horizons reflect how
these risks and opportunities are internally
considered and prioritised and are aligned
to a number of our key ESG-related targets.

Climate-related risks and opportunities
have the potential to impact our business
over time. Through the identification

and measurement processes outlined
above, which are aligned to TCFD
recommendations, we are taking the
necessary steps to assess the likelihood
and severity of these impacts to enable us
to maximise positive impacts and minimise
adverse impacts on our business.

BAT Greenhouse Gas Emissions

Strategic Report Governance Report

Scenario analysis was performed to
model how the impact and likelihood

of our material risks and opportunities
might change under each time horizon
and climate scenario. We identified three
climate-related opportunity areas and
eight climate-related threats, which span
transitional and physical risks in nature.
The results of the scenario analysis
performed is shown on page 64.

Material risks are those that could have

a significant effect on our operations,
strategy and financial planning if they are
not managed appropriately. In contrast,
material opportunities may improve our
financial performance over time in the
event they can be realised.

Through our ESG strategy we aim to
effectively manage the impact of our
business on the planet over time.

Other Information

We have also undertaken a deep-dive
modelling and financial impact analysis
on six risks and opportunities, drawing on
internal and external data sources, such
as carbon pricing projections, potential
future surcharges on single-use plastics
in our products, Group financial data,
energy consumption and costs by BAT
site, business growth projections and
consumer trends. This allowed us to
refine our initial qualitative assessment
and quantify the expected financial
impact based on assumptions of future
developments. We will continue to revisit
these assumptions to reflect new and
emerging developments.

Specifically, in relation to future access
to tobacco and nicotine, a detailed
assessment of future growing conditions
was undertaken across our 10 largest
tobacco source countries, utilising a

UN IPCC model for climate change.
Regional temperature behaviour,
precipitation and soil water levels (surplus
or deficit) were assessed, enabling us to
estimate the likely impact on crop yields,
and the cost of, or access to, tobacco in
the future.

Total Emissions (thousand tonnes tCO,e)

Emission Source Category 2017 2018 2019 2020
Scope1 - 415 396 342
Scope 2 Market-based - 426 386 199
Scope 2 Location-based - 490 453 418
Total Scope 3 - 6,956 6,781 5,587
Purchased Goods and Services Category 1 Total 4,363 4,049 4,0M
Purchased goods — Directs (excluding NGP) Category 1 1,550 1,488 1140
Purchased goods — NGP Category 1 43 55 47
Purchased Services Category 1 35 107 720
Purchased Tobacco Leaf — Combustibles Category 1 2,550 2,184 1,966
Tobacco Leaf - NGP Category 1 18 5 2
Other Purchased Goods & Services Category 1 167 210 135
Capital Goods Category 2 Total 519 463 177
Fuel and Energy Related Emissions Category 3 Total 177 166 134
Upstream Transportation & Distribution Category 4 Total 192 197 225
Waste Generated in Operations Category 5 Total 5 5 9
Business Travel Category 6 Total 38 33 8
Employee Commuting Category 7 Total 27 23 53
Use of Sold Products Category 11 Total 662 587 641
End-of-Life Treatment of Sold Products Category 12 Total 967 1,253 324
Franchises Category 14 Total 5 5 5

Note: Total emissions include biogenic and biogenic removals.
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The analysis demonstrated that whilst
Material climate-related risks and opportunities identified there were some favourable and
unfavourable impacts on yield, the potential
financial impact on annual cost of tobacco
is less than 5% and current climate change

Level of likelihood/impact by

2020 2026 2036
Type Scenario -2025 -2035 -2050

Opportunities associated with transitioning to low carbon economy

Products Increasedrevenues due to shiftin consumer

trajectories indicate it is unlikely that the
Group would face reduced production
capacity as a consequence of consistent
supply constraints. We believe the impacts

o
& services Preferencesresulting inaccess to new and l.etc . ‘ . onyield can be effectively mitigated
emerging markets and increased demands through agronomy action plans to avoid
k
for our products >3-4°C o o o yield driven cost of production increases.
Energy Reduced costs due t_o use of Iqwer—emissign 1.5°C ’ . . In 202_1' we _also b_u”t on our decades of
sourcing  sources of energy within our direct operations* experience in agriculture to develop a
new carbon-smart farming programme.
>3-4°C . . . This takes a strategic approach focused
on reducing emissions from tobacco
Resource Reduced costs due to use of more efficient 1.5°C o o o farming and leveraging the positive effect
ffici production and distribution processes . : ;
efficiency agriculture could have in removing carbon
530C . . . from the atmosphere.

Transition risks associated with transitioning to low carbon economy

Scenario analysis highlighted the increased
cost of compliance with emerging
regulation, cost of green energy and carbon

Emerging Increasgd costs due to new carbgn Pricing 1.5°¢C . ' . taxaifion arisin.g from Govgrnment pol.ic.ies

regulation Mechanismsonthe emissions within our seeking to deliver a Sustainable Transition
value chain (Scenario 1). Potential adverse impacts

=40 . )
>3-4°C . . . from higher costs and reduced access
E . | 4 costs duet gat g . ' . to both insurance and capital markets
merging Increased costs due to mandates on, an 1.5°C . .
r : . . were identified.
regulation regulation of, products and services
Given the nature of transition risks, we
=40 . . . .
>3-4°C o o [ anticipate the magnitude of these risks
| P 5 omofi will be lower, and impact delayed, under
t t tract . . . )

Market nereased costs due to contraction ot Insurance 1.5°C . ‘ . Climate Inaction (Scenario 2) as little or no
markets, higher premiums or losses arising from o X
uninsured assets change to current regulation is projected.

53-4°C . . . We will continue to update both our
scenario analysis and business plans to

Market Increased costs due to increasing energy prices 1.5°C . ' . ensure our business remains resilient and
impacting direct operating costs as well as the best able to mitigate the impact of climate
cost of raw materials* policies as they emerge.

3ac @ @ 0@

Market Increased costs and/or reduced access to capital

R X ) 1.5°C
markets due to climate change driven increases to . ' .
operating costs and ESG concerns from investors
wie @ @ @

Physical risks associated with physical impacts of climate change — either acute
risks (such as relating to extreme weather events) or chronic risks (such as relating

to longer-term shifts in climate patterns and higher temperatures)

Acute Decreased revenues due to increased severity 1.5°C .
and frequency of extreme weather events such as ’

cyclones and floods, leading to agricultural supply

chain disruption and reduced production capacity  .3_40¢ . .
Chronic Decreased revenues due to water stress
. . L . 1.5°C
leading to agricultural supply chain disruption . . .
and reduced production capacity*
wic @ @ @
Chronic Decreased revenues due to changes in precipitation
o 1.5°C
patterns and extreme variability in weather patterns . . .
leading to agricultural supply chain disruption and
reduced production capacity* >3-4°C . . .

*Advanced financial scenario modelling conducted
Low
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SPOTLIGHT

Carbon-smart farming

In 2021, we built on our decades of
experience in sustainable agriculture,
to develop a new carbon-smart farming
programme. This takes a strategic
approach focused on both reducing
emissions from tobacco farming and,
crucially, leveraging the positive effect
agriculture could have in removing
carbon from the atmosphere.

The latter can be achieved by planting
trees, as well as through methods like
cover crops and conservation tillage
that may keep the soil covered and
undisturbed, to reduce the possibility
of carbon escaping.

As well as storing carbon, these
methods may also increase water-
retention capacity, improving drainage
and making the soil richer and more
fertile. This results in increased yields
and better-quality crops for farmers
helping to boost their profits.

Many of our contracted farmers
already use these best practices.

The challenge has been to find effective
ways to measure impact and quantify
the amount of carbon they remove,
compared to how much they emit.

Strategic Report Governance Report

So, in 2021, we conducted a detailed
analysis to estimate removals resulting
from carbon-smart farming best practice,
against international methodologies, such
as those of the Intergovernmental Panel on
Climate Change (IPCC) and Greenhouse
Gas (GHG) Protocol.

We are now working in partnership with

a specialist consultancy to validate this
approach and to monitor, report and verify
the results. This will enable us to develop a
system that can be easily applied by small
farmers. The systems will form the basis
of our carbon-smart farming programme,
empowering our contracted farmers to
incorporate carbon-smart farming into
their business model.

It will also provide us with verified data

to measure progress against our 2050
ambition and to validate the impact of
different carbon-smart strategies. In 2021,
35 of our contracted farmers in Brazil
signed-up as the first pilot group for the
programme. We will expand the pilot

to farmers in Bangladesh, Mexico and
Pakistan in 2022. Learnings from the pilots
will help in further developing and scaling-
up the programme as part of our wider
climate strategy.

Other Information

@G To meitisanhonour

to be one of the first

farmers participating in this
programme. I’'m excited to learn
new conservation practices to
deploy on my farm. And | think
getting to see real data showing
the tangible impact this will
have in both reducingand
removing carbon emissions will
be agame-changer and provide
new opportunities forincome

generation. 99

Laercio Celestino Adami
BAT contracted tobacco farmer,
Brazil
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Strategic Management

TCFD Reporting Continued

While the products we offer continue

to evolve, we will continue to need to
access raw materials, including tobacco
and tobacco extracts. This increases our
exposure to the physical risks of climate
change due to the increased risk of asset
production disruption, damage or loss.

In contrast to transition risks, physical risks
are most severe under Climate Inaction
(Scenario 2) given this scenario sees a world
where warming exceeds a 3°C threshold,
increasing the frequency and severity of
climate-related events and likely financial
impact on our business. In response, more
extensive mitigation may be required
including investments in working capital to
increase our supply chain resilience.

While a sustainable transition (Scenario 1) is
not anticipated to fully shield our operations
from such climatic events, we assessed
these may be less frequent and more
controllable through tailored adjustments
to our existing risk management policies.

While there are challenges ahead, we
believe that the Group is well placed to
address them. Supported by our global
reach, supply chain flexibility, diverse
product portfolio, leading brands and
capital strength, we believe that we have
the resilience and agility to transition and
create new growth opportunities.

The insights gained from the modelling
performed further strengthen the
importance and relevance of our climate
strategy and net zero carbon emissions
target to mitigate these risks. We will
continue to review each material climate-
related risk and opportunity and build
upon our existing mitigation strategies to
enhance the resilience of our business to
climate change.

Risk Management

Our Risk Management Framework and
procedures are clearly defined and well-
established across the Group.

Risk registers, based on a standardised
methodology, are used at Group, functional,
and DRBU level to identify, assess, monitor
and mitigate the risks (both financial and
non-financial).

Risks, including climate-related risks, are
assessed and prioritised at three levels by
reference to their impact (high/medium/
low) and likelihood (probable/possible/
unlikely), as defined in our Group Risk
Management Manual. Mitigation plans
are required to be in place to manage the
risks identified, and progress against those
plans is monitored. Decisions on how to
manage the risk are based on a variety

of considerations including risk score,

our ability to influence or control the risk,
and cost and effectiveness of mitigation.
Therisk registers are reviewed on a
biannual basis.

At the Group level, specific responsibility
for managing each identified risk is
allocated to a member of the Management
Board. The Group risk register is reviewed
biannually by the Group Risk Management
Committee, chaired by the Finance and
Transformation Director. In addition, the
Group risk register is reviewed annually

by the Board and biannually by the

Audit Committee.

During 2021, we continued to integrate and
embed climate-related risks into our Group
risk management procedures. This followed
an update to our Group risk register in 2020
to incorporate transitional risks of climate
change as a Group risk.

Each of our DRBUs and functions is
required to identify and assess risks and
opportunities, including climate-related
physical risks, which are captured on

risk registers and assessed against the
materiality thresholds defined in our Risk
Management Framework. Additionally, the
transitional risks of climate change have
been assessed centrally and are captured
on our Group risk register in accordance
with our Risk Management Framework.

66

Transitional risks of climate change takes
into account factors including net zero
commitments, stakeholder interests

and emerging and current climate-
related regulations.

In recognition of ESG being fundamental
to all that we do in the organisation and
the global risks of climate change, in 2021
our risks were updated to incorporate ESG
factors across all relevant risks across

the Group.

In 2022, we plan to further enhance our
assessment of the transitional and physical
climate risks and opportunities through
conducting further analysis.

It is envisaged that the transitional climate
risk will remain as a separate risk, and the
physical climate risks and opportunities
will be reflected further as necessary, in
individual DRBU and functional risks.

@ See our Group risk factor for climate change on page

321and details of our risk management and internal
control procedures on pages 124.
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Metrics and Targets

We have been reporting against energy and
carbon emissions metrics since 2001 and
set out our first long-term targets in our
2007 Annual Report to reduce Scopes 1and
2 CO,e emissions intensity by 50% by 2030

and 80% by 2050 against our 2000 baseline.

By the end of 2017, we had achieved a 42.7%
reduction from that baseline.

In 2019, we set new long-term CO,e targets,
and gained the Science Based Targets
initiative’s (SBTi) formal approval for these.

Since then, we have developed our
commitment to addressing climate
change, including accelerating our existing
environmental targets to 2025 and
committing to be carbon neutral across
our operations (Scopes 1and 2) by 2030
and net zero across our value chain (Scopes
1,2 and 3) by 2050. In addition, we have
incorporated internal carbon pricing into
business plans to ensure the impact on
environmental performance and targets
are formally considered and quantified.
This has supported the prioritisation of
sustainability projects such as on-site
renewable energy generation.

These actions are complemented by a
range of other environmental targets
and metrics, covering areas such as
renewable energy, eliminating waste,
water stewardship and biodiversity
and afforestation.

Our goals, targets and metrics are
summarised in our ESG Roadmap on
page 47, including performance in 2019,
2020 and 2021 in relation to carbon
emissions, renewable energy, waste,
water, and biodiversity to demonstrate
trends and how we are consistently
delivering improvements to our
environmental performance.

In 2021, we signed up to the UN-backed
Race to Zero campaign.” Race to Zero is the
largest ever alliance aiming to halve global
emissions by 2030 and achieve net zero
carbon emissions by 2050. The campaign
represents over 4,000 businesses
estimated to cover nearly 25% of global CO,
emissions and more than 50% of GDP.

Limiting the rise in average global
temperature to 1.5°C above pre-industrial
levels requires major and widespread
action and companies have an important
role to play.” We are realigning our existing
CO,e emission targets with this trajectory
and set a new target for net-zero carbon
emissions across our value chain (Scopes 1,

2 and 3) by no later than 2050.
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Next Steps

We recognise that the impact of climate
change is uncertain and will be affected
by multiple factors including severity

of climate variation and extent of
government regulation.

Through the adoption of the TCFD
recommendations we have sought to
analyse, as best as possible, the impact

of potential outcomes considering two
climate scenarios over the short, medium,
and long term time horizons, however our
assessments will need to continually evolve
to respond to new information and insights.

In light of this evolving landscape, our work
will continue in 2022 to further strengthen
our approach including the consideration of
the following focus areas:

— further embedding climate-related
considerations into our business and
strategic decision making, financial
planning, as well as governance and risk
management frameworks;

— continuing to identify opportunities
to further strengthen our activities to
manage and mitigate climate-related
risks and build climate-change resilience;

— continuing to work with our suppliers
to enhance data relating to our Scope
3 emissions;

— continuing to monitor ESG measures
and drive performance across our
comprehensive suite of objectives across
all areas of ESG;

— continuing to identify, assess, manage,
and disclose climate-related risks
and opportunities;

— reviewing our metrics and targets
to ensure they remain aligned with
our strategy and risk management
processes, and best practice guidelines;

— enhancing our assessment of the
transitional and physical climate risks and
opportunities through further analysis;
and

— tailoring future disclosures, taking into
account key government, investor,
and other stakeholder frameworks
and guidance.

* Via the Science Based Targets Business Ambition for 1.5C Campaign.

Other Information

**Science Based Targets must represent reductions needed to restrict global warming to 1.5 degrees Celsius from pre-
industrial levels. BAT had previously committed to Science Based Targets, aligned to a 2°C pathway, and has existing targets

to become carbon neutral across its operations by 2030 and value chain by 2050. These will be realigned
to the 1.5°C pathway (subject to SBTi verification)and accommodate net-zero criteria and definitions.
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ABETTER
TOMO_RR0OW™

By creating a dynamic, inspiring
and purposeful place to work.

Attracting and retaining an
increasingly diverse workforce
and providing a welcoming and
inclusive working environment are
key drivers in BAT’s transformation
journey. We are creating value for
our employees by:

— providing opportunities for a
rewarding career with a major
international business;

— creating a diverse and inclusive
workplace culture that treats
everyone equally; and

— listening to their views and
safeguarding their wellbeing.
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Ethos

Our purpose is to build A Better Tomorrow™ by reducing the health impact of our
business through offering a greater choice of enjoyable and less risky products
for our consumers.

A key driver to delivering this is our Ethos, which guides our culture and
behaviours across the entire Group. Developed with significant input from our
employees, it ensures an organisation that is future fit for sustainable growth.
These five key principles — bold, fast, empowered, diverse, responsible — underpin
how we deliver on both our purpose and our strategy.

OL®E

Other Information

o%

We are

Responsible

We are

Empowered

We are

Fast

We are

Bold

— Set the context for
our teams and trust
their expertise

— Dream big — with
innovative ideas

— Speed matters.
Set clear direction and
move fast

— Take action to reduce
the health impact of
our business

— Challenge each other. — Ensure the best
Once in agreement, quality products for
we commit collectively our consumers, the

best place to work

for our people, and
the best results

for shareholders

— Make tough decisions
quickly and proudly
stand accountable
for them

— Keep it simple.
Focus on outcomes

— Learn quickly and

— Resilient and fearless share learnings

to compete

— Collaborate and
hold each other
accountable to deliver

— Act with integrity,
never compromising
our standards
and ethics

@@ Our ongoing commitment to fostering
adiverse and inclusive culture at BAT is
underpinned by our ethos, which encourages
our employees to be Bold, Fast, Empowered,
Responsible and Diverse. Our transformation
is driven by our people. By combining

existing and new capabilities, we are radically
redefining our organisation. Together, we

will build A Better Tomorrow. 99

Hae InKim
Director, Talent, Culture and Inclusion

We are

Diverse

— Value different
perspectives

— Build on each others’
ideas, knowledge
and experiences

— Challenge ourselves
to be open-minded
recognising
unconscious bias
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Strategic Management

People and Culture

Investing in Leaders

We are accelerating our transformation
agenda and delivering A Better Tomorrow™
by attracting the right talent with new
experiences and developing our ‘must win’
capabilities.

In 2021, we launched our new Employer
Brand — ‘Be the change’ - reflecting our
corporate purpose and Ethos. The new
brand has been brought to life through our
social media channels and on our revamped
website — careers.bat.com. The updated
site leverages the latest technologies to
personalise a candidate’s experience, with
round-the-clock support in 14 languages.

In 2021, 44% of our external recruits brought
new capabilities into the organisation to
accelerate our business transformation.

Our unwavering commitment and
investment into the development of
leadership and functional ‘must win’
capabilities has resulted in an average of
17.9 training hours delivered per full-time
equivalent (FTE), with an average of £311
invested per FTE in 2021. This included 239
training programmes delivered across our
leadership, functional and digital portfolios.

All functional ‘must win’ capabilities have
foundational learning programmes in place,
creating a level playing field of knowledge
and skills, with 31% of programmes
developing advanced level capabilities.

In the leadership space, over 6,600
employees attended our core leadership
programmes, including four international
cohorts of our Women in Leadership
programme and two cohorts of our Global
Graduate Academy.

To enable quantity, while ensuring quality of
all our programmes, we have shifted all our
programmes to 100% virtual format.

Group diversity as at 31 December 2021
Main Board

33.3%

66.7%

l Male

l Female

I Male 6
I Female 4

Senior Leadership Teams

26.7% | 73.3%

This has been a game changer, making it
more accessible for more people across
the Group. Our digital learning platform,
The GRID, is the gateway to our learning
portfolio — accessible to 100% of our
management population, providing
digital learning anytime, anywhere.

In addition, over 13,000 managers

have completed our leadership
potential assessment — Leadermeter,
which enables early identification of
talent for accelerated development.

@ You can read about our Group risk factor related to
talent on page 320

Inclusive Culture

We are focused on creating a supportive
and inclusive culture where all our people
can flourish.

Our SoBC Respect in the Workplace
Policy makes clear our commitment to
providing equal opportunities to, and

fair treatment of, all our employees and
to creating an inclusive workforce by
promoting employment equality. The policy
was updated in 2021 to include enhanced
provisions relating to not practising any
form of unlawful discrimination, providing
fair wages and benefits and supporting
employees’ work-life balance. Our revised
SoBC takes effect from January 2022.

We are official signatories to the UK Race
at Work Charter for supporting equality and
race in the workplace. We are also certified
as a level 1 Disability Confident Committed
employer under the UK Government’s
accreditation scheme. This demonstrates
our commitment to providing equal
opportunities for disabled employees,
training and development for them, and
reasonable adjustments and support in the
workplace and in recruitment processes.

Total Group Employees

31.4% | 68.6%

l Male

l Female

35,256
16,794

70

Employee retention

In 2021, total voluntary turnover

of management-grade employees was
1,236, representing 8.6% of our Group’s
total management population.

Voluntary turnover rate for all employees
across our Group in 2021 was 9.1%.

Diversity

Representation of women on senior
leadership teams was 24% in 2019,
27% in 2020 and 27% in 2021.

Senior managers:
Companies Act 2006

For the purposes of disclosure under
Section 414C(8) of the Companies

Act 2006, the Group had 181 male

and 42 female senior managers as

at 31 December 2021. Senior managers
are defined here as the members of
the Management Board (excluding the
Executive Directors) and the Directors
of the Group’s principal subsidiary
undertakings. The principal subsidiary
undertakings, as set out in the Financial
Statements, represented approximately
66% of the Group’s employees and
contributed over 89% of Group revenue
and 100% of profit from operations

in 2021.

Nationalitiesrepresented

Total
Main Board 7
Global headquarters 81
Management level globally 141
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Our D&I Strategy

We are proud to be a diverse global company and, as our Ethos shows,
diversity is one of our core values. As we transform our business, we need
fresh, diverse skills, perspectives and mindsets to challenge the status quo
and drive innovation. Our diversity and inclusion (D&) strategy is built on

the following three pillars and underpinned by an inclusive culture.

Pillar1

Driving ownership
and accountability

NG

Ensuring ownership of, and
accountability for, our D&
strategy across all business
areas and leadership teams

is key to driving progress and
achieving our 2025 ambitions.

r

Qur Director for Talent, Culture and
Inclusion has overall responsibility for
all employee and human resources
matters, while our Management
Board oversees the development
and management of talent within the
Group’s regions and functions.

Our D&l governance structure

ensures clear accountability for our
business leaders and leadership teams
for achieving our 2025 ambitions.

This includes a D&| dashboard and
quarterly reviews by our Management
Board to ensure close monitoring of
progress and plans. Diversity also
remains fully embedded in our talent
review processes and meetings across
all levels of the Group.

Our ‘Diversity Champions’ continue
to be key in driving D&l initiatives
throughout the organisation. Our
‘Mastering Inclusion’ training helps
to further empower our people and
increase their awareness. In 2021, more
than 8,300 employees completed the
training. We also launched a new D&l
toolkit for all our managers in 2021, as
well as LGBT+ and Race and Ethnicity
Allyship Guides.

Pillar 2

Building diverse
talent pipelines

Pillar 3
Creating enablers

We focus on building diverse
talent pipelines at all levels of the
organisation through recruiting,
developing and retaining the
best diverse talent.

In 2021, the proportion of women in
management roles was 39% and
27% on senior leadership teams — we
are committed to increase these by
2025 to 45% and 40%, respectively.
To achieve this, we are focused on
recruiting, developing and retaining
the best female talent.

In 2021, 47% of our external
management-level recruits were
women. Women also comprised

51% of our new graduate intake in
2021, helping to build a sustainable
pipeline of future female leaders.

We also provide a range of

training, mentoring, coaching and
sponsorship programmes to support
women’s development.

As well as striving for gender balance,
we focus on diversity of nationalities
and ethnicities. Our target is for

at least a 50% spread of distinct
nationalities in all our regional and
functional leadership teams. We have
141 different nationalities, from a

wide range of ethnic backgrounds, in
management roles across the Group.

@ Read about our Global Graduate Programme
at www.bat-careers.com/graduates

To realise our diversity
ambitions, we know we

must have enablers in place
that provide a supportive
environment for people to thrive
and realise their full potential.

We provide women and diverse groups
with an opportunity to connect,
engage and share experiences, such as
through our Women in BAT UK and our
B-United LGBT+ communities. And our
Parents@BAT programme continues
to provide a range of benefits to
support new parents working in all

BAT businesses worldwide. In 2021, the
return rate from parental leave was
95% for women and 99% for men.

We work to continually raise
awareness of diversity issues through
campaigns and events that showcase
best practice and provide platforms
for role models to amplify their profiles
across the Group. For example, each
year, we celebrate events such as
National Inclusion Week, International
Women’s Day and International Day of
Women and Girls in Science.

Following a successful pilot in the

UK in 2020, we launched our IGNITE
programme in eight more countries

in 2021. IGNITE focuses on supporting
experienced professionals returning to
the workplace after a career break.
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People and Culture
Continued

GLOBAL
EMPLOYER } 2021

CERTIFIED EXCELLENCE IN EMPLOYEE CONDITIONS

Global Top Employer

BAT has been accredited as a Global
Top Employer for the last four
consecutive years.

Top

LEADER IN
DIVERSITY

Financial Times Diversity Leader

BAT has been ranked in the top 10%
of companies in 2021 for achieving a
diverse and inclusive workforce.

Global Equality Standard certified

In 2021, we achieved accreditation
under the Global Equality Standard,
as well as the UK National

Equality Standard.

B BEST

"% | PLACES TO WORK

2021 | for LGBTQ Equality

100% CORPORATE EQUALITY INDEX

Corporate Equality Index

In 2021, for the second consecutive
year, our business in the U.S.
and Mexico scored 100% on the

Human Rights Campaign Foundation’s

Corporate Equality Index for LGBT+
workplace equality.

Workforce Engagement

Ensuring we have open engagement,
where we can listen and learn from our
people, is crucial to an inclusive culture.
The Group has a range of well-established
engagement channels worldwide covering
the Group’s global workforce', including:

— market and site visits by our Directors
and Management Board members to
meet local employees;

— town halls and listening sessions;

— meetings with works councils,
trade unions and the European
Employee Council;

— global, functional and regional webcasts,
and webcasts and podcasts with the
Chief Executive and Management
Board members;

— our global ‘Your Voice’ employee survey
every two years, most recently in 2027;

— our annual global leaders meeting with
the top 120 senior leaders across the
Group; and

— global, independently-managed
and multilingual Speak Up channels,
discussed further on page 57.

These engagement channels are
implemented as appropriate for the
composition of local workforce populations,
at market, regional or functional levels.
With COVID-19 continuing to affect our ways
of working throughout the year, workforce
engagement forums in 2021 continued to be
conducted primarily through virtual formats,
leveraging the success of Group digital
transformation initiatives.

Given the scale, spread and diversity of the
Group’s workforce, the Board considers

it effective to use these established
engagement channels, augmented by
Group-wide reporting structures to capture
feedback from engagement at market,
regional and functional levels.

Employee feedback from workforce
engagement channels is collected
across the Group and analysed to define
priority themes. Consolidated feedback
and themes from engagement are
reviewed by our Board each year, as
part of our Workforce Voice in the
Boardroom programme.

This focuses on ensuring the Board
understands the views of our workforce,
and reviews details of the key themes
identified and how we have responded.
Feedback from the Board, with associated
action planning, is cascaded back across
our workforce and the Board is kept
updated on progress against identified

The overarching themes identified

from engagement in 2021 related to
transformation, innovation and staying
connected (particularly in the context of the
COVID-19 pandemic). We have responded
to this feedback with a range of initiatives,
including enhanced communications
activities to increase our connectivity and
provide greater visibility of the Group’s work
around transformation and innovation.

For example, we held a virtual TIME:
Technology Inspiring a Modern Enterprise
Automation summit in 2021, demonstrating
how our digital transformation can empower
our people. Broadcast live and available to

all Group company employees, the four-day
summit saw speakers from the business
and tech world join BAT senior leaders

to discuss how automation is changing

our lives.

We also held a global competition for
employees to develop creative and engaging
videos about the Group’s strategic purpose.
This provided an opportunity for employees
to share what makes them proud to work
for BAT and what it means to be part of
the Group’s transformation. In addition,
we published a new Science & Innovation
Report in 2021 and introduced quarterly
science updates, providing our employees
with details of the latest developments

in tobacco harm reduction science and
innovation in a concise and engaging way.

Your Voice

In our 2021 Your Voice global employee
survey, we were pleased to surpass our 2019
response rate with 93% of all employees
globally choosing to respond (7% higher
than our global FMCG comparator group).

Our 2021 Your Voice results outperform our
FMCG comparator group in most categories,
with strong results in diversity and inclusion,
people management, corporate responsibility
and empowerment. Our 2021 results were
1% higher than our FMCG comparator group
for our Employee Engagement Index and 4%
higher than our FMCG comparator group for
our High Performance Index. These results
reflect a connected, committed, energised
and high performing organisation.

We use these results as the basis
for further shaping the priorities of
the organisation.

1. The Board has taken account of the requirements of
the UK Corporate Governance Code in its approach to
engagement with the Group’s workforce. We define the
Group’s workforce as comprising all Group company
employees and individuals contracted directly to
undertake permanent and temporary roles.

actions during the year.

@ Find out about how our Board engages with our
global workforce on page 108
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Our Employment Principles

Our Employment Principles set out a
common approach for our Group companies’
policies and procedures, recognising that
each Group company must take account of
local labour law and practice, and the local
political, economic and cultural context.

In developing our Employment Principles, we
have sought the views of a cross-section of
internal and external stakeholders, and have
consulted with employee representatives
and (where relevant) with our works councils.
All Group companies have adopted our
Employment Principles and, through our
internal audit processes, are required to
demonstrate how these are embedded into
the workplace.

In addition to our Employment Principles,
our Board Diversity Policy applies specifically
to our Board and Management Board,
discussed at page 119.

Responsible restructuring

Our Employment Principles make clear
that, where restructuring is necessary, we
are committed to doing so in a responsible
manner. Where such situations do occur,
our companies adopt responsible local
approaches and procedures to address
each instance, such as severance pay and
outplacement support to help displaced
employees find alternative employment.

In 2021, we continued Project Quantum

to restructure our business globally by
redesigning management layers and
eliminating duplications, while simultaneously
reinvesting in new capabilities and roles to
ensure delivery of our strategy.

Our policies and principles

Strategic Report Governance Report

Rewarding People

Our SoBC makes clear our commitment

to providing fair, clear and competitive
wages and benefits. In line with good equal
pay practices, we have clearly defined

pay scales for all roles across the Group
worldwide. This approach ensures pay,
bonuses and benefits are consistently
applied and not influenced by factors such
as gender or ethnicity.

Reward is a key pillar in ensuring that we
have the right people to drive the business
forward. Reward is necessarily local and

we strongly support this through global
frameworks to ensure leading edge policies,
processes and technology are available to
all markets.

Base pay rewards core competence relative
to skills, experience and contribution to the
Group, while annual bonuses, long-term
incentives, recognition schemes and ad

hoc incentives provide the right mix to
ensure that sustained high performance is
recognised and rewarded.

Our annual bonus and long-term
incentive plans are aligned throughout
the organisation, with eligible employees
participating in plans with the same
performance metrics as the Executive
Directors, supporting line of sight
throughout the organisation. We also
offer our UK employees the chance to
share in our success via our Sharesave
Scheme, Partnership Share Scheme

and Share Reward Scheme, and operate
several similar schemes for employees in
our Group companies. Our approach to
rewarding Group company employees is
discussed further at page 163.

@ Find details of our Directors’ Remuneration Policy
on pages 152-165

Summary of areas covered

Other Information

Equal pay for equal work

We have been reporting data relating to UK
gender pay gaps since 2017 in accordance
with UK statutory requirements. For 2021,
we have extended the scope of our
voluntary reporting to include, for the first
time, gender pay gap data for an additional
eight markets, representing approximately
40% of our Group company employees.
We have also published ethnicity pay gap
data for UK employees for 2021.

We recognise that we have a gender

pay gap in the UK, which refers to the
percentage difference between the
average pay for men and women and is not
to be confused with equal pay for equal
work. This situation is particular to the UK,
which is home to our global headquarters,
where at present we have more men than
women in senior leadership roles.

Gender pay data from our international
markets provides a broader assessment
of our business and demonstrates that
pay gaps are negligible or are in favour
of women. In addition, we worked with

a specialist consultancy in 2021 to
conduct a Pay Equity Review on the data
across nine countries, including the UK.
The consolidated results show men and
women are paid within 1% of one another
for doing the same work or work of equal
value across those countries. This confirms
that our global efforts to provide fair
compensation based on legitimate
drivers of pay are working. In early 2022,
we gained independent accreditation

for our Pay Equity Review from Fair Pay
Workplace, a non-profit organisation.
Certification demonstrates a further
commitment to Pay Equity, moving from
self-disclosure to demonstrable actions.
= Find out more, including our statutory UK gender

Ml pay gap data, in our 2021 Diversity and Inclusion
Report, available at www.bat.com/genderpayreport

Stakeholder groups

Employment Principles* Employment practices, including commitments to diversity, reasonable % Our People
working hours, family-friendly policies, employee wellbeing, talent,
performance, equal opportunities, and fair, clear and competitive
remuneration and benefits and responsible restructuring.
Health and Safety Policy * Health, safety and welfare of all employees, other members of our X Our People <& Customers
workforce and third-party personnel. @ suppliers -
Standards of Business Topics including respect in the workplace: promoting equality and X Our People
Conduct (SoBC) * diversity; preventing harassment and bullying; fair wages and benefits; -
and supporting work-life balance; as well as human rights, health, safety,
welfare and compliance with our Group Data Privacy Procedures.
Group Data The manner in which BAT processes personal data about all individuals, ﬁ{oneome 693upp“ers
Privacy Procedure including consumers, employees, contractors and employees &R Consurners S Customers

of suppliers.

* These policies and principles are endorsed by our Board, are adopted by all Group companies and support the effective identification, management and mitigation of risks and issues for our
business in these and other areas. Available at bat.com/principles.
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— New Categories revenue growth and strong pricing in combustibles offset by currency
headwinds, with revenue down 0.4%;

— Profit from operations was up 2.7%. On an adjusted, constant currency basis, profit from
operations grew 5.2%, despite a further incremental increase in New Category investment;

— Diluted EPS up 6.0%. Adjusted diluted EPS up 6.6% at constant rates of exchange;
— Deleveraging continued eto 3.0xe, driven by strong cash generation;
— Dividend per share up 1.0% at 217.8p; and

— Share repurchase programme of £2 billion announced for 2022.

Non-GAAP Measures

In the reporting of financial information, the
Group uses certain measures that are not
defined by IFRS, the Generally Accepted
Accounting Principles (GAAP) under which
the Group reports. The Group believes that
these additional measures, which are used
internally, are useful to users of the financial
information in helping them understand the
underlying business performance.

The principal non-GAAP measures which
the Group uses are adjusted revenue,
adjusted revenue from New Categories,
adjusted profit from operations,
adjusted diluted earnings per share, @
operating cash flow conversion ratio, and

free cash flow (before and after) dividends®.

Adjusting items are significant itemsin
revenue, profit from operations, net finance
costs, taxation and the Group’s share of
the post-tax results of associates and

joint ventures which individually or, if of a
similar type, in aggregate, are relevant to
an understanding of the Group’s underlying
financial performance. As an additional
measure to indicate the results of the
Group before the impact of exchange rates
on the Group’s results, the movement

in adjusted revenue, revenue from New

Categories, adjusted profit from operations,

adjusted net finance costs and adjusted
diluted earnings per share are all also
shown at constant rates of exchange.

These non-GAAP measures are explained,
defined and reconciled from the most
comparable GAAP metric on pages 304
to 313 and note 2 in the Notes on the
Accounts. As reported in 2020, from 2021
adjusted revenue from the Strategic
Portfolio ceased to be a KPI.

Revenue

In 2021, revenue was £25,684 million (down
0.4%), with 2020 also marginally lower
(down 0.4%) than 2019 at £25,776 million.
New Categories performed well in both
years with revenue up 42.4% in 2021 and
14.9% in 2020. Strong pricing in combustibles
drove price/mix of 4.3% in 2021 (2020: 7%),
with 2021 lower than 2020 due to negative
geographic mix as markets began to recover
fromm COVID-19, an estimated £260 million
impact in Australasia (due to a structural
change in excise and competitive pricing
environment) and the negative impact of
the sale of the Group’s operationsin Iran,
partially offset by an estimated £200 million
benefit from trade inventory movements in
the U.S. mainly linked to the timing of price
increases and uncertainty about a potential
excise increase. Cigarette volume was
largely in line with 2020 at 637 billion sticks
(2020: 4.6% decline to 638 billion sticks).

COVID-19 was a headwind in 2020

of approximately 2.5%, largely due to
restrictions in South Africa and a number of
other markets across the Group, including
the Group’s Global Travel Retail (GTR)
business. During 2021, GTR continued

to be impacted by the ongoing global

travel restrictions.

Translational foreign exchange impacted
both years, being a headwind of 7.3% in
2021 and 3.5% in 2020, due to the relative
strength of sterling, which more than offset
the operational performance and led to the
decline in both years. Excluding the impact
of currency (and excise on bought-in goods
which affected 2019), adjusted revenue at
constant rates of exchange increased 6.9%
(2020: up 3.3%).

Reconciliation of revenue to adjusted revenue at constant rates

Revenue
(Em)

£25,684m
-0.4%
202

2020 £25,776m -0.4%

Definition: Revenue recognised, net of duty,
excise and other taxes.

©® KPI @ Non-GAAP

Change in adjusted revenue
atconstantrates (%)

+6.9%

2021 [ +o.0%

2020 +3.3%

Definition: Change in revenue before the impact of adjusting
items and the impact of fluctuations in foreign exchange rates.

2021 2020 2019
Change % Change %

£m (vs 2020) £m (vs 2019) £m
Revenue 25,684 -0.4% 25,776 -0.4% 25,877
Adjusting items - - - - (50)
Adjusted revenue 25,684 -0.4% 25,776 -0.2% 25,827

Impact of exchange 1,877 894
Adjusted revenue at constant rates 27,561 +6.9% 26,670 +3.3% 25,827
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Profit From Operations

Profit from operations increased 2.7%

to £10,234 million, compared to an
increase of 10.5% to £9,962 million in 2020,
largely driven by a translational foreign
exchange headwind due to the relative
strength of sterling compared to the
Group’s operating currencies, including the
US dollar. During 2021, Project Quantum
(the Group’s restructuring and efficiency
programme) delivered savings of

£595 million in 2021, following £660 million
in 2020.

Raw materials and other consumables
costs decreased 0.9% to £4,542 million

in 2021, following a decline of 0.3% to
£4,583 million in 2020. In 2021, our raw
material costs were negatively impacted by
a transactional foreign exchange headwind
of 1.7%, offset by savings and translational
tailwind (on costs). The decrease in 2020
was mainly due to the end of the contract
manufacturing agreement which, due to
excise recognition on bought-in products
under that arrangement, led to an increase
(in prior years) in revenue and in raw
materials and other consumables costs.

Employee benefit costs declined 1.0%

to £2,717 million (2020: down 14.8% to
£2,744 million). The reduction was partly
due to translational foreign exchange,
offsetting wage inflation and to operational
efficiencies achieved through Quantum.

Depreciation,amortisationand
impairment costs decreased by £374 million
to £1,076 million in 2021 compared to a
decrease of £62 million to £1,450 million

in 2020. This includes the amortisation

and impairment charges of £306 million
(2020: £339 million) largely related to

the trademarks and similar intangibles
capitalised following recent acquisitions.
Also included were goodwill impairment
charges of £54 million in Peru and £3 million
following the exit from Myanmar (both in
2021) and £197 million (in 2020) in respect
of Malaysia, recognised due to the ongoing
operational challenges in those markets.

Profit from operations
(Em)

£10,234m
2.7%

® KPI @ Non-GAAP
L]

Change in adjusted profit from
operations at constantrates (%)

+5.2%

2021 [Tl +2.7%

2020 £9,962m +10.5%

Definition: Profit for the year before the impact of net
finance costs/income, share of post-tax results of associates
and joint ventures and taxation on ordinary activities.

Other operating expenses declined

by £199 million to £7,468 million (2020:
decrease of £184 million to £7,667 million).
The Group continued to incrementally increase
the investment behind New Categories,
with anincrease in 2021 (compared to
2020) of £377 million, itself an increase on
2019 of £346 million, in part funded by the
efficiencies delivered by Quantum.

Adjusting items included within profit
from operations totalled £916 million in 2021
(2020: £1,403 miillion). These related to:

— trademark amortisation and impairment
(2021: £306 million; 2020: £339 million);

— other litigation costs of £80 million
(2020: £487 million) which in 2021 was
in respect of other litigation costs of
£54 million (2020: £87 million) including
Engle progeny and the net charge
from settlements in Turkey and South
Korea (£26 million). 2020 also included
a £400 million charge largely in respect
of developments in cases regarding
payment obligations under the state
settlement agreements with Florida,
Texas, Minnesota and Mississippi for
brands previously sold to a third party;

— restructuring and integration costs of
£150 million (2020: £408 million) partly
related to Quantum which will simplify
the business and create a more efficient
and agile organisation to support the
growth of New Categories;

2oz [ 2%

2020 +4.8%

Definition: Change in profit from operations before the impact
of adjusting items and the impact of fluctuations in foreign
exchange rates.

— acredit, in 2021, of £59 million as an
accrual related to the Reynolds American
dissenting shareholders was released on
successful conclusion of that complaint;

— acredit, in 2021, of £35 million following
the partial buy-out of the pension fund in
the U.S,; and

— charges in respect of the sale of the
Group’s operations in Iran (£358 million)
in 2021, largely in respect of the write-off
of certain assets and the reclassification,
from reserves to the income statement,
of foreign exchange.

The Group also recognised charges in
respect of the impairment of goodwill of
£57 million in 2021 (related to Peru and
Myanmar) and £209 million in 2020 (mainly
in respect of Malaysia and Twisp) which
was partly offset by a credit, in 2020, of

£40 million (related to the 2019 charge
associated with the excise dispute in Russia).

2020 also included an estimated

£145 million in additional supply chain costs
to maintain supply as a number of markets
experienced temporary disruption due to
CQOVID-19, with no material additional costs
incurred in 2021.

Expenditure onresearch and development
was £304 million in 2021 (2020: £307 million)
with a focus on products that could
potentially reduce the risk associated with
smoking conventional cigarettes.

Analysis of profit from operations, net finance costs and results from associates and joint ventures

2021 2020
Adjusting Impact Adjusted Adjusting

Reported items Adjusted of exchange atCC Reported items  Adjusted
£m £m £m £m £m £m £m £m

Profit from operations
u.s. 5,566 321 5,887 456 6,343 4,975 809 5,784
APME 1,287 430 1,717 16 1,833 1,472 381 1,853
AMSSA 1,496 94 1,590 98 1,688 1,553 65 1,618
ENA 1,885 71 1,956 132 2,088 1,962 148 2,110
Total regions 10,234 916 1,150 802 11,952 9,962 1,403 11,365
Net finance (costs)/income (1,486) 55 (1,431) (89) (1,520) (1,745) 153 (1,592)
Associates and joint ventures 415 12 427 29 456 455 (13) 442
Profit before tax 9,163 983 10,146 742 10,888 8,672 1,543 10,215
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Operating margin
(%)

39.8%
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@ KPI @ Non-GAAP

Adjusted operating margin
(%)

43.4%

2021 [ so.0%

2020 38.6%

Definition: Profit from operations as a percentage
of revenue.

Adjusted profit from operations is the
Group’s profit from operations before
adjusting items referred to above.
Adjusted profit from operations fell 1.9%
to £11,150 million, driven by the foreign
exchange headwind. On a constant
currency basis this would have been
anincrease of 5.2%. In 2020, adjusted
profit from operations grew 2.1% to
£11,365 million, being an increase of
4.8% on a constant currency basis.

Operating Margin

Operating margin in 2021 increased

by 120 bps to 39.8% largely driven by

lower charges in respect of items such

as trademark amortisation, goodwill
impairment, litigation and Quantum in 2021
compared to 2020, despite the impact of
Iran described earlier. In 2020, operating
margin was 38.6%, an increase of 380 bps
as 2019 was impacted by a number of items
(including Quebec and Russia) that did not
repeat. These are described in note 6 in the
Notes on the Accounts.

In 2021, adjusted operating margin
declined 70 bps to 43.4%, compared to

a growth of 100 bps in 2020 (to 44.1%).

This was driven by the proportionate
growth in New Categories revenue (with
the Group continuing to invest in those
categories), higher revenue in lower margin
markets and a transactional foreign
exchange headwind of 1.7%.

43.4%

e, |

2020 441%

Definition: Adjusted profit from operations as a percentage
of adjusted revenue.

Net Finance Costs

In 2021, net finance costs were

£1,486 million, a decrease of £259 million
on 2020 which, at £1,745 million, were
£143 million higher than 2019.

The movement in 2021 was partly due

to the impact of the charges incurred in
2020 (in relation to the redemptions and
tender offer to repurchase certain bonds
undertaken to de-risk the Group’s future
financing programme which did not repeat)
and a translational foreign exchange
tailwind due to the strength of sterling.
Also in 2021, the Group issued perpetual
hybrid bonds totalling €2 billion, recognised,
in line with IAS 32 Financial Instruments,
as equity. Interest on such instruments

are recognised in reserves rather than as

a charge to the income statement in net
finance costs. In 2021, in line with IAS 33
Earnings Per Share, £12 million has been
recognised as a deduction to EPS similar
to non-controlling interest. The increase

in 2020 was also driven by a change in

mix of borrowings towards the US dollar
during the year (as the Group issued bonds
totalling US$8.7 billion, €1.7 billion and

£0.5 billion).

Before adjusting items in respect of
interest on a settlement in Turkey in 2021
(E11 million), the Franked Investment
Income Group Litigation Order (FIIGLO),
as discussed on page 201 (£20 million;

Other Information

2020: £21 million) and, in 2020, net costs

of £142 million in respect of the bond
redemption combined with a net credit of
£10 million (largely in respect of interest in
relation to the Russia excise dispute) and
the translation impact of foreign exchange
(in both years), adjusted net finance costs
were 4.5% lower in 2021 and 5.9% higher in
2020. The Group’s average cost of debt in
2021 was 3.5%, compared to 3.6% in 2020.

Associates and Joint Ventures

Associates largely comprised the Group’s
shareholding in its Indian associate, ITC.
The Group’s share of post-tax results of
associates and joint ventures, included at
the pre-tax level under IFRS, decreased
from £455 million to £415 million in 2021.
This follows a decline in 2020 of 8.6% (from
£498 million in 2019), as ITC continued to
experience difficult trading conditions,
including business disruption due to the
impact of COVID-19.

Included in the results for 2021and 2020
are adjusting items, which included a gain
of £6 million in 2021 (2020: £17 million),
arising on the deemed disposal of part of
the Group’s shareholding in ITC (due to
issuances of ordinary shares under the ITC
Employee Share Option Scheme).

In 2021, this was more than offset by
other charges, including an £18 million
charge in 2021 as the Group recognised an
impairment in Yemen.

In 2020, the Group recognised a £4 million
charge being the Group’s share of charges
recognised by ITC in respect of the cost of
leaf tobacco stocks destroyed in a third-
party warehouse fire.

Excluding such adjusting items and the
impact of translational foreign exchange,
the Group’s share of associates and

joint ventures on an adjusted, constant
currency basis increased 3.3% in 2021, to
£456 million. In 2020, this was a decrease
of 1.2% on 2019.

Analysis of profit from operations, net finance costs and results from associates and joint ventures

2020 2019
Adjusting Impact  Adjusted Adjusting

Reported items  Adjusted of exchange atCC Reported items  Adjusted
£m £m £m £m £m £m £m £m

Profit from operations
us. 4,975 809 5,784 32 5,816 4,410 626 5,036
APME 1,472 381 1,853 56 1,909 1,753 306 2,059
AmSSA 1,553 65 1,618 178 1,796 1,204 638 1,842
ENA 1,962 148 2,110 30 2,140 1,649 544 2,193
Total regions 9,962 1,403 11,365 296 1,661 9,016 214 11,130
Net finance (costs)/income (1,745) 153 (1,592) (20) (1,612) (1,602) 80 (1,522)
Associates and joint ventures 455 (13) 442 26 468 498 (25) 473
Profit before tax 8,672 1,543 10,215 302 10,517 7,912 2,169 10,081
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Tax

In 2021, the tax charge in the income
statement was £2,189 million, compared
to £2,108 million in 2020 and £2,063 million
in 2019.

The effective tax rates in the income
statement are therefore a charge of 23.9%
in 2021, 24.3% in 2020 and 26.1% in 2019.
These are also affected by the inclusion

of adjusting items described earlier and
the associates and joint ventures’ post-
tax profit in the Group’s pre-tax results.
Excluding these items, the underlying

tax rate for subsidiaries was 24.7% in
2021, 24.9% in 2020 and 26.0% in 2019.
The decrease in underlying tax rate in 2021
largely reflects the prior and current year
tax reclaims in Brazil together with mix

of profits.

See the section Non-GAAP measures on
page 309 for the computation of underlying
tax rates for the periods presented.

Tax strategy

The Group’s global tax strategy is reviewed
regularly by the Board. The operation of the
strategy is managed by the Finance and
Transformation Director and Group Head of
Tax with the Group’s tax position reported
to the Audit Committee on a regular basis.
The Board considers tax risks that may
arise as a result of our business operations.
In summary, the strategy includes:

— complying with all applicable laws
and regulations in countries in which
we operate;

— being open and transparent with tax
authorities and operating to build mature
professional relationships;

— supporting the business strategy of
the Group by undertaking efficient
management of our tax affairs in line with
the Group’s commercial activity;

— transacting on an arm’s-length basis
for exchanges of goods and services
between companies within the Group;
and

— engaging in pro-active discussions with
tax authorities on occasions of differing
legal interpretation.

Where resolution is not possible, tax
disputes may proceed to litigation.
The Group seeks to establish strong
technical tax positions.

Where legislative uncertainty exists,
resulting in differing interpretations, the
Group seeks to establish that its position
would be more likely than not to prevail.
Transactions between Group subsidiaries
are conducted on arm’s-length terms in
accordance with appropriate transfer
pricing rules and OECD principles.

The tax strategy outlined above is
applicable to all Group companies, including
the UK Group companies. Reference to tax
authorities includes HMRC.

The publication of this strategy is
considered to constitute compliance with
the duty under paragraph 16(2) Schedule 19
Part 2 of the UK Finance Act 2016.

The taxation on ordinary activities was a
charge of £2.2 billion in 2021, £2.1 billion in
2020 and £2.1 billion in 2019. Corporation Tax
paid (due to the timing of Corporation

Major taxes paid 2021
(Ebn)

£40.5bn

Major taxes paid

Tax instalment payments which straddle 2::: 2252
different financial years) was £2.3 billion
in 2021, £2.1 billion in 2020 and £2.2 billion ITobacco excise 31.6 32.2
in 2019. (collected)
Our tax fc.)otprmt.extenFis bgyopq I Net VAT and other sales 5.6 5.8
Corporation Tax, including significant
taxes (collected)

payment of employment taxes and other
indirect taxes including customs and I Corporation Tax 2.3 21
import duties. The Group also collects (borne)
taxes on behalf of governments (including
tobacco excise, employee taxes, VAT and Customs and import 0.3 0.3
other sales taxes). The total tax paid in duties (borne)
2021 of £40.5 billion (2020: £41.1 billion, )
2019: £41.4 billion) therefore consists of ll Taxes paid by 0.5 0.5
both taxes borne and taxes collected as employees (collected)
shown in the table provided. Employment taxes 0.2 02
In addition to the major taxes, there are (borne)
a host of other taxes the Group bears and 40.5 411
collects such as transport taxes, energy
and environmental taxes, and banking
and insurance taxes.
The movements in deferred tax, taken
through other comprehensive income,
mainly relate to the change in the valuation
of retirement benefits in the year, as
disclosed in note 16 in the Notes on
the Accounts.
Deferred tax asset/(liability)

2021 2020 2019

£m £m £m

Opening balance (15,780) (16,626) (17,432)
Difference on exchange (148) 506 680
Changes in tax rates 158 133 47
Other credits/(charges) to the income statement 29 184 (55)
Other (charges)/credits to other comprehensive income (110) 23 138
Other movements - - (4)
Closing balance (15,851) (15,780) (16,626)
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Profit for the year was £6,974 million, a
6.2% increase compared to £6,564 million
in 2020 (itself an increase of 12.2% on
2019). While the Group was impacted

by foreign exchange headwinds, a good
operational performance in both years was
enhanced by efficiencies realised through
Quantum and from a lower effective tax
rate. Both 2021 and 2020 were impacted by
a number of charges as described earlier
with the improvement in profit for the year
in 2020 (compared to 2019) also due to
charges in relation to Quebec and Russia

in 2019.

Consequently, and after accounting for
the movement in non-controlling interests
in the year, basic earnings per share were
6.0% higher at 296.9p (2020: 280.0p;

2019: 249.7p). After accounting for the
dilutive effect of employee share schemes,
diluted earnings per share were 295.6p,
6.0% higher than 2020 (2020: 278.9p;

2019: 249.0p).

Earnings per share are impacted by

the adjusting items discussed earlier.
Adjusted diluted EPS, as calculated in note
11in the Notes on the Accounts, was down
against the prior year by 0.8% at 329.0p,
with 2020 ahead of 2019 by 2.4% at 331.7p.
Adjusted diluted EPS at constant rates
would have been 6.6% ahead of 2020 at
353.5p, with 2020 up 5.5% against 2019.

Strategic Report Governance Report

Dividends

The Group pays its dividends to
shareholders over four quarterly interim
dividends. Quarterly dividends provide
shareholders with a more regular flow of
dividend income and allow the Company to
spread its substantial dividend payments
more evenly over the year, aligning better
with the cash flow generation of the Group
and so enable the Company to fund the
payments more efficiently. The Board seeks
to reward shareholders with an increase in
dividend, by reference to 65% of adjusted
diluted EPS over the mid to long term.

The Board has declared an interim dividend
of 217.8p per ordinary share of 25p, payable

in four equal quarterly instalments of 54.45p
per ordinary share in May 2022, August

2022, November 2022 and February 2023.
This represents an increase of 1.0% on 2020
(2020: 215.6p per share, up 2.5%) and a payout
ratio, on 2021 adjusted diluted earnings per
share, of 66.2% (2020: 65.0%).

The quarterly dividends will be paid to
shareholders registered on either the UK
main register or the South Africa branch
register and to ADS holders, each on the
applicable record dates.

Under IFRS, the dividend is recognised in
the year that it is approved by shareholders
or, if declared as an interim dividend by
Directors, in the period that it is paid.

The cash flow, prepared in accordance
with IFRS, reflects the total cash paid in the
period. Further details of the total amounts
of dividends paid in 2021 and 2020 (with
2019 comparatives) are given in note 22 in
the Notes on the Accounts.

Dividends are declared and payable in
sterling except for those shareholders

on the branch register in South Africa,
where dividends are payable in rand.

The equivalent dividends receivable by
holders of ADSs in US dollars are calculated
based on the exchange rate on the
applicable payment date.

Further details of the quarterly
dividends and key dates are set out
under ‘Shareholder information’ on
pages 354 and 355.

Other Information

Diluted earnings per share (EPS)

(o)

295.6p

+6.0%
e 2956p EEIGA

2020 278.9p +12.0%

Definition: Profit attributable to owners of BAT p.l.c. over
weighted average number of shares outstanding, including the
effects of all dilutive potential ordinary shares.

@ KPI @ Non-GAAP

Change in adjusted diluted EPS
(%)

-0.8%

202 [ -08%

2020 +2.6%

Definition: Change in diluted earnings per share before the
impact of adjusting items.

@® KPI @ Non-GAAP

Change in adjusted diluted EPS
atconstantrates (%)

+6.6%

2o N -5

2020 +5.5%

Definition: Change in diluted earnings per share before the
impact of adjusting items and the impact of fluctuations in
foreign exchange rates.

The discussion of 2019 results that are not necessary to an understanding of the
Group's financial condition, changes in financial condition and results of operations is
excluded from this Financial Review in accordance with applicable US Securities laws.
Discussion of such 2019 metrics is contained in the Group’s Annual Report on Form
20-F 2020, which is available at bat.com/annualreport and has been filed with the SEC.
Information contained in pages 34 to 42, pages 65 to the first column on page 72 and
from the heading ‘Retirement benefit schemes’ on page 72 to page 73 of the Annual

Report on Form 20-F 2020 are accordingly incorporated by reference into this Annual
Report on Form 20-F 2021 only to the extent such information pertains to the Group’s
financial condition and results of operations for the fiscal year ended 31 December 2019.
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Treasury, Liquidity and
Capital Structure

The Treasury Function is responsible

for raising finance for the Group and
managing the Group’s cash resources and
the financial risks arising from underlying
operations. Clear parameters have been
established, including levels of authority, on
the type and use of financial instruments
to manage the financial risks facing the
Group. Such instruments are only used

if they relate to an underlying exposure;
speculative transactions are expressly
forbidden under the Group’s treasury
policy. All these activities are carried out
under defined policies, procedures and
limits, reviewed and approved by the Board,
delegating oversight to the Finance and
Transformation Director and Treasury
Function. See note 26 in the Notes on the
Accounts for further detail.

Itis the policy of the Group to maximise
financial flexibility and minimise
refinancing risk by issuing debt with a
range of maturities, generally matching
the projected cash flows of the Group
and obtaining this financing from a wide
range of sources. The Group targets an
average centrally managed debt maturity
of at least five years of which no more
than 20% matures in a single rolling year.
As at 31 December 2021, the average
centrally managed debt maturity was 10.1
years (2020: 9.9 years) with the highest
proportion maturing in a single rolling
12-month period was 18.6% (2020: 16.4%).

In order to manage its interest rate risk,

the Group maintains both floating rate and
fixed rate debt. The Group sets targets
(within overall guidelines) for the desired
ratio of floating to fixed rate debt on a net
basis (at least 50% fixed on a net basis in
the short to medium term). At 31 December
2021, the relevant ratio of floating to fixed
rate borrowings was 10:90 (2020: 7:93).

As part of the management of liquidity,
funding and interest rate risk, the Group
regularly evaluates market conditions and
may enter into transactions, from time

to time, to repurchase outstanding debt,
pursuant to open market purchases, tender
offers or other means.

The Group continues to maintain
investment-grade credit ratings*, with
ratings from Moody’s/S&P at Baa2
(stable outlook)/BBB+ (stable outlook),®
respectively, with a medium-term rating
target of Baal/BBB+.© The strength
of the ratings has underpinned debt
issuance and the Group is confident of
its ability to successfully access the debt
capital markets.
* Acredit rating is not arecommendation to buy, sell or hold
securities. A credit rating may be subject to withdrawal

or revision at any time. Each rating should be evaluated
separately of any other rating.

As at 31 December 2021, the Group’s
floating rate borrowings have no exposure
in relation to IBOR reform as its floating rate
bond of USS$750 million is due to mature in
August 2022 before the USD LIBOR ceases.

Additionally, the Group has hedging
instruments that are indexed to sterling
LIBOR interest rates. The Group signed up
to the ISDA 2020 IBOR Fallback Protocol
as published by the International Swaps
and Derivative Association Inc., ensuring
that appropriate fallback rates will apply in
relation to derivatives that are impacted
by LIBOR cessation and therefore
certainty on the basis of the further cash
flows. The hedge relationship on these
derivatives will continue with the resulting
ineffectiveness likely to be immaterial.

Available facilities

The Group maintains a £25 billion Euro
Medium Term Note (EMTN) programme,
and US (USS$4 billion) and European

(E3 billion) commmercial paper programmes
to accommodate the liquidity needs of the
Group. At 31 December 2021, there was
£269 million commercial paper outstanding
(2020: nil outstanding). Cashflows relating
to commercial paper that have maturity
periods of three months or less are
presented on a net basis in the Group’s
cashflow statement.

The Group’s main bank facility is a
syndicated £5.85 billion committed revolving
credit facility. This facility was undrawn

at 31 December 2021 (31 December 2020:
undrawn). In 2021, the Group exercised

the first of the one-year extension options
on both tranches of the revolving credit
facility, with the second one-year extension
subsequently exercised in February

2022. Effective March 2022, therefore,

the £2.85 billion 364-day tranche will be
extended to March 2023 at the reduced
amount of £2.7 billion and £2.5 billion of the
five-year tranche will be extended from
March 2026 to March 2027 (with £3.0 billion
of this tranche remaining available until
March 2025 and £2.85 billion remaining
available from March 2025 to March 2026).

During 2021, the Group extended short-term
bilateral facilities totalling £2.5 billion until
March or April 2022, some with extension
options to extend for further periods.

As at 31 December 2021, £500 million
was drawn on a short-term basis.

Of such short-term bilateral facilities,

in December 2021, the Group amended
and extended a total of £500 million until
December 2022 and subsequent to year
end, the Group amended and extended

a further £500 million until January 2023
and effective April 2022, an additional
£350 million was agreed to be extended
until October 2022 and £500 million until
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April 2023. Cashflows relating to bilateral
facilities that have maturity periods of three
months or less are presented on a net basis
in the Group’s cashflow statement.

In July 2019, the Group filed a shelf
registration statement on Form F-3 with
the SEC pursuant to which B.AT Capital
Corporation and B.A.T. International Finance
p.l.c. may issue debt securities guaranteed
by certain members of the Group from

time to time. This forms part of the Group’s
strategy to ensure flexible and agile access
to capital markets and the registration
statement is initially valid for three years.

Use of facilities

These facilities ensure that the Group has
access to funding to supplement the cash
available or generated by the business

in the period to meet the operational
(including working capital) and general
corporate requirements including, but
not limited to, the timing of payments in
relation to:

- dividends (2021: £4.9 billion;
2020: £4.8 billion);

— capital expenditure (2021: £0.6 billion;
2020: £0.6 billion);

— MSAin the U.S. (2021: £2.7 billion;
2020: £2.2 billion);

— refinancing obligations;

— share repurchase programme, as
announced for 2022 (£2 billion); and

— other corporate activity such as litigation
or acquisitions as relevant.

Management believes that the Group
has sufficient working capital for present
requirements, taking into account the
amounts of undrawn borrowing facilities
and levels of cash and cash equivalents,
and the ongoing ability to generate cash.

Issuance, drawdowns and repayment
inthe period

In 2021, the Group repaid:

— €650 million, £500 million, €1.1 billion,
CHF 400 million and €500 million bonds
at maturity; and

— the £1,929 million term loan that had
a maturity date in January 2022.

Also in 2021, the Group issued perpetual
hybrid bonds totalling €2 billion.

The issuance allowed the Group to raise
incremental euro-denominated securities,
which contributed to a more efficient
alignment of the Group’s earnings currency.
It also contributes to the diversification

of the Group’s sources of funding and
further strengthens its capital structure.
The issuance provided the additional
benefit of supporting the deleveraging
journey with the addition of a small benefit
to the credit metrics.
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During 2020, in light of the uncertainty and
volatility in the external markets, the Group
has de-risked future financing requirements
by accessing the debt capital markets,
raising a total of US$8.7 billion in the U.S.
market, and €1.7 billion and £0.5 billion in the
European market (in aggregate £8.9 billion).
Also in 2020 as part of the de-risking
programme, the Group repurchased and
redeemed £3.1 billion of debt maturing in
2021and 2022, reducing the ‘tower’ of debt
due for repayment in 2022.

Cash Flow

Net cash generated from

operating activities

Net cash generated from operating
activities decreased by 0.7% to

£9,717 million in 2021, compared to an
increase of £790 million to £9,786 million
in 2020. 2021 was negatively impacted by
a translational foreign exchange headwind
and the timing of MSA payments in the
U.S. and higher tax payments (mainly

in Canada and the U.S.). These were
largely offset by favourable movement in
inventories (as stock builds in Australia in
2020 did not repeat), and lower payments
in respect of litigation (2021: £248 million;
2020: £464 million). 2020 included the
payment of the settlement agreed in 2019
in respect of the excise dispute in Russia
(£205 million), U.S. litigation (including
£169 million in respect of the Florida
judgment described earlier). 2020 was also
impacted by working capital movements
driven by COVID-19 of £131 million.

Summary cash flow
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Net cashusedininvesting activities

In 2021, net cash used in investing

activities increased to £1,140 million

(2020: £783 million), largely due to a net
outflow of £228 million from short-term
investment products, including treasury bills
(2020: £159 million net outflow), the disposal
of the Group’s operations in Iran (E98 million)
and the purchase of the equity stake in
Organigram. Purchases of property, plant
and equipment were largely in line with 2020,
at £527 million (2020: £511 million).

In 2021, the Group invested £664 million, in
gross capital expenditure, an increase of
2.5% on the prior year (2020: £648 million).
This includes purchases of property, plant
and equipment and certain intangibles,
and the investment in the Group’s global
operational infrastructure (including, but
not limited to, the manufacturing network,
trade marketing software and IT systems
and the expansion of our New Categories
portfolio). The Group expects gross capital
expenditure in 2022 of £750 million.

Net cashused infinancing activities

Net cash used in financing activities
was an outflow of £8,749 million in 2021
(2020: £7,897 million outflow), with the
outflow in each year largely driven by:

— dividend payments (2021: £4,904 million,
up 3.4%; 2020: £4,745 million, up 3.2%,
with the growth in both years driven by
the higher dividend per share); and

— the net repayment of borrowings
(2021: £3,865 million; 2020: £807 million)
partly offset by the issuance of the hybrid
bonds (£1,685 million in 2021).

In 2021, interest paid declined 14.9% to
£1,479 million (2020: £1,737 million), with
the movements largely driven by charges
in relation to the refinancing programme
in 2020 that did not repeat.

2021 2020 2019
£m £m £m
Cash generated from operations 11,678 1,567 10,948
Dividends received from associates 353 351 252
Tax paid (2,314) (2132)  (2,204)
Net cash generated from operating activities 9,717 9,786 8,996
Net cash used ininvesting activities (1,140) (783) (639)
Net cash used in financing activities (8,749) (7,897) (8,593)
Differences on exchange (253) (253) (57)
(Decrease)/increase in net cash and cash equivalents (425) 853 (293)
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Other Information

In 2021, the Group repaid borrowings

of £4.8 billion and issued £1.0 billion of

new borrowings, while the Group issued
perpetual hybrid bonds totalling €2 billion
(£1.7 billion). The Group repaid borrowings of
£10.6 billion in 2020, including £3.1 billion as
part of the Group’s liquidity management
strategy to de-risk future financing, largely
offset by new borrowings of £9.8 billion.
Please refer to note 26 in the Notes

on the Accounts for further details.

Free cash flow (before and after
dividends paid to shareholders)®

Free cash flow (before dividends paid to
shareholders), as defined on page 311,

was £7,447 million, up 2.1% on the prior
year (2020: up 11.9% to £7,295 million;

2019: £6,519 million). The increase in 2021
was largely due to the lower outflows related
to adjusting items (2021: £501 million;

2020: £732 million), lower interest paid in the
year (down £258 million to £1,479 million,
due to the impact of the refinancing
programme undertaken in 2020), which
more than offset the movement in net
cash generated from operations described
above. Net capital expenditure was
marginally higher (2021: £632 million;

2020: £605 million). After payment of
dividends to shareholders, free cash flow
was £2,543 million (2020: £2,550 million;
2019: £1,921 million).©

Cashflow conversion

The conversion of profit from operations

to net cash generated from operating
activities may indicate the Group’s ability
to generate cash from the profits earned.
Based upon net cash generated from
operating activities, the Group’s conversion
rate was 95% compared to 98% in 2020,
which was largely in line with 2019.

@QOperating cash flow conversion ratio
(based upon adjusted profit from
operations) was in line with 2020 at 104%
(2020:103%), itself an increase on 2019
(97%). The performance in 2021 was

partly due to the positive impact of the
Australia stock build in 2020 not repeating.
See page 310 for further information on
this measure.®

Restricted cash

Cash and cash equivalents include restricted
amounts of £1,024 million (2020: £878 million)
due to subsidiaries in CCAA protection

(as described in note 32 in the Notes on

the Accounts), as well as £305 million

(2020: £455 million) principally due to
exchange control restrictions, including
amounts of £92 million (2020: £141 million)
where the underlying restrictions are
expected to be short-term in nature.

@ 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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Financial Review

Other

Borrowings and Net Debt

Total borrowings (which includes lease
liabilities) declined to £39,658 million in 2021
(2020: £43,968 million) largely due to the
refinancing undertaken in 2021 (with the
€2 billion perpetual hybrid bonds issued

in the year recognised as equity) and the
net repayment of borrowings in the year
(partly due to the cash flow generated

by the business in the period). The value
of borrowings is also impacted by the
relative movement of sterling against
other currencies, particularly the US dollar
and the euro. In 2021, this was a tailwind
of £409 million compared to a tailwind of
£219 million in 2020.

Total borrowings includes £754 million
(31 December 2020: £790 million) in respect
of the purchase price adjustments related

to the acquisition of Reynolds American Inc.

As discussed on page 80, the Group
remains confident about its ability
to access the debt capital markets
successfully and reviews its options
on a continuing basis.

Net debt is a non-GAAP measure and is
defined as total borrowings (including
related derivatives and lease liabilities) less
cash and cash equivalents and current
investments held at fair value.

Net debt, at 31 December 2021, was
£36,302 million (2020: £40,241 million;
2019: £42,574 million), with the movement
in net debt largely due to the net
repayment of borrowings (partly enabled
by the issuance of perpetual hybrid

bonds) and a foreign exchange headwind
of £124 million, primarily due to the
movement of the US dollar against sterling
(2020: £69 million tailwind).

@The movement in net debt also includes
the free cash flow before dividends
earned in the year (2021: £7,447 million;
2020: £7,295 million) as described on page
81. This is partly offset by dividends paid
to owners of the parent of £4,904 million
(2020: £4,745 million).¢

Adjusted Net Debt
to Adjusted EBITDA®

The Group uses adjusted net debt to
adjusted EBITDA, as defined on page 312,
to assess its level of adjusted net debt in
comparison to the earnings generated by
the Group. This is deemed by management
to reflect the Group’s ability to service and
repay borrowings.

In 2021, the ratio of adjusted net debt

to adjusted EBITDA was 3.0 times,
representing an improvement from 3.3 times
at the end of 2020, itself an improvement
from 3.5 times at the end of 2019.

The Group’s adjusted net debt to adjusted
EBITDA ratio is subject to the fluctuations
in the foreign exchange market by virtue of
the Group’s foreign currency denominated
earnings and the exposure of the debt
portfolio to, predominantly, the US dollar.
In 2021, due to the relative movementin
sterling, the sterling value of adjusted

net debt increased by £477 million.
Excluding the impact of foreign exchange
on the Group’s reported results, adjusted
net debt to adjusted EBITDA declined 0.5
times in 2021 (2020: down 0.3 times).

Refer to page 312 for a full reconciliation
from borrowings to adjusted net debt,
profit for the year to adjusted EBITDA and
the ratio of adjusted net debt to adjusted
EBITDA, at both current and constant rates
of exchange.®

Return on Capital Employed
(ROCE)®

The Group’s ROCE, calculated in
accordance with our reported numbers,
was 8.4% (2020: 8.2%) with the movement
in 2021 largely due to the higher profit
from operations.

On an adjusted basis, as defined on page
313, including dividends from associates
and joint ventures (as a proxy to a return

in the period, given the inclusion of the
investment in associates and joint ventures in
the Group’s calculation of capital employed),

Reconciliation of total borrowings to adjusted net debt®

2021 2020 2019
£m £m £m
Total borrowings (including lease liabilities) 39,658 43,968 45,366
Derivatives in respect of net debt:
— assets (273) (518) (527)
— liabilities 182 172 384
Cash and cash equivalents (2,809) (3,139) (2,526)
Current investments held at fair value (456) (242) (123)
Net debt 36,302 40,241 42,574
Purchase price adjustment (PPA) to Reynolds American Inc.
debt (754) (790) (848)
Adjusted net debt 35,548 39,451 41,726
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adjusted ROCE grew from 9.0% in 2019
t0 9.6% in 2020, and declined to 9.4% in
2021. This was due to the movement in
adjusted profit from operations in the
year and translational foreign exchange
described earlier.®

Retirement Benefit Schemes

The Group’s subsidiary undertakings
operate defined benefit schemes,

including pension and post-retirement
healthcare schemes, and defined
contribution schemes. The most significant
arrangements are in the U.S,, UK, Canada,
Germany, Switzerland and the Netherlands.
Together, schemes in these territories
account for over 90% of the total underlying
obligations of the Group’s defined benefit
arrangements and over 70% of the defined
benefit net costs charged to adjusted
profit from operations. Benefits provided
through defined contribution schemes

are charged as an expense as payments

fall due. The liabilities arising in respect of
defined benefit schemes are determined

in accordance with the advice of
independent, professionally qualified
actuaries, using the projected unit credit
method. It is Group policy that all schemes
are formally valued at least every three
years. Contributions to the defined

benefit schemes are determined after
consultation with the respective trustees
and actuaries of the individual externally
funded schemes, taking into account
regulatory environments.

The present total value of funded scheme
liabilities as at 31 December 2021 was
£10,084 million (2020: £12,223 million), while
unfunded scheme liabilities amounted

to £1,037 million (2020: £1,147 million).

The schemes’ assets decreased to

£10,816 million from £12,576 million in 2020,
itself an increase from £11,860 million in 2019.
The overall net liability for all pension and
healthcare schemes in Group subsidiaries
amounted to £321 million at the end of 2021,
compared to £810 million at the end of 2020.

In addition, during 2021, the risk profiles and
values of amounts relating to retirement
benefit arrangements were impacted by

a partial buy-out in the U.S. and through
buy-ins in the UK and Canada. Please refer
to note 15 in the Notes on the Accounts for
further details.

Litigation and Settlements

As discussed in note 31in the Notes on
the Accounts, various legal proceedings
or claims are pending or may be instituted
against the Group.

@ Denotes phrase, paragraph or similar that does not form
part of BAT's Annual Report on Form 20-F as filed with
the SEC.




BAT Annual Reportand Form 20-F 2021

Government Activity

The marketing, sale, taxation and use of
tobacco products have been subject to
substantial regulation by government
and health officials for many years.

For information about the risks related
to regulation, see page 94 and pages
325 to 334.

Off-balance Sheet Arrangements
and Contractual Obligations

Except for certain indemnities, the Group
has no significant off-balance sheet
arrangements other than in respect of
leaf purchase obligations. The Group has
contractual obligations to make future
payments on debt guarantees. In the
normal course of business, it enters into
contractual arrangements where the
Group commits to future purchases of
goods and services from unaffiliated
and related parties. See page 316 for a
summary of the contractual obligations
as at 31 December 2021.

Accounting Policies

The application of the accounting
standards and the accounting policies
adopted by the Group are set out in the
Group Manual of Accounting Policies and
Procedures (GMAPP).

GMAPP includes the Group instructions
in respect of the accounting and reporting
of business activities, such as revenue
recognition, asset valuations and
impairment testing, adjusting items, the
accrual of obligations and the appraisal

of contingent liabilities, which include
taxes and litigation. Formal processes are
in place whereby central management
and end-market management confirm
adherence to the principles and the
procedures and to the completeness of
reporting. Central analyses and revision of
information are also performed to ensure
and confirm adherence.

In order to prepare the Group'’s consolidated
financial information in accordance with
IFRS, management has used estimates

and assumptions that affect the reported
amounts of revenue, expenses and assets,
and the disclosure of contingent liabilities,
at the date of the financial statements.

The critical accounting estimates are
described in note 1in the Notes on the
Accounts and include:

— review of asset values, including
goodwill and impairment testing;

— estimation and accounting for
retirement benefit costs; and

— estimation of provisions, including as
related to taxation and legal matters.

Strategic Report Governance Report

The critical accounting judgements are
described in note 1in the Notes on the
Accounts and include:

— identification and quantification of
adjusting items;

— determination as to whether to recognise
provisions and the exposures to
contingent liabilities related to pending
litigation or other outstanding claims;

— determination as to whether control
(subsidiaries), joint control (joint
arrangements), or significant influence
(associates) exist in relation to
investments held by the Group;

— review of applicable exchange rates for
transactions with and translation of
entities in territories where there are
restrictions on the free access to foreign
currency or multiple exchange rates; and

— the determination as to whether
perpetual hybrid bonds should
be classified as equity instead
of borrowings.

Foreign Exchange Rates

The principal exchange rates used to convert
the results of the Group’s foreign operations
to sterling, for the purposes of inclusion and
consolidation within the Group’s financial
statements, are indicated in the table below.

Where the Group has provided results at
constant rates of exchange, this refers to the
translation of the results from the foreign
operations at rates of exchange prevailing
in the prior period — thereby eliminating
the potentially distorting impact of the
movement in foreign exchange on the
reported results.

Going Concern

A description of the Group’s business
activities, its financial position, cash flows,
liquidity position, facilities and borrowings
position, together with the factors

likely to affect its future development,
performance and position, are set out

in this Annual Report and Form 20-F.

Foreign exchangerates

Other Information

The key Group risks include analyses of
financial risk and the Group’s approach

to financial risk management. Notes 23 and
26 in the Notes on the Accounts provide
further detail on the Group’s borrowings
and management of financial risks.

The Group has, at the date of this report,
sufficient existing financing available for
its estimated requirements for at least the
next 12 months and beyond in respect of
general corporate purposes. This includes
the payments arising in respect of the
Master Settlement Agreement due

in the U.S. in 2022 and other known
liabilities or future payments (including
interim dividends), as they fall due.
Actions undertaken during 2021 and 2020
to de-risk future funding requirements,

as previously described, provide further
assurance with regards to the Group’s
financial viability.

During 2021and 2020, COVID-19 has
demonstrated the Group’s ability to
navigate the uncertainties arising through
operational, economic and societal volatility.
Such challenges have been met through
the Group’s geographic diversity and ability
to flex operations. This, together with

the ability to generate cash from trading
activities, the performance of the Group’s
Strategic Portfolio and its leading market
positions in a number of countries, as well
as numerous contracts with established
customers and suppliers across different
geographical areas and industries, provides
the Directors with the confidence that the
Group is well placed to manage its business
risks successfully in the context of current
financial conditions and the general outlook
in the global economy.

After reviewing the Group’s annual budget,
plans and financing arrangements, the
Directors consider that the Group has
adequate resources to continue operating
and that it is therefore appropriate to
continue to adopt the going concern

basis in preparing the Annual Report

and Form 20-F.

Average Closing

2021 2020 2019 2021 2020 2019

Australian dollar 1.832 1.862 1.836 1.863 1.771 1.885
Brazilian real 7.421 6.616 5.035 7.544 7100 5.329
Canadian dollar 1.724 1.720 1.694 1.1 1.741 1.718
Euro 1164 1125 1140 1191 m7 1180
Indian rupee 101.702 95.097 89.898 100.684 99.880 94.558
Japanese yen 151124 137017  139.234 155.972 141131 143.967
Russian rouble 101.388 92.844 82.623 101.592 101106 82.282
South African rand 20.335 21.099 18.437 21.617 20.079 18.525
US dollar 1.376 1.284 1.277 1.354 1.367 1.325
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Regional Review

G@ With Vuse approaching value
leadership and strong pricing, we are
delivering value across our portfolio. 99

Guy Meldrum
President and CEO (Reynolds American Inc.)
Volume
2021 vs2020 2020 vs2019 2019
units % units % units
Cigarettes (bn sticks) 70 -5.0% 73  +0.5% 73
Other (bn sticks eq)* - - - - -
Combustibles (bn sticks) 70 -5.0% 73 +0.5% 73
New Categories:
Vapour (mn 10ml/pods) 291 +66.7% 174 +69.7% 103
THP (bn sticks) - - - - -
Modern Oral (mn pouches) 602 +272% 162 +45.0% 12
Traditional Oral (bn sticks eq) 7 -51% 8 -1.3% 8
* Other includes MYO/RYO.
Revenue
vs 2020 vs 2019
2021 vs 2020 (adjatcc) 2020 vs 2019 (adjatcc)
£m % % £m % %

Combustibles

10,015 +0.9% +81% 9,926 +93% +9.9%

New Categories:
Vapour

THP

Modern Oral

561 +46.4% +56.9% 383 +85.1% +86.1%
1 -21.8% -16.2% 1 +0.0% +0.5%
2 -815% -80.1% 10 +135% +14.1%

Total New Categories

564 +43.0% +53.3% 394 +81.9% +82.9%

Traditional Oral

1,077 -43% +26% 1126 +7.0% +7.6%

Other

35 +26.9% +36.0% 27  +4.6% +5.1%

Revenue

11,691 +1.9% +9.2% 1M473 +10.6%  +11.2%

Profit from operations/Operating margin

vs 2020 vs 2019
2021 vs 2020 (adjat cc) 2020 vs 2019 (adjatcc)
£m % % £m % %

Profit from operations

5,566 +11.9% +97% 4,975 +12.8% +15.5%

Operating margin (%)

47.6% +420 bps +20bps 43.4% +90 bps +190bps

Revenue by category

I Combustibles

l New Categories

l Traditional Oral
Other

+60bps 7

Cigarette value Owned
share change manufacturing
(inc R&D) sites
4,405
Number
of employees
84

Revenue and Profit
from Operations

In 2021, reported revenue grew 1.9% to

£11,691 million, with 2020 up 10.6% to

£11,473 million. Excluding the impact of
translational foreign exchange, this was
anincrease of 9.2% in 2021 (2020: up

11.2%). This was driven, in both years, by

pricing (supported by our Revenue Growth
Management (RGM) capabilities) in cigarettes,
Vapour and Traditional Oral and the continued
growth in vapour volume. 2021 also benefited
(by an estimated £200 million) from trade
inventory movements mainly linked to the
timing of price increases and uncertainty about
a potential excise increase. This was offset by a
decline in combustible volume (lapping a strong
comparator period). 2020 volume was positively
impacted by resilient consumer demand
resulting from the increase in fiscal stimulus,
lower gas prices and an extra selling day
combined with higher supply chain inventories.

Reported profit from operations increased
1.9% to £5,566 million in 2021 (2020: up 12.8%
to £4,975 million). This was driven by the higher
revenue (in both years), lower losses from Vuse
in 2021, initiatives including marketing spend
effectiveness and the benefit from trade
inventory movements. This was also driven by
lower adjusting items in 2021, related to the
ongoing efficiency programmes (Quantum),
credits related to the partial buy-out of the
pension fund (E£35 million) and the finalisation
of the dissenting shareholders litigation

(E59 million). These were lower than in

2020, which included a £400 million charge
related to payment obligations under the
state settlement agreements with Florida,
Texas, Minnesota and Mississippi for brands
previously sold to a third party.

Excluding the adjusting items and the

impact of a translational foreign exchange
headwind, adjusted profit from operations
increased by 9.7% (2020:15.5%) on a constant
currency basis.

New Categories

In 2021, Vuse performed well, gaining
significant vapour value share and
approaching value leadership, up 760 bps to
32.5% from 24.9% in 2020 and 16.6% in 2019.
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* Based on the weight of evidence and assuming a complete switch from cigarette smoking. These products are not risk free

and are addictive.

t Our products as sold in the U.S,, including Vuse, Velo, Grizzly, Kodiak, and Camel Snus, are subject to FDA regulation and no
reduced-risk claims will be made as to these products without agency clearance.

Vapour consumable volume increased 67%
(2020: up 70%), with revenue increasing
46.4% to £561 million (2020: up 85.1% to
£383 million). This was a growth of 56.9%
(2020: 86.1% increase), at constant rates of
exchange, with pricing on consumables in
the second half of 2021 offsetting the roll-
over impact of the negative mix from the
successful launch of the quad-packin 2020.
The Alto variant now represents over 90%
of Vuse revenues in the U.S,, up from 83% in
2020 and 50% in 2019.

Industry vapour volumes were up 21.2% in
2021, following a decline of 13.1% in 2020 as
the industry recovered from the effects of the
EVALI crisis (in 2019) and implementation of
the flavour regulations in early 2020.

In October 2021, Vuse Solo received the first
marketing authorisation from the U.S. FDA as
discussed below. We remain confident in the
quality of the applications submitted for the
rest of our New Category products, which
are supported by scientific evidence that the
continued marketing of our Vuse and Velo
products is appropriate for the protection of
public health.

In Modern Oral, volume increased by over
270% (2020: 45% higher) with volume share
up 410 bps in 2021. Revenue declined 81.5%
(2020: up 13.5%). The performance in 2021
was driven by promotional pricing and
the national roll-out of the Velo-branded
nicotine pouch products (available in over
110,000 stores), that were acquired in

Delivering on our
New Categories

The U.S. business continues its
accelerated journey towards A Better
Tomorrow™, delivering a year of
outstanding results in New Categories.

That success was mainly driven by Vuse
— its market share (by value) was up 760
bps vs 2020, despite an increasingly
competitive environment, and is
approaching national market leadership.
This was balanced with continued
investment and quick learning with Velo in
the fast-growing Modern Oral category.

Vuse’s exceptional performance is
underpinned by a relentless focus on
consumer acquisition and a unique
device customisation platform, ‘Vuse

by U’, a leading innovation for adult
consumers seeking personal expression.

Vuse’s adult consumer-centred platform is
focused on driving conversion and retention
with an expansive portfolio spanning

three flavours, across three nicotine levels
and three pod pack formats with the
introduction of Single and Quad Pods.

October 2020 from Dryft Sciences, LLC
(Dryft). While growing year-on-year, driven
by distribution expansion, the Modern Oral
segment remains small, representing only
1.6% of total nicotine value share.

Combustibles

Combustibles revenue was 0.9% higher

in 2021 at £10,015 million (2020: up 9.3%

to £9,926 million). However, excluding a
translational foreign exchange headwind
in both years, this was an increase of 8.1%
(2020: 9.9% higher) at constant rates of
exchange. The growth was driven by strong
pricing (with four price increases announced

in both 2021 and 2020, supported by our RGM
capabilities) which more than offset a decline
in volume of 5.0% to 70 billion sticks in 2021
(2020: 73 billion sticks; 0.5% increase). In 2021,
the Group benefited from trade inventory
movements (mainly linked to the timing of price
increases and uncertainty about a potential
excise increase) which are expected to unwind
in 2022. Excluding this, volume would have
been down 7.0%. Industry volume was down
6.5%, driven by rising gas prices and the partial
unwinding of last year’s additional supply chain
inventories and stronger consumption trends.

Value share of cigarettes increased 60 bps
(2020: up 45 bps), driven by our strategic
brands (up 80 bps) including Newport and
Natural American Spirit. Total volume share
declined 40 bps (2020: 10 bps increase)

as we focused on value generation from
combustiblesin 2021.

139 +43%
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Other Information

The strategic portfolio performed well, partly
due to Lucky Strike which was reintroduced
in the final quarter of 2020 and reached
1% national volume share in the first year
post launch.

On 29 April 2021, the FDA announced it is
setting into motion the process of advancing
two tobacco product standards regarding
menthol in cigarettes and all flavoured cigars.
The Group’s U.S. business will evaluate any
proposed regulation and will participate in
any consultation and rulemaking processes
by submitting robust comments grounded
in science-based evidence. The published
science does not support regulating menthol
cigarettes differently from non-menthol.
The scientific evidence neither shows a
difference in health risks between menthol
and non-menthol cigarettes, nor indicates that
menthol cigarettes adversely affect initiation,
dependence, or cessation.

Traditional Oral

Traditional Oral revenue fell 4.3% (2020:

up 7.0%), a growth of 2.6% (2020: 7.6%) at
constant rates of exchange, driven by strong
pricing in both years, which more than offset
lower volume (down 5.1% in 2021, and 1.3%
in 2020). Through the utilisation of RGM
techniques, value share of moist oral grew 10
bps, having declined 25 bps in 2020, largely
driven by Grizzly, which performed well in
2021, having been impacted by strong pricing
in the final quarter of 2019 and early 2020.

Our Strategy in Action

Innovation drives performance

O vuse

Vuse growth in the U.S. has been fuelled by an
evolving marketing plan focused on local brand-
building plans tailored to the consumer needs in key
cities. Vuse is now the value share market leader in
27 states.

Through collaboration with local artists and
leveraging the McLaren partnership and through
the Vuse device customisation platform, we have
generated significant consumer and media interest.
This has all been underpinned by investments in
improving data, marketing technology and digital
engagement, while the expanding of the vapour

pod format options during the year gave consumers
more choice.

We have also made progress in improving the
brand’s profitability in the U.S. We have focused on
value generation, through RGM, while also unlocking
cost savings (including in product costs and
efficient marketing and trade spend), with the brand
achieving profitability in the final quarter of 2021.




BAT Annual Reportand Form 20-F 2021

Regional Review

AMSSA

Americas and Sub-Saharan Africa

G@ Leadership of vapour in Canada
demonstrates our resilienceina
challenging environment. 99

Luciano Comin
Regional Director

Volume
2021 vs2020 2020 vs2019 2019
units % units % units
Cigarettes (bn sticks) 147 +01% 147 -3.9% 152
Other (bn sticks eq)* 1 -7.7% 2 1.7% 2
Combustibles (bn sticks) 148 0.0% 149 -3.8% 154
New Categories:
Vapour (mn 10ml/pods) 62 +102% 31 +118% 14
THP (bn sticks) - - - - -
Modern Oral (mn pouches) - -100% 19  +142% 8
Traditional Oral (bn sticks eq) - - - - -
* Other includes MYO/RYO.
Revenue
vs 2020 vs 2019
2021 vs 2020 (adjatcc) 2020 vs 2019 (adjatcc)
£m % % £m % %
Combustibles 3,435 28% +41% 3,535 -M.4% +1.3%
New Categories:
Vapour 141 +115%  +115% 65 +52.8% +58.6%
THP - - - - - -
Modern Oral - -100%  -100% 1 -49.8% -473%
Total New Categories 141 +114%  +114% 66 +51.3% +571%
Traditional Oral - - - - - -
Other 225 +32.3% +44.7% 171 -24.3% -7.2%
Revenue 3,801 +0.8% +7.8% 3,772 -N5% +1.4%
Profit from operations/Operating margin
vs 2020 vs 2019
2021 vs 2020 (adjatcc) 2020 vs 2019 (adjatcc)
£m % % £m % %
Profit from operations 1,496 -3.7%  +4.3% 1,553 +29.0%  -2.5%
Operatingmargin (%) 39.3% -190 bps -140 bps 41.2% +1,290bps -160 bps
I
Revenue by category

I Combustibles

l New Categories

l Traditional Oral
Other

70bps 27

Cigarette value Owned

share change manufacturing
(inc R&D) sites
15,565
Number
of employees
86

Key markets

Argentina, Brazil, Canada, Chile, Colombia,
Mexico, Nigeria, South Africa

Revenue and Profit
from Operations

In 2021, reported revenue increased 0.8%
to £3,801 million (2020: 11.5% decrease

to £3,772 million). The reported results
were negatively impacted by translational
foreign exchange headwinds due to the
relative strength of sterling against a
number of currencies, particularly the
Brazilian real, Argentinian peso, Nigerian
naira and Kenyan shilling. Excluding the
translational headwind, on a constant
currency basis, revenue grew by 7.8% in
2021 (2020: increase of 1.4%), driven by
combustibles pricing and growth in New
Categories in both years. The lower growth
rate in 2020 was due to the negative impact
of COVID-19 in that year, as a number

of markets implemented temporary
restrictions in response to the pandemic,
with South Africa in particular restricting
the production and sale of tobacco
products for a period of five months.

Reported profit from operations fell 3.7% to
£1,496 million partly due to the recognition
of a £54 million charge related to goodwill
in Peru and by the impact of translational
foreign exchange on our reported results.

In 2020, this was an increase of 29.0% to
£1,553 million, with the growth largely from
the absence of the £436 million charge in
2019 in relation to the Quebec Class Action.
Excluding the adjusting items (largely
related to Quantum and Peru) and the
impact of foreign exchange in both periods,
adjusted profit from operations increased
4.3% (2020: decrease of 2.5%) on a constant
currency basis, largely driven by the growth
in adjusted revenue. However, in 2021,

this was partially offset by transactional
foreign exchange headwinds and increased
investment in New Categories. In 2020, the
higher revenue was more than offset by
the impact of COVID-19 which led to supply
restrictions in South Africa noted above and
additional supply chain costs elsewhere
(estimated to be £57 million) to manage the
operational volatility.

While not yet back to pre-COVID-19 levels,
South Africa has recovered during 2021 and
as such the risk of impairment of goodwill
has reduced. Please refer to page 209.
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New Categories

In 2021, New Categories revenue more than
doubled, up 114% to £141 million (2021: up
51.3% to £66 million) driven by the growth of
vapour in both years.

Having gained value leadership of the
total vapour category in Canada in 2020,
Vuse consolidated its leadership position
with total value share up 34.3 ppts in 2021,
having grown 22.2 ppts in 2020. This was
driven by the growth of the ePod variant,
including the upgraded 2.0 variant.

In South Africa, vapour revenue recovered
following the suspension, alongside those
of cigarettes, between March and August
2020 as part of the country’s COVID-19
response. While this was a headwind in
2020, volume recovered and almost tripled
in 2021, supported by the completion of the
migration of Twisp to Vuse.

In Kenya, we continue to engage with the
relevant authorities on the regulatory and
fiscal framework to support a commercially
sustainable re-entry into the Modern

Oral category.

We continue to believe that Modern Oral
represents an exciting opportunity to offer
affordable New Category alternatives*

to adult nicotine consumers in emerging
markets, given the absence of an
electronic device and a pre-existing ritual
of oral product consumption in a number
of markets.

Delivering on our
New Categories

Our Canadian subsidiary cemented

its leadership of the closed system
category by delivering consumer
relevant offers starting with ePod 2.0
upgrade and a series of flavours through
the year amidst COVID-19 restrictions.
With the onset of new Canadian federal
regulations capping the nicotine ceiling to
20mg, the Vuse portfolio was rotated and
expanded with new mint and tobacco
flavours to accommodate for provincial
flavour bans.

Our focus on digital transformation has
delivered data driven insights — propelling
e-commerce in key markets. Analytics and
enhanced user experiences have enabled
us to optimise the subscription model in
South Africa and Canada.

Tobacco Harm Reduction is high on the
vapour agenda, with a focus on category
perceptions on quality and trust.

Our Canadian subsidiary deployed an
integrated campaign centred on safety
of pods and devices to demonstrate
Vuse is the brand with the highest
safety standards.

Strategic Report Governance Report

Combustibles

Combustibles revenue declined 2.8% to
£3,435 million (2020: 11.4% decrease to
£3,535 million). A translational foreign
exchange headwind impacted both years
with revenue, on a constant currency basis,
up 4.1% in 2021 and 1.3% in 2020.

Combustibles pricing in both years,
supported by our RGM capabilities, was,
in 2021, partially offset by negative mix

as volume recovered from the impact of
COVID-19 in a number of markets including
in South Africa (impacted by the sales
suspension in 2020, with the market still
recovering from the growth in illicit trade
in 2020) and Colombia. In Brazil, COVID-19
related lockdowns (in 2020 and 2021) and
increased border security led to growth in
the duty paid industry, with some growth
in consumption at the lower end of the
market. Having declined by 3.8% in 2020,
combustible volume in AMSSA was flat

in 2021.

Value share declined 70 bps driven by
Canada, South Africa, Mexico, and Brazil.
This compared to an increase in 2020 of
30 bps.

* Based on the weight of evidence and assuming a complete
switch from cigarette smoking. These products are not risk
free and are addictive.

19 +114%
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Our Strategy in Action

Migration to Vuse in South Africa

The migration of Twisp to Vuse demonstrates

agile transformation at scale. 84 own-retail outlets

nationwide were fully redesigned to the global Vuse
Inspiration store configuration, supporting the new
ePod 2.0 device, recognised as more premium with

better sensorial experience.

The migration retained 99% of the former Twisp
franchise with Vuse acquiring new consumers.
The full potential of Vuse is being realised with
expansion into organised retail and key accounts
nationwide with monthly pod sales crossing the
1Tmillion pods mark.

The franchise is now three times bigger post
migration to Vuse.

As part of its ESG agenda, Vuse has deployed the
Drop the Pod scheme, with South Africa recording
the highest returns (27% of own-retail sales) among
Vuse markets globally.
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Regional Director

G@ lam delighted that our multi-
category approachis delivering

Volume
2021 vs2020 2020 vs2019 2019
units % units % units
Cigarettes (bn sticks) 214 -2.7% 220  -4.2% 230
Other (bn sticks eq)* 15 -87% 16 -25% 17
Combustibles (bn sticks) 229 -3.1% 236 -41% 247
New Categories:
Vapour (mn 10ml/pods) 173 +29.8% 133 +23.0% 108
THP (bn sticks) 9.8 +195% 3.3 +203% 11
Modern Oral (mn pouches) 2,440 +46.4% 1,667 +55.6% 1,071
Traditional Oral (bn sticks eq) 1 +6.1% 1 +2.8% 1
* Other combustibles includes MYO/RYO.
Revenue
vs 2020 vs 2019
2021 vs 2020 (adjatcc) 2020 vs 2019 (adjatcc)
£m % % £m % %
Combustibles 5,024 -6.2% +11% 5,356 -3.4% +0.5%
New Categories:
Vapour 207 +40.2% +43.8% 148 +0.4%  +0.2%
THP 341 +150%  +167% 136 +143%  +159%
Modern Oral 266 +43.9% +45.6% 185 +58.5% +59.3%
Total New Categories 814 +73.6% +80.3% 469 +46.7% +49.6%
Traditional Oral 41 +182% +181% 34 +16.2% +14.2%
Other 122 -89% -4.9% 135 -31.6% -31.7%
Revenue 6,001 +0.1% +7.3% 5,994 -1.6% +21%
Profit from operations/Operating margin
vs 2020 vs 2019
2021 vs 2020 (adjatcc) 2020 vs 2019 (adjatcc)
£m % % £m % %
Profit from operations 1,885 -3.9% -1.0% 1,962 +19.0% -2.4%
Operating margin (%) 31.4% -130 bps -270 bps 32.7% +560 bps -160 bps

Revenue by category

Cigarette value
share change

I Combustibles

22,333

[l Traditional Oral Number
Other of employees

-20 bps 20

Owned
manufacturing
(inc R&D) sites
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Key markets

Algeria, Belgium, Bulgaria, Czech Republic,
Denmark, Egypt, France, Germany, ltaly,
Kazakhstan, Morocco, Netherlands,
Poland, Romania, Russia, Spain, Sweden,
Switzerland, Turkey, Ukraine, UK

Revenue and Profit
from Operations

Reported revenue in 2021 was marginally
higher than 2020 (2020: down 1.6%) as good
pricing in Combustibles and growth in New
Categories revenue (2021: up 80%, 2020:

up 50%) in both years was largely offset by
lower combustible volume (down 3.1% in
2021 and 4.1% in 2020) and a translational
foreign exchange headwind of 7.2%

(2020: 3.7% headwind).

Excluding the impact of adjusting items (that
affected revenue in 2019) and the impact of
currency, revenue grew 7.3% on an adjusted
constant rates basis (2020: up 2.1%).

Reported profit from operations

declined by 3.9% to £1,885 million as the
strong New Category revenue growth,

in combination with tight control of
overheads and Quantum cost savings,
were more than offset by incremental
investment in New Categories and foreign
exchange headwinds.

In 2020, reported profit from operations
increased 19% to £1,962 million, largely due
to the absence of the £202 million charge in
respect of the Russian excise dispute that
impacted the prior year (2019: down 13%).

Excluding the impact of currency and
adjusting items (in respect of Quantum and
the factory rationalisation programme),
adjusted profit from operations at constant
rates was down 1.0% in 2021 (2020: down
2.4%) as the region continued to invest in
New Categories.

New Categories

In 2021, revenue from Vapour was up
40.2% reflecting strong volume growth
(up 30%), driven by an increase in industry
volume, and higher consumables pricing.
In 2020, revenue from Vapour was
marginally higher than 2019 as the impact
of COVID-19 on our vape stores and an
increase in marketing investment to drive
consumer activation (recognised as a
deduction to revenue in line with IFRS 15),
largely offset higher volume (up 23%).
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Vype was migrated to Vuse, with Vuse
growing across the region, extending its
value leadership position in all key markets.
In the UK and France, trade margin
optimisation, together with growth ahead
of incremental marketing investment

led to areduced drag on regional profit
from operations.

In 2021, THP volume grew by 195% (2020:
up 203%), with revenue 150% higher at

£341 million (2020: up 143% to £136 million).
This was driven by the roll-out of glo Hyper,
which has now been launched in 18 markets
in the region. glo continued to increase
volume share of the THP category in key
markets for 2021, including in:

— Russia, reaching 19.3% up 1,070 bps
on 2020;

Italy, increasing by 870 bps to 12.8%;

— Ukraine, being 20.9%, an increase of
990 bps; and

— Romania, 530 bps higher than 2020 at 22.1%.

Hyper also continued to make good
progress in Kazakhstan, Poland, Egypt, the
Czech Republic and across other smaller
ENA launch markets.

From 1January 2022, the markets of North Africa (being
Algeria, Egypt, Libya, Morocco, Sudan and Tunisia) will be
reported under APME. From that date, ENA will be known
as Europe.

* Based on the weight of evidence and assuming a complete

switch from cigarette smoking. These products are not risk

free and are addictive.

Delivering on our
New Categories

Following the successful launch of
the Hyper platform in 2020, glo has
delivered strong traction in ENA.
Hyper was developed using consumer
understanding and insights, coupled
with breakthrough technology which
allowed us to unlock record heating
times, delivered by our signature
boost feature.

During 2021, glo was the first THP to
be launched in Egypt and became
the fastest growing THP brand in
both Poland and Greece. glo is now

in 18 countries in ENA, with a winning
combination of innovation in product
(including an upgraded device design,
limited edition products and double
capsules), combined with relevant
consumer activation.

In alignment with corporate ESG
targets, device take-back schemes
were implemented in all end markets
during 2021.

Strategic Report Governance Report

In 2021, Modern Oral revenue grew 44%
(2020: up 59%), led by 46% volume growth
(2020: 56% increase). In both years, the
Group continued to grow its volume

share of the total oral category in more
established markets such as Sweden and
Norway, while also building the overall
category, and our volume share of Modern
Oral itself, in Denmark and Switzerland.

In Germany, sales of Modern Oral were
suspended during the year, pending
engagement with authorities regarding
the classification of tobacco-free
nicotine pouches.

In January 2021, we pilot-launched our

first CBD vaping product, Vuse CBD Zone.
This allowed us, for the first time, to offer
adult consumers a range of high-quality
CBD vaping products from our trusted,
global brand, Vuse, gaining valuable insights
into the product and consumer behaviour.

Combustibles

In 2021, revenue was 6.2% lower, compared
to a decline of 3.4% in 2020. Good
price/mix in both years (up 4% in 2021

and 5% in 2020) was more than offset by
the impact of lower combustible volume,
down 3.1% in 2021 and 4.1% in 2020, and
the foreign exchange headwind described
earlier. At constant rates of exchange,
revenue increased 1.1% (2020: 0.5%).

139 +74%
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The decrease in combustible volume in
2021 was driven by lower volume in Ukraine,
Russia and Kazakhstan, in part due to
industry contraction in those markets.

In 2020, the decline in combustible volume
was despite higher volume in Turkey

(driven by Kent and the local portfolio)

as this was more than offset by industry
volume contraction in a number of markets,
partly due to COVID-19.

Cigarette value share was down 20 bps

in 2021, while 2020 was in line with 2019.
Cigarette volume share declined 30 bps
(2020: up 30 bps) as growth in Turkey,
Germany and the Czech Republic was
more than offset by reductions in Russia,
Poland, France, Italy, Spain, Romania, the
UK, Ukraine and Denmark. The growth

in 2020 was largely driven by Russia and
Turkey, partly offset by lower volume share
in France, Spain, the Netherlands, Denmark,
Switzerland and the UK.

In 2020, menthol bans were introduced in
Turkey, the UK and the EU. The Group has
a long-standing track record of managing
regulatory shifts. In 2021, the Group did
not experience a material impact from the
introduction of the new regulations.

Our Strategy in Action

New innovation hub in Italy

In September 2021, we announced the launch of a new
A Better Tomorrow™ Innovation Hub in Trieste, Italy.

The hub will host a new manufacturing site for
BAT’s New Category products, and a digital
boutique encompassing an innovation lab and
centre of excellence for digital transformation and
digital marketing.

Multiple production lines are anticipated to be
developed for European and global export of BAT’s
reduced-risk* products — demonstrating our
commitment to harm reduction.

The building will be constructed to minimise its
environmental impact, aiming for carbon neutrality,
with a particular focus on energy efficiency and the use
of renewable sources.

The works for the construction of the structure began

in mid-November 2021 with the first module scheduled
to be completed and activated in May 2022.
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G @ Our New Categories continue
to grow despite difficult trading
conditions in key markets. 99

Michael (Mihovil) Dijanosic
Regional Director

Volume
2021 vs2020 2020 vs2019 2019
units % units % units
Cigarettes (bn sticks) 206 +4.6% 198 -7.3% 213
Other (bn sticks eq)* 2 -141% 2 +3.3% 2
Combustibles (bn sticks) 208 +4.4% 200 -7.2% 215
New Categories:
Vapour (mn 10ml/pods) 9 +65.6% 6 +385% 1
THP (bn sticks) 9 +26.5% 7 -6.5% 8
Modern Oral (mn pouches) 254 +197% 86 n/m 3
Traditional Oral (bn sticks eq) - - - - -
* Other combustibles includes MYO/RYO.
Revenue
vs 2020 vs 2019
2021 vs 2020 (adjatcc) 2020 vs 2019 (adjatcc)
£m % % £m % %
Combustibles 3,555 -96% -23% 3935 -10.3% -77%
New Categories:
Vapour 18 +26.0% +27.5% 15 +255% +260%
THP 51 +2.8% +13.0% 497 -26.0%  -271%
Modern Oral 6 +179%  +199% 2 n/m n/m
Total New Categories 535 +4.2% +14.2% 514 -240% -25.0%
Traditional Oral - - - - - -
Other 101 +13.0% +201% 88 -1.3% -0.4%
Revenue 4,191 -7.6% 0.0% 4,537 -N.9% -9.9%

Profit from operations/Operating margin

vs 2020 vs 2019

2021 vs 2020 (adjatcc) 2020 vs 2019 (adjatcc)

£m % % £m % %

Profit from operations 1,287 -12.6% 1% 1,472 -16.0% -7.3%

Operating margin (%) 30.7% -170bps -40bps 32.4% -160 bps +110 bps

Revenue by category

-20 bps 21

Cigarette value Owned
share change manufacturing
(inc R&D) sites

I Combustibles

9,747
l New Categories

[l Traditional Oral Number
Other of employees
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Key markets

Australia, Bangladesh, Indonesia, Japan,
Malaysia, Middle East (inc KSA), New Zealand,
Pakistan, South Korea, Taiwan, Vietnam

Revenue and Profit
from Operations

Reported revenue declined 7.6% to £4,191 million
(2020: declined 11.9% to £4,537 million).

The performance in 2021 was impacted by
the structural excise changes in Australia
and New Zealand, and competitive pricing
dynamics in Australia (in combination, an
estimated headwind of £260 million), and
negative geographic mix due to volume
share growth and recovery from COVID-19
in emerging markets, leading to a growth

in combustible volume of 4.4% (largely due
to Bangladesh, Vietnam and Pakistan).
Revenue in 2021 was also negatively impacted
by the sale of the Group’s operationsin Iran,
part way through the year.

In 2020, the decline in revenue was largely
driven by lower cigarette volume (which fell
7.3%). This was partly due to the negative
impact of COVID-19 on GTR and other
markets in the region and the impact of
excise increases and minimum pricing

in Indonesia. Revenue in 2020 was also
impacted by the excise harmonisation of
THP in Japan and a £50 million charge in
respect of the withdrawal of glo Sens.

Excluding the impact of translational
foreign exchange, in 2021 revenue was in
line with 2020 (2020: declined 9.9%) on
an adjusted constant rate basis.

Reported profit from operations declined

12.6% to £1,287 million, driven by the lower
revenue and due to the £358 million charge
(mainly in respect of foreign exchange
previously charged to other comprehensive
income) recognised in respect of the sale of the
Group's operations in Iran, and costs associated
with the withdrawal from Myanmar.

In 2020, reported profit from operations
was a decrease of 16.0% to £1,472 million,
as the impact of COVID-19 in a number of
markets including GTR, the recognition

of costs related to the ongoing factory
rationalisation programme (principally

in Southeast Asia), an impairment

in goodwill in respect of the Group’s
performance in Malaysia (£197 million) and
unfavourable foreign exchange movements
more than offset the efficiencies realised
through Quantum.




BAT Annual Reportand Form 20-F 2021 Strategic Report Governance Report
Excluding adjusting items in 2021 (largely THP revenue increased 2.8% (2020:

related to Iran, Myanmar and Quantum) decrease of 26%), or 13.0% (2020: down
and the impact of translational foreign 27%) excluding the impact of currencies.
exchange, adjusted profit from operations The growth in 2021 was driven by increased
at constant rates of exchange declined Hyper volume, more than offsetting the
1.1% in 2021 (2020: fell 7.3%), driven by continued impact of excise harmonisation,
the reduction in revenue and continued which negatively impacted revenue in
investment in New Categories. 2020 (compared to 2019). The movement

between the years was also due to a

New Categories £50 million charge to revenue in respect

Total revenue from New Categories of the withdrawal of glo Sens (in 2020, that
increased 4.2% to £535 million (2020: did not repeat in 2021) as the product did
declined 24.0% to £514 million). not perform to expectations.

In 2021, this was driven by a 26.5% In Japan, the largest THP market in the
increase in THP consumable volume to world, glo is the fastest growing THP brand
9.3 billion sticks, compared to a decline (by volume), with volume share increasing
of 6.5% to 7.4 billion sticks in 2020. t0 6.8% in 2021, up 140 bps, maintaining the
2021 was underpinned by the success of momentum of 2020 which was up 50 bps

glo Hyper (the first-to-world THP that uses on 2019.

induction heati.ng technolggy to prqvide Our Modern Oral pilot launches in

astep change in taste delivery leading emerging markets, including in Pakistan
toanincrease in consumer satisfaction, and Indonesia, continue to deliver valuable
driven by 30% more tobacco, faster
heating and a boost function), launched We believe that Modern Oral is an exciting
n 2020"202_0 was |mpacted Py excise longer-term opportunity to commercialise
harmonisation affecting the industry and reduced-risk products* by offering

a strong comparator period (2019) that affordable New Category alternatives to
included the launch of glo Pro, glo Nano adult nicotine consumers.

and glo Sens.

* Based on the weight of evidence and assuming a complete
switch from cigarette smoking. These products are not risk
free and are addictive.

Delivering on our
New Categories

In 2021, APME reached 3.8 million active
consumers of our non-combustible
products driven by strong performance
across our New Category platforms

across the region. P o
In Japan, the largest THP market in the e +4 /o
world, glo performed very well, being the

fastest growing THP brand (in the THP
category) by volume and value share

and was the No. 1 choice for cigarette
smokers who chose to migrate to New
Categories. This was driven by improving
penetration and conversion rates with
consumer relevant product innovation and
improved experience across the consumer
journey. This was complemented by ﬂﬂﬂ

e Revenue growthin
New Categories

good performance in South Korea, where
glo volume share grew 310 bps with
revenue up 2.7 times during the year. — . .
On the Vapour front, our regional Vuse B in the Region
volume increased by 66% in 2021, while
successfully completing the migration
from Vype to Vuse. Our accelerated
learning journey in Modern Oral continued
in 2021, specifically in Pakistan where we
nearly doubled our Velo consumer base.

Availability of
New Categories

91

insights, as we roll out in key urban markets.

Other Information

Combustibles

Revenue from combustibles declined 9.6%
to £3,555 million (2020: down 10.3% to
£3,935 million), or by 2.3% (2020: down 7.7%)
at constant rates of exchange.

In 2021, this was despite an increase in
combustible volume (up 4.4%) as emerging
markets recovered from COVID-19. However,
this led to a negative geographic mix which,
combined with structural excise changesin
Australia and New Zealand and competitive
pricing dynamics in Australia (totalling
approximately £260 million) and the negative
impact of the sale of operations in Iran part
way through the year, drove revenue down.

In 2021, value share decreased 20 bps (2020: up
10 bps), with volume share up 20 bps (2020: 55

bps higher), as volume share gains (including in
Bangladesh, Japan, Pakistan and Taiwan) more
than offset losses in Indonesia (as the Group

drove for value growth with pricing ahead of

the industry) and Saudi Arabia.

In 2020, pricing in Australia and Pakistan
was more than offset by a 7.2% decline

in combustible volume. Higher volume

in Bangladesh was more than offset by

the impact of COVID-19 in a number of
markets, notably within GTR, an increase

in local taxes and the minimum retail price
compliance in Indonesia, and the continued
increase in illicit trade in Pakistan (following
an excise-led price increase in 2019).

Our Strategy in Action

gloinJapan

In 2021, glo attracted more than 700,000 new
consumers during the year, to become a brand
family with more than 3 million consumers in Japan.

glo’s growth was driven by a robust understanding
of consumer opportunities, a well-balanced
consumable portfolio and integrated online-offline
activations, while also successfully increasing
device penetration and conversion. Device launches
were combined with a more targeted, multi-brand
consumables portfolio that delivered credibility and
satisfaction to an increasing number of consumers.

Improvements in glo’s retail presence provided the
foundation for growth, complemented by a digital
first consumer engagement approach enabling
direct and tailored consumer interactions.
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Group Principal Risks

Overview

The principal risks that may affect the Group
are set out on the following pages.

Eachriskis considered in the context of the
Group’s strategy and business model, as set
outin this Strategic Report on pages 16 to
19, and 26 to 28. On the following pagesis a
summary of each principal risk, its potential
impact ®and management by the Group®.
Clear accountability is attached to each

risk through the risk owner. BAT define the
principal risks as those assessed with a high
impact and probable likelihood. Additionally,
the risks “Inability to commercialise and
deliver New Categories”, “Litigation”,
“Solvency and liquidity” are also recognised
as principal risks; even though they are not
assessed as having high impact and probable
likelihood, they are material to the Group and
the delivery of its strategic objectives.

@The Group has identified risks and is
actively monitoring and mitigating these
risks.® This section focuses on those risks
that the Directors believe to be the principal
risks to the Group. Not all of these risks are
within the control of the Group and other risks
besides those listed may affect the Group’s
performance. Some risks may be unknown at
present. Other risks, currently regarded as less
material, could become material in the future.

The risks listed in this section @and the
activities being undertaken to manage them®
should be considered in the context of the
Group’s internal control framework. This is
described in the section on risk management

Viability statement®

and internal control in the corporate
governance statement on pages 125 to 126.
This section should also be read in the context
of the cautionary statement on page 352.

A summary of all the risk factors (including
the principal risks) which are monitored by the
Board through the Group’s risk register is set
out in the Additional Disclosures section on
pages 317 to 339.

Assessment of Group Risks®

During the year, the Directors carried out
arobust assessment of the principal risks,
uncertainties and emerging risks facing the
Group, including those that could impact
delivery of its strategic objectives, business
model, future performance, solvency or liquidity.

The Board assessed that in line with the Group’s
strategy to deliver long-term sustainable
growth with a range of innovation and less
harmful products that stimulate senses of

new adult generations, it was appropriate to

no longer consider “Market size reduction and
consumer down trading” as a principal risk to
the Group.

Otherwise, the Group’s current principal risks
remain broadly unaltered compared to 2020.

The viability statement below provides a
broader assessment of long-term solvency
and liquidity. The Directors considered a
number of factors that may affect the resilience
of the Group. Except for the risk “Injury, illness

or death in the workplace” the Directors also
assessed the potential impact of the principal
risks that may impact the Group’s viability.

Time frame
Short-term

Medium-term

Long-term I E—— —

Strategic impact

)

Key Stakeholders

Simplification
New Categories

Combustibles

Ic'_,l_('?I Consumers
I?g Society

ﬁ Employees
E Shareholders

Considered in viability statement®

©

~ Yes

@No

@ Denotes phrase, paragraph or similar that does not form
part of BAT’s Annual Report on Form 20-F as filed with
the SEC.

The Board has assessed the viability of the Group taking into account the current position and principal risks, in accordance with provision 31 of the
UK Corporate Governance Code 2018. Whilst the Board believes the Group will be viable over a longer period, owing to the inherent uncertainty
arising due to ongoing litigation and regulation, the period over which the Board considers it possible to form a reasonable expectation as to the
Group's longer-term viability (that it will continue in operation and meet its liabilities as they fall due) is three years.

In making this assessment, the Board considered the Group’s:

— strong cash generation from operating activities;

— access to, and ability to raise, external sources of financing including the removal of any financial covenants in its credit facilities; and

— continued ability to manage the impact of COVID-19 and recognised the Group’s ability to utilise its geographic footprint and integrated
operating model to minimise the impact to the Group’s performance.

This assessment included a robust review of the Group’s operational and financial processes, (which cover both short-term financial forecasts
and capacity plans) and the principal risks (as indicated on pages 93 to 97) that may impact the Group’s viability. These are considered, with the
mitigating actions, at least once a year. The assessment included a reverse stress test of the principal risks and did not identify any individual
risk, based upon a prudent annual forecast, that would, if arising in isolation and without mitigation, impact the Group’s viability within the 3 year
confirmation period. Furthermore, the Board recognised that even if all the principal risks arose simultaneously, given the underlying strong free
cashflow generation before the payment of dividends (2021: £7.4 billion), the Group would be able to undertake mitigating actions to meet the
liabilities as they fall due. The assessment also reviewed the potential impact of climate-related risks and concluded that these, including the
potential cost implications and noting the mitigating actions, would not impact the Group's viability (see pages 58 to 67 with respect to TCFD).

The Board noted that the Group has access to a £5.85 billion credit facility (2021: undrawn and which will reduce to £5.7 billion in March 2022), US
(USS4 billion) and Euro (£3 billion) commercial paper programmes (2021: £269 million drawn) and £2.5 billion of bilateral agreements which may be
utilised. However, the Group is subject to inherent uncertainties with regards to regulatory change and litigation, the outcome of which may have
a bearing on the Group's viability. The Group maintains, as referred to in note 31in the Notes on the Accounts ‘Contingent Liabilities and Financial
Commitments, that, whilst it is impossible to be certain of the outcome of any particular case, the defences of the Group’s companies to all the
various claims are meritorious on both law and the facts. If an adverse judgment is entered against any of the Group’s companies in any case, an
appeal may be made, the duration of which can be reasonably expected to last for a number of years.
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Risks
Competition fromillicit trade

Increased competition fromiillicit trade and illegal products — either local duty evaded, smuggled, counterfeits, or non-regulatory
compliant, including products diverted from one country to another.

Time frame Strategicimpact

‘ New Categories
' Combustibles

Short/Medium/Long-term

Key Stakeholders Considered in viability statement®
[+)

fe ©

Society Yes

Impact

Erosion of goodwill, with lower volumes and/or increased
operational costs (e.g. track and trace costs) and reduced profits.
Reduced ability to take price increases.

Investment in trade marketing and distribution is undermined
and the product is commoditised.

Counterfeit products (especially in New Categories) and other
illicit products could harm consumers, damaging goodwill, and/or
the category (with lower volumes and reduced profits), potentially
leading to misplaced claims against BAT, further regulation and

a failure to deliver the corporate harm reduction objective.
Breach of legislation, criminal offences, contract breaches

under the EU Cooperation Agreement, allegations of facilitating
smuggling and reputational damage, including negative
perceptions of our governance and our ESG credentials.

Mitigation activities across all categories®

Dedicated Anti-lllicit Trade (AIT) teams operating at regional
and country levels; internal cross-functional levels; compliance
procedures, toolkit and best practice shared.

Active engagement with key external stakeholders.
Cross-industry and multi-sector cooperation on a range of AlT issues.

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

AIT Engagement Teams (including a dedicated analytical laboratory
and a forensic and compliance team) work with enforcement
agencies in pursuit of priority targets.

Geopolitical tensions

Geopolitical tensions, civil unrest, economic policy changes, global health crises, terrorism and organised crime have the potential

to disrupt the Group’s business in multiple markets.

Timeframe Strategic impact

‘ Simplification

New Categories

' Combustibles

Short/Medium-term

Consideredin
viability statement®

Key Stakeholders

fo w

Society, Employees

Impact
Potential injury or loss of life, loss of assets and disruption to
supply chains and normal business processes.

Increased costs due to more complex supply chain and
security arrangements and/or the cost of building new facilities
or maintaining inefficient facilities.

Lower volumes as a result of not being able to trade in a country.

Higher taxes or other costs of doing business as a foreign
company or the loss of assets as a result of nationalisation.

Reputational damage, including negative perceptions of our
governance and protection of our people and our ESG credentials.

Mitigation activities®

Physical and procedural security controls are in place, and constantly

reviewed in accordance with our Security Risk Management process,
for all field force and supply chain operations, with an emphasis on the
protection of Group employees.

Globally integrated sourcing strategy and contingency sourcing arrangements.

Security risk modelling, including external risk assessments and the
monitoring of geopolitical and economic policy developments worldwide.

Insurance cover and business continuity planning, including scenario
planning and testing, and risk awareness training.

The Business Continuity Management organisation plans for and responds
to geopolitical risks, including readiness of Crisis Management Teams at
alllevels.

93




BAT Annual Reportand Form 20-F 2021

Group Principal Risks

Group Principal Risks
Continued

Tobacco, New Categories and other regulation interrupts growth strategy

The enactment of, proposals for, or rumours of, regulation that significantly impairs the Group’s ability to communicate, differentiate,
market or launch its products, and/or the lack of appropriate regulation for New Categories.

Time frame Strategic impact

‘ New Categories
' Combustibles

Short/Medium/Long-term

Key Stakeholders Considered in viability statement®
[+

f® ©

Society Yes

Impact

A lack of acceptance or rejection of tobacco harm reduction as
a tobacco control policy could prevent a balanced regulatory
framework for New Categories.

Restricted ability to sell and communicate New Categories
could lead to failure of the harm reduction objective and loss
of confidence in the Group’s ESG performance.

Inappropriate regulations for New Categories (e.g. pharma or
food) or total bans of tobacco and/or New Categories products
in certain markets.

Reduced ability to make scientific claims and compete in future
product categories and make new market entries.

Erosion of brand value through commoditisation and the inability
to launch innovations may negatively affect our ability to generate
value growth.

Regulation with respect to bans or severe restrictions on menthol
flavours, product design & features and nicotine levels may
adversely impact individual brand portfolios.

Reduced consumer acceptability of new product specifications,
leading to consumers seeking alternatives in illegal markets or
irresponsible operators exploiting regulatory loopholes.

Shocks to share price on rumours, the announcement
or enactment of restrictive regulation (e.g. sales ban to
future generations).

Increased scope and severity of compliance regimes in new
regulation (e.g. Extended Producer Responsibility (EPR)
schemes) leading to higher costs, greater complexity and
potential reputational damage or fines for breach, including
inadvertent breach.

Mitigation activities®

Engagement and litigation strategy coordinated and aligned
across the Group to drive a balanced global policy framework for
combustibles and New Categories.

Stakeholder mapping and prioritisation, developing robust compelling
advocacy materials (with supporting evidence and data) and
regulatory engagement programmes.

Regulatory risk assessment of marketing plans to ensure

decisions are informed by an understanding of the potential
regulatory environments.

Advocating the application of integrated regulatory proposals to
governments and public health regulators and practitioners based
on the harm reduction potential of New Categories.

Development of an integrated regulatory strategy that spans
conventional combustibles and New Categories.

Training and capability programmes for End Markets to upskill Legal
and External Affairs managers on combustible and New Categories
regulatory engagement, including product knowledge.

Direct access to online portal providing latest position and advocacy
material for End Market engagement on combustibles and

New Categories.

Working to define a sustainable EPR model and markets negotiating
to implement effective EPR schemes.

@ Please refer to pages 325 to 327 for details of tobacco and nicotine regulatory
regimes under which the Group’s businesses operate.
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Product liability, regulatory or other significant cases (including investigations) may be lost or settled resulting in a material loss or

other consequence.

Time frame Strategic impact

‘ New Categories
’ Combustibles

Short/Medium/Long-term

Key Stakeholders Considered in viability statement®
;reholders E

Impact

Damages and fines, negative impact on reputation (including ESG
credentials), disruption and loss of focus on the business.
Consolidated results of operations, cash flows and financial
position could be materially affected by an unfavourable outcome
or settlement of pending or future litigation, criminal prosecution
or other contentious action.

Inability to sell products as a result of patent infringement action
may restrict growth plans and competitiveness.

Potential share price impact.

Mitigation activities®
Consistent litigation and patent management strategy across
the Group.

Expertise and legal talent maintained both within the Group and
external partners.

Ongoing monitoring of key legislative and case law developments
related to our business.

Delivery with Integrity compliance programme.

@ Please refer to note 31in the Notes on the Accounts for details of contingent liabilities

applicable to the Group.

Significant increases or structural changes in tobacco, nicotine and New Categoriesrelated taxes

The Group is exposed to unexpected and/or significant increases or structural changes in tobacco, nicotine and New Categories

related taxes in key markets.

Time frame Strategicimpact

‘ New Categories
' Combustibles

Short/Medium/Long-term

Key Stakeholders Considered in viability statement®
00 O

& fo ©

Consumers, Society Yes

Impact

Consumers reject the Group’s legitimate tax-paid products
for products fromiillicit sources or cheaper alternatives.

Reduced legal industry volumes.

Reduced sales volume and/or portfolio erosion.

Partial absorption of excise increases leading to lower profitability.

Mitigation activities®

Formal pricing and excise strategies, including Revenue Growth
Management using a data science-led approach, with annual risk
assessments and contingency plans across all products.

Pricing, excise and trade margin committees in markets, with
global support.

Engagement with relevant local and international authorities where
appropriate, in particular in relation to the increased risk to excise
revenues from higher illicit trade.

Portfolio reviews to ensure appropriate balance and coverage
across price segments.

Monitoring of economic indicators, government revenues
and the political situation.
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Continued

Inability to develop, commercialise and deliver the New Categories strategy

Risk of not capitalising on the opportunities in developing and commercialising successful, safe and consumer-appealing innovations.

Time frame Strategicimpact Key Stakeholders Considered in viability statement®
R o
s e E— Simplification o
. New Categories D_j @
Short/Medium/Long-term Combustibles Shareholders Yes
Impact Mitigation activities®

Failure to deliver Group strategic imperative, 2025 growth
ambition and 2030 consumer targets.

Potentially missed opportunities, unrecoverable costs and/or
erosion of brand, with lower volumes and reduced profits.

Reputational damage and recall costs may arise in the event
of defective product design or manufacture.

Loss of market share due to non-compliance of product
portfolio with regulatory requirements.

Loss of investor confidence in ESG performance.

Failure to deliver our corporate purpose of harm reduction.

Focus on product stewardship to ensure high-quality standards
across the portfolio.

Brand Expression, which sets out how our brand expresses
itself (including through its logo, name, product, packaging, etc.)
deployed to lead End Markets via activation workshops and best
practices shared.

Generating sufficient IP to develop competitive and
sustainable products.

Accelerating digital and consumer analytics along with data
management platforms for enhanced methodologies, insight
generation and line of sight across the Group.

R&D is accredited to ISO9001 standard and laboratories are
accredited to ISO17025 for key methods.

Injury, iliness or death in the workplace

The risk of injury, death or ill health to employees and those who work with the business is a fundamental concern of the Group

and can have a significant effect on its operations.

Time frame Strategic impact

- ¢
Short-term

Simplification
New Categories
Combustibles

Key Stakeholders Considered in viability statement®
E_mployees E

Impact

Serious injuries, ill health, disability or loss of life suffered by
employees and the people who work with the Group.

Exposure to civil and criminal liability and the risk of prosecution
from enforcement bodies and the cost of associated legal costs,
fines and/or penalties.

Interruption of Group operations if issues are not

addressed immediately.

High staff turnover or difficulty recruiting employees if perceived
to have a poor Environment, Health and Safety (EHS) record.
Reputational damage to the Group.

Mitigation activities®

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

EHS strategy aims to ensure that employees at all levels receive
appropriate EHS training and information.

Behavioural-based safety programme to drive operations’ safety
performance, culture and closer to zero accidents.

Analysis of incidents undertaken regionally and globally by a
dedicated team to identify increasing incident trends or high potential
risks that require coordinated action.

Global monthly Health & Safety (H&S) Committee established,
formed by senior members from the H&S and Operations
Sustainability leadership team.

Disputed taxes, interest and penalties

The Group may face significant financial penalties, including the payment of interest, in the event of an unfavourable ruling

by a tax authority in a disputed area.

Time frame Strategic impact

‘ Simplification

New Categories

’ Combustibles

Short/Medium-term

Key Stakeholders Considered in viability statement®
greholders E

Impact
Significant fines and potential legal penalties.

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

Impact on profit and dividend.

Mitigation activities®

End market tax committees.

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

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

Please refer to note 31in the Notes on the Accounts for details
of contingent liabilities applicable to the Group.
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Liquidity (access to cash and sources of finance) is essential to maintaining the Group as a going concern in the short term (liquidity)

and medium term (solvency).

Time frame Strategic impact

‘ New Categories
’ Combustibles

Short/Medium-term

Key Stakeholders Considered in viability statement®
;reho\ders g

Impact

Inability to fund the business under the current capital structure
resulting in missed strategic opportunities or inability to respond
to threats.

Decline in our creditworthiness and increased funding costs
for the Group.

Requirement to issue equity or seek new sources of capital.

Reputational risk of failure to manage the financial risk profile
of the business, resulting in an erosion of shareholder value
reflected in an underperforming share price.

Mitigation activities®

Group policies include a set of financing principles and key
performance indicators including the monitoring of credit ratings,
interest cover, solvency and liquidity with regular reporting to the
Corporate Finance Committee and the Board.

The Group targets an average centrally managed debt maturity of
at least five years with no more than 20% of centrally managed debt
maturing in a single rolling year.

The Group holds a two-tranche revolving credit facility of £5.85bn
syndicated across a wide banking group, consisting of a 364-day
tranche (with a one-year extension option and a one-year term-out
option remaining) and a five-year tranche (with a one-year extension
option remaining).

Liquidity pooling structures are in place to ensure that there
is maximum mobilisation of cash liquidity within the Group.

Going concern and viability support papers are presented
to the Board on a regular basis.

Foreign exchange rate exposures

The Group faces translational and transactional foreign exchange (FX) rate exposure for earnings/cash flows from its global businesses.

Timeframe Strategic impact

‘ New Categories
’ Combustibles

Short/Medium-term

Key Stakeholders Considered in viability statement®
;reho\ders E

Impact

Fluctuations in FX rates of key currencies against sterling
introduce volatility in reported earnings per share (EPS), cash flow
and the balance sheet driven by translation into sterling of our
financial results and these exposures are not normally hedged.

The dividend may be impacted if the payout ratio is not adjusted.

Differences in translation between earnings and net debt may
affect key ratios used by credit rating agencies.

Volatility and/or increased costs in our business, due to
transactional FX, may adversely impact financial performance.

Mitigation activities®

While translational FX exposure is not hedged, its impact

is identified in results presentations and financial disclosures;
earnings are restated at constant rates for comparability.

Debt and interest are matched to assets and cash flows to mitigate
volatility where possible and economic to do so.

Hedging strategy for transactional FX and framework is defined
in the treasury policy, a global policy approved by the Board.

llliquid currencies of many markets where hedging is either not
possible or uneconomic are reviewed on a regular basis.

The Strategic Report was approved by the Board of Directors on 10 February 2022 and signed on its behalf by Paul McCrory, Company Secretary.
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Chairman’s Introduction

on Governance

Dear Shareholder

As your incoming Chairman, I've spent
2021 immersing myself fully in the work
and culture of the Board and wider
organisation, building on my prior
experience as one of your Non-Executive
Directors. My sentiments are unchanged:
this is an outstanding organisation that is
fully committed to realising its corporate
purpose of building A Better Tomorrow™.

I’'m grateful to my predecessor, Richard
Burrows, the Board and the management
team, who have recognised that achieving
this purpose is predicated on a consumer-
centric strategy and empowering ethos.
Our ambitious sustainability agenda, strong
corporate governance, and robust control
environment underpin the delivery of our
corporate purpose more so than ever.

Strategic focus

We are clear on, and delivering against,
our three commercial priorities of
combustible value growth; step-change
in New Categories; and simplifying

the organisation. This year, the Board
has also strongly supported executive
management’s drive to deliver our Quest
programme, setting out our five critical
enablers for corporate transformation
(discussed on page 104). I'm pleased to
report that we're confident this programme
is progressing well and will accelerate
our transformation to a multi-category
business, in nicotine and beyond.

The Board’s consideration of the Group’s
capital allocation for 2022 carefully
balanced New Categories investment
and our ongoing objective to de-leverage
the balance sheet within an appropriate
range, as well as laying foundations for
our activities beyond nicotine.

@@ Our ambitious sustainability
agenda, strong corporate
governance, and robust

control environment underpin
the delivery of our corporate

purpose more so thanever. 99

With regard to our new longer-term active
capital allocation framework, we are
growing the dividend and have announced
a £2 billion share repurchase programme
for 2022.

Action on climate change is a vital pillar of
our sustainability agenda, and momentum
in this area must be maintained. The Board
has reviewed progress against the
glidepath towards achieving the Group’s
commitment to net zero value chain
emissions by 2050. This is also the first year
we report to you in full alignment with the
TCFD framework.

Given the importance of the sustainability
agenda to our strategy, we extended the
scope of external assurance of our reported
ESG metrics this year (discussed on page
126) and our Audit Committee’s terms of
reference were revised to formalise its
oversight role in this area (see page 121).
This enhanced assurance is something
our stakeholders and society are rightly
coming to expect as part of good
corporate governance.

Culture and values

The Board recognises its role in shaping
and overseeing Group culture and values.
Acting with integrity is an important part
of our ethos, and the Board ensures that
embedding integrity across our business
practices remains a priority.

In January 2022, we launched our revised
Standards of Business Conduct (SoBC) and
Supplier Code of Conduct (discussed on
page 110). Regular evolution of these long-
standing policies keeps them in step with
our strategy, ethos, external requirements
and stakeholder expectations.

98

These policies mandate responsible
business practices without compromise,
and the Company takes seriously any non-
compliance with our standards or our legal
obligations. As we accelerate our multi-
category platform initiatives, | firmly believe
these standards foster sustainable growth.
You can read about our SoBC and Delivery
with Integrity programsnme on page 56.

Stakeholder engagement

We had an active shareholder and investor
engagement programme in 2021.

I met with a number of shareholders in the
year, and the Remuneration Committee
Chair has engaged extensively on our new
Directors’ Remuneration Policy. My fellow
Board members and | look forward to
further dialogue with you ahead of the
2022 AGM, which we plan to hold in person
subject to prevailing guidance at the time.

We also listen to the perspectives of our
wider stakeholders and we review how we
engage with them across the Group, which
you can read about on pages 106 to 109.

Our people

The continuing resilience and commitment
of our people to overcome the challenges
of COVID-19 has been inspirational to the
Board. Their safety and well-being remains
our top priority, and we devote time to
satisfy ourselves that the right support is
available and is responsive to change.

The Board maintains effective engagement
with our people worldwide through arange
of channels (discussed at page 108).

Board efficacy

While much of the Board’s interaction
remained virtual in 2021, we have operated
effectively and engaged consistently with
management and staff throughout the year.

This year, | led an internal evaluation of the
Board, its Committees and each individual
Director, set out on page 114. The Board
considers that it continues to function
effectively and its working relationships
with its Committees continue to be sound.

I’'m confident that the corporate
governance framework that | now oversee
as your Chairman enables the Group’s
strategic objectives. On behalf of the
Board, | confirm that we believe that this
combined Annual Report and Form 20-F isfair,
balanced and understandable, and presents
the information necessary to assess

the Company’s position, performance,
business model and strategy.

Luc Jobin
Chairman
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Governance

Throughout the year ended Board Leadership and

31 December 2021, we applled the Company Purpose
Principles of the UK Corporate

Governance Code 2018.

The Company was compliant with all
provisions of the Code during the year.

The Board considers that this

Annual Report and Form 20-F, and
notably this Governance section,
provides the information shareholders
need to evaluate how we have complied
with our obligations under the Code.

Division of
Responsibilities

Pages noted opposite refer to particular
discussion on the application of Principles of Composition,

the Code in this Annual Report and Form 20-F. . -
Succession, Evaluation
For reference, we prepare a separate voluntary

annual compliance report by reference to each
Principle and Provision of the Code, available at
bat.com/governance

Audit, Risk,
Internal Control

Remuneration

Disclosure guidance and transparency rules US corporate governance

We comply with the Disclosure Guidance and Transparency Rules As a result of the listing of the Company’s American Depositary
requirements for corporate governance statements by virtue of the ~ Shares (ADSs) on the NYSE, the Company is required to
information included in this section, together with the information meet certain NYSE requirements relating to corporate
contained in the Other Information section. governance matters.

The UK Corporate Governance Code 2018 is available at frc.org.uk. Certain exceptions to these requirements apply to the Company
as a foreign private issuer. For details of the significant differences
between the NYSE requirements and the Company’s practices,
please see page 349.
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Board of Directors

As at 10 February 2022

Luc Jobin
Chairman (62)

Nationality: Canadian

Appointed: Chairman since April 2021;
Non-Executive Director since July 2017.

Experience: Luc was President and
Chief Executive Officer of Canadian
National Railway Company from

July 2016 until March 2018, having
served as Executive Vice President
and Chief Financial Officer since
2009. Previously, he was Executive
Vice President of Power Corporation
of Canada (an international financial
services company) from 2005 to 2009.
Luc was Chief Executive Officer of
Imperial Tobacco Canada from 2003
to 2005 and Executive Vice President
and Chief Financial Officer from 1998
to 2003. Luc previously served as an
independent Non-Executive Director
of Reynolds American Inc. from 2008
until its acquisition by the Group.

Relevant skills and contribution

to the Board: Luc brings significant
financial, regulatory and consumer
business experience to the Board,
together with extensive North
American knowledge and experience
of enterprise transformation.

External appointments: Gildan
Activewear Inc.

Karen Guerra
Non-Executive
Director (65)

Nationality: British
Appointed: September 2020

Experience: Karen has held a variety
of executive roles, including President
and Director General of Colgate
Palmolive France, and Chairman
and Managing Director of Colgate
Palmolive UK Limited. She was
formerly a Non-Executive Director
of Electrocomponents p.l.c., Davide
Campari-Milano S.p.A, Paysafe PLC,
Inchcape PLC, Samlerhuset BV and
Swedish Match AB.

Relevant skills and contribution

to the Board: Karen brings valuable
international experience, particularly
in marketing, sales and consumer
goods insight to the Board.

External appointments: Non-
Executive Director of Amcor p.l.c.

Nationality: French

Appointed: Chief Executive since
April 2019; Executive Director since
January 2019.

Experience: Jack joined the Group in
2004 and was appointed as 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

2009, becoming Regional Director
for the Americas in 2011, then
Regional Director for Asia-Pacific in
2013. He became Chief Operating
Officer in 2017 and Chief Executive
Designate in November 2018, before
being appointed to the Board in
January 2019.

Relevant skills and contribution to
the Board: Jack brings significant
management, innovation, and
strategic leadership to the Board,
developed through his previous

roles across many of the Group’s key
geographies and areas of business.
This enables him to effectively lead
the Group and deliver our ambition to
build A Better Tomorrow™.

External appointments: No
external appointments.

Dr Marion
Helmes
Non-Executive

Director (56)

Nationality: German
Appointed: August 2016

Experience: Marion’s extensive
career includes Chief Financial Officer
positions at Celesio, Q-Cells and
ThyssenKrupp Elevator Technology
and, more recently, she has

served as a member of a variety of
supervisory boards.

Relevant skills and contribution to
the Board: 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 experience
as a member of various supervisory
boards enables Marion to bring a range
of insights to the Board’s discussions.

External appointments: Vice
Chairwoman of the Supervisory Board
and Co-Chairwoman of the Presiding
and Nomination Committee of
ProSiebenSat.1 Media SE; Supervisory
Board member and Chairman of the
Audit Committee of Heineken N.V.and
Supervisory Board member, Chairman
of the Audit Committee of Siemens
Healthineers AG and independent
director of LONZA Group Ltd.
(nominated for election on 5 May 2022).

Nationality: Brazilian
Appointed: August 2019

Experience: Tadeu joined the Group
in Brazil in 1992 and joined the
Management Board as Director,
Business Development in 2014, later
becoming Regional Director, Western
Europe in 2016, then Regional Director,
Europe and North Africa in January
2018. He was appointed Director,
Group Transformation in January 2019
and, in addition to this role, he was
appointed Deputy Finance Director

in March 2019, before joining the
Board as Finance Director in August
2019. As Finance and Transformation
Director. Tadeu’s role includes
leadership of the design and delivery
of the Group’s Quest transformation
programme to accelerate delivery of
Group strategy.

Relevant skills and contribution

to the Board: Tadeu brings broad
experience gained in various national,
regional and global finance and
general leadership roles, through

his previous roles across the Group.
These experiences make Tadeu
particularly well-placed to contribute
to the Group’s transformation and
broader strategic agenda.

External appointments: No
external appointments.

Holly Keller
Koeppel
Non-Executive
Director (63)

Nationality: American
Appointed: July 2017

Experience: Up until April 2018,

Holly was a Senior Advisor to Corsair
Capital LLC, where she had previously
served as Managing Partner and
Co-Head of Infrastructure 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. Holly previously served

as an independent Non-Executive
Director of Reynolds American Inc.
from 2008 until its acquisition by

the Group.

Relevant skills and contribution

to the Board: Holly’s extensive
international operational and financial
management experience in a range of
industry sectors enables her to make
important contributions to the Board.

External appointments: Non-
Executive Director of Flutter
Entertainment plc; Director and Chair
of the Governance Committee of AES
Corporation; and Director of Arch
Coallnc.
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Sue Farr
Non-Executive
Director (65)

Nationality: British
Appointed: February 2015

Experience: Sue’s extensive career
includes Director, Strategic and
Business Development of Chime
Group and a number of senior
marketing and communications
positions, including: Director of
Marketing BBC, Corporate Affairs
Director of Thames Television and
Director of Communications of
Vauxhall Motors. Sue is a former
Chairwoman of both the Marketing
Society and the Marketing Group of
Great Britain.

Relevant skills and contribution

to the Board: Sue contributes
considerable expertise in relation to
marketing, branding and consumer
issues, which are key areas of focus for
the Board.

External appointments: Non-
Executive Director and Chair of the
Remuneration Committee of Accsys
Technologies PLC; Non-Executive
Director of Helical plc; and Non-
Executive Director of Unlimited
Group Ltd.

Savio Kwan
Non-Executive

Director (73)

Nationality: British
Appointed: January 2014

Experience: During his extensive
career Savio 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.

Relevant skills and contribution to
the Board: Savio brings significant
business leadership experience to
the Board, together with a deep
knowledge of Greater China and Asia,
an important region for the Group.

External appointments: Co-Founder
and CEO of A&K Consulting Co Ltd;
Non-Executive Director of the Alibaba
Hong Kong Entrepreneur Fund and
Crossborder Innovative Ventures
International Limited; Non-Executive
Director and Advisory Board member
of Homaer Financial; Independent
Non-Executive Director of GOGOX
and Southern England Wines Ltd.
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Dimitri
Panayotopoulos

Senior
Independent
Director (70)

Nationality: Greek/British

Appointed: Senior Independent
Director since April 2020;
Non-Executive Director

since February 2015.

Experience: Dimitri 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.

Relevant skills and contribution

to the Board: Dimitri has extensive
general management, international
sales and brand building expertise,
which enables him to make valuable
contributions to Board discussions on
these important topics.

External appointments: Senior
Adviser at The Boston Consulting
Group; Advisory Board member of
JBS USA; Board Member of IRI; Board
Member of North Atlantic Acquisition
Corporation; and Director of Airway
Therapeutics Inc.

Strategic Report

Darrell Thomas
Non-Executive

Director (61)

Nationality: American
Appointed: December 2020

Experience: Darrell is currently Vice
President and Treasurer for Harley-
Davidson, Inc., having previously

held several senior finance positions
including Interim Chief Financial
Officer for Harley-Davidson, Inc.,
Chief Financial Officer for Harley-
Davidson Financial Services, Inc.

and Vice President and Assistant
Treasurer, PepsiCo, Inc. Prior to joining
PepsiCo, Inc. Darrell had a 19-year
career in banking with Commerzbank
Securities, Swiss Re New Markets,
ABN Amro Bank and Citicorp/Citibank
where he held various capital markets
and corporate finance roles.

Relevant skills and contribution

to the Board: Darrell brings extensive
US, financial and regulatory
experience to the Board.

External appointments: Vice
President and Treasurer for Harley-
Davidson, Inc. (Darrell will retire from
Harley-Davidson, Inc. on 1 March
2022); Board member of Sojourner
Family Peace Center, Inc.; Independent
Director of Dorman Products Inc.;

and Non-Executive Director of Scotia
Holdings (US) Inc.

Attendance at Board meetings in 2021'

Governance Report

Financial Statements

Attended/Eligible to attend

Name Director since Scheduled” Ad hoc
Luc Jobin 2017 6/6 2/2
Jack Bowles 2019 6/6 2/2
Tadeu Marroco 2019 6/6 2/2
Sue Farr 2015 6/6 2/2
Karen Guerra 2020 6/6 2/2
Dr Marion Helmes 2016 6/6 2/2
Holly Keller Koeppel 2017 6/6 2/2
Savio Kwan 2014 6/6 2/2
Dimitri Panayotopoulos? 2015 6/6 /2
Darrell Thomas 2020 6/6 2/2
Richard Burrows®® 2009-2021 2/2 2/2
Jerry Fowden3®® 2019-2021 /1 2/2

Notes:

1. Number of meetings in 2021: The Board held eight meetings in 2021, two of which were ad hoc and convened at short notice, to review Board
Committee and Management Board appointments.

2.Dimitri Panayotopoulos did not attend the ad hoc meeting in March due to prior commitments. Directors that are unable to attend Board or
Committee meetings have the opportunity to provide their comments to the Chairman in advance of the meeting.

3.Composition: The Board of Directors is shown as at the date of this Annual Report and Form 20-F; (a) Richard Burrows retired as Chairman
at the conclusion of the Company’s Annual General Meeting on 28 April 2021; and (b) Jerry Fowden stepped down from the Board with effect

from 1 April 2021.

4.Number of meetings in 2022: Six Board meetings are scheduled for 2022.
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Management Board
As at 10 February 2022

Michael
Dijanosic

Regional Director,
Asia Pacific and
Middle East (50)

Jerome Abelman
Director, Legal &

External Affairs
and General
Counsel (58)

Nationality: 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
amember of the Board of Reynolds
American Inc. from February 2016
until July 2017.

Zafar Khan
Director,
Operations (49)

Marina Bellini
Director,

Digital and
Information (48)

Nationality: Italian/Brazilian

Marina joined the Management Board
as Director, Digital and Information in
January 2019. She joined the Group as
Chief Information Officer (CIO) in 2018,
having previously served as Global
CIO and Global Business Services
SVP at Anheuser-Busch InBev, where
she was responsible for information
technology transformation, including
consumer digital marketing.

Hae InKim
Director, Talent,
Culture &
Inclusion (47)

Luciano Comin
Regional Director,

Americas and
Sub-Saharan
Africa (52)

Nationality: Italian/Argentinian

Luciano joined the Management
Board as Regional Director, Americas
and Sub-Saharan Africa in January
2019. He joined the Group in 1992

and has held a wide range of roles,
including Marketing Director in
Venezuela, Marketing Director in
Mexico and General Manager of BAT
Mexico. Luciano was also Regional
Marketing Manager for Western
Europe and then Regional Head of
Marketing, Americas and Sub-Saharan
Africa before his appointment to the
Management Board.

Paul Lageweg
Director, New
Categories (52)

Nationality: Australian

Michael was appointed Regional
Director for Asia-Pacific and Middle
East in September 2020 and joined the
Management Board at the same time.
Previously, he was Area Director for
Asia-Pacific and Global Travel Retail.
Michael joined BAT in 1999 and has
held several senior roles in the Group
including General Manager (Papua
New Guinea and Cambodia) and
Regional Manager, Asia-Pacific.

Guy Meldrum
President and

CEO, Reynolds
American Inc.
(50)

Nationality: New Zealander

Guy was appointed President and
CEO of Reynolds American Inc.

in September 2020, having joined
the Management Board as Regional
Director, Asia-Pacific and Middle
East in January 2019. Previously he
was Area Director, Australasia Area.
Guy joined the Group in 1993 and has
held several senior roles in the Group
including Area Director, North Asia
Area and Marketing Director, Russia.

Nationality: Pakistani

Zafar was appointed Director,
Operations in February 2021

and became a member of the
Management Board at the same
time. Previously, he was Group Head
of New Categories Operations where
he was responsible for successfully
embedding an end-to-end supply
chain for our New Category products
to support their accelerated growth
across the world. Zafar joined BAT

in 1996 and has held several senior
roles in the Group including Regional
Head of Operations Asia Pacific &
Middle East, Group Head of Plan,
Service & Logistics, Regional Head of
Plan and Service for Western Europe
and Head of Operations, Bangladesh.

Dr David O’Reilly
Director,
Research and
Science (55)

Nationality: British

David was appointed Director,
Research and Science in January
2019, having joined the Management
Board as Group Scientific Director

in 2012, leading R&D’s focus on
potentially reduced-risk products.
He has been with the Group for more
than 20 years and was previously
Head of International Public Health
and Scientific Affairs, responsible for
engagement with scientific, medical
and public health communities.

Nationality: Korean

Hae In joined the Management
Board as Director, Talent and Culture
Designate in January 2019 and
became Director, Talent and Culture
in April 2019. Her role title changed
to Director, Talent, Culture and
Inclusion in November 2020. She was
previously Group Head of Talent

and Organisational Effectiveness
and has held several other senior

HR roles in the Group, including
Regional HR Director, Asia-Pacific,
and HR Director, Japan and North
Asia. Prior to joining the Group in
2008, she gained experience at
Samsung, IBM Consulting Services
and PricewaterhouseCoopers.

Johan
Vandermeulen

Regional Director,
Europe (54)

Nationality: Belgian

Johan was appointed Regional
Director, Europe and North Africa in
January 2019. From 1January 2022,

his role title is Regional Director,
Europe. Johan joined the Management
Board in 2014 as Regional Director

for Eastern Europe, Middle East

and Africa, then became Regional
Director, Asia-Pacific and Middle East
in January 2018. He has been with the
Group for more than 25 years and

his previous roles include General
Manager in Russia, General Manager
in Turkey and Global Brand Director for
the Kent brand.
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Nationality: Dutch

Paul joined the Management Board
as Director, New Categories in
January 2019. He has been with the
Group for 14 years in various senior
roles, including Regional Marketing
Manager, Asia-Pacific and Middle
East, Area Director, East Asia and
Global Head of Marketing Futures.

Kingsley
Wheaton

Chief Marketing
Officer (48)

Nationality: British

Kingsley was appointed Chief
Marketing Officer in January 2019.
He joined the Group in 1996 and held
various senior marketing positions
prior to being General Manager in
Russia. He was appointed to the
Management Board as Corporate and
Regulatory Affairs Director in 2012.
In January 2015, he was appointed
Managing Director, Next Generation
Products and then as Regional
Director, Americas and Sub-Saharan
Africa in January 2018.
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Board Leadership and Purpose

Leadership Overview

Board Leadership

The Board is collectively responsible to our shareholders for the
long-term sustainable success of the Company and for the Group’s
strategic direction, purpose, values and governance. The Board
provides the leadership necessary for the Group to meet its
business objectives within a robust framework of internal controls.
The Board’s primary responsibilities are summarised on page 111.

The Board has a comprehensive annual programme of meetings
to review the Group’s strategy and monitor performance across
all elements of the Group’s business model. The Board'’s strategic
priorities for 2021 are identified within the key performance
indicators set out on page 9. The Chairman sets structured
meeting agendas in consultation with the Chief Executive and the
Company Secretary.

Key activities of the Board in 2021 are set out on pages 104 to 105.
The Board considers stakeholder interests in its decision-making
on an ongoing basis. Examples of principal decisions made by
the Board during the year, and how it considered the long-term
consequences of decisions, stakeholder interests, the impact of
operations on the environment and corporate reputation in those
contexts, are discussed on page 110.

Oversight of the impact of COVID-19 and the Group’s response
remained an important focus for the Board throughout 2021.

How our governance framework supports our strategy

An overview of our governance framework, including the structure
of the Board and its principal Commmittees, is set out on page 111.

As part of our internal controls framework, the Board has delegated
certain authorities to executive management through our Group
Statement of Delegated Authorities (SoDA) to enable effective
delivery of Group strategy.

Our SoDA is designed to empower management at the right level
of our organisation and promote high levels of accountability and
ownership. Overseeing the implementation of Group strategy
through our SoDA is one of the ways that the Board promotes
robust corporate governance, risk management and internal
controls across our Group. Our SoDA supports our Board members
in managing their responsibility for promoting the success of the
Company, in line with their directors’ duties.

Our Purpose and Ethos

Our purpose, to build A Better Tomorrow™ for all our stakeholders,
is underpinned by our ethos.

We launched the BAT ethos in 2020, developed with significant
employee input. It guides our culture and behaviours across our
Group, enabling an organisation that is future fit for sustainable
growth. We believe our ethos empowers our people and fosters

a vibrant, rewarding and responsible workplace. Its focus on
diversity and inclusion enables better understanding, connectivity
and insights across our business.

The Board is committed to supporting the Management Board in
continuing to promote the BAT ethos in every area of our business.

Read more about our purpose on page 27 and our ethos on page 69

GIOICI0IO

Weare

Bold

Weare
Responsible

Weare Weare
Empowered Diverse

Weare

Fast
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Shaping and Overseeing Culture

The Board considers the Group’s culture and activities promoting
our ethos in a range of contexts throughout the year, including
through workforce engagement. Key examples of the Board’s
oversight of culture are highlighted on page 105.

During 2021, Board oversight and monitoring of culture was
supported by the Board’s annual review of the Group culture
dashboard. This dashboard presents a series of insights measured
over time across the organisation, including diversity at different
levels, employee engagement (measured through our Your Voice
global employee survey), leadership stability, employee retention,
health and safety, and business conduct, including Speak

Up allegations.

Following review, the Board is satisfied that our culture is aligned
with the Group’s purpose, strategy and ethos, and reflected
consistently in our workplace policies and practices.

Outside of the boardroom, the Directors typically participate in
regular market and site visits to give them direct experience of our
organisational culture in context. The Directors’ market and site
visit programme continued to be impacted by travel restrictions in
place due to COVID-19. Direct workforce engagement was instead
enabled primarily through virtual forums in 2021 (discussed on
page 108).

Delivery with integrity

How we execute our strategy is as important as its successful
delivery. The Board remains focused on ensuring that we deliver
with integrity in every aspect of our business. It is essential to

our Group’s long-term, sustainable success that all our people
act with consistently high standards of behaviour. We articulate
this through our Group Standards of Business Conduct (SoBC).
Compliance with our SoBC, in letter and spirit, is mandatory for all
our people worldwide.

Our Standards
of Business
Conduct 2022

AT

Our SoBC holds everyone responsible for compliance, and every
line manager across our business must act as a role model for

high standards of behaviour. The SoBC includes our Speak Up
policy, reflecting the range of Speak Up channels for raising any
concerns in confidence (anonymously if preferred) and without fear
of reprisal. The SoBC also includes our Lobbying and Engagement
policy, reinforcing the requirement for all our engagement activities
with governments, regulators and other external stakeholders to be
conducted with transparency, openness and integrity.

Our SoBC is regularly reviewed and updated. A revised version of
our SoBC was introduced in January 2022 (discussed on page 110).

The Audit Committee is kept updated on SoBC allegations, and
reports to the Board to enable Board oversight of behaviour falling
short of our standards and the corrective action taken.

@ Read more about our commitment to delivery with integrity and our Group
Standards of Business Conduct on pages 56 to 57
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Board Activities
in 2021

Simplify the
Business

The Board understands our business is enabled
by simplifying our structures, embracing digital
transformation, and rigorous cost management.

Activitiesin 2021

‘ Step Changein

New Categories
Performance
Continued investment and development of

New Categories to accelerate growthis a
strategic focus of the Board’s agenda.

Activitiesin 2021

Drive Value
' From Combustibles

Driving value from combustiblesis a core
priority for the Board, to deliver today and
build A Better Tomorrow™.

Activitiesin 2021

— reviewing Quantum implementation
(part of Quest), including: effectiveness
of Phase 1 organisational design and
business unit simplification; impact of
Phase 2 end market operating model
and route-to-market optimisation; and
progress in implementing Phase 3 UK
head office restructuring;

— oversight of progress against target
savings to be realised through
efficiencies implemented under

Quantum to release funds for investment;

— oversight of initiatives to drive a
step-change in portfolio complexity
reduction, including drive brand portfolio
consolidation and stock-keeping unit
rationalisation, as part of the Group’s
focus on stronger, global brands;

— reviewing revenue growth management
capabilities and use of data and
analytics to power insights and enhance
forecasting and decision-making; and

— reviewing key aspects of digital
transformation to deliver enhanced
user experience for consumers
and customers, leverage Digital
Business Solutions technology hubs
to increase efficiencies, and cyber
security developments.

{duest

Deliver Unleash
Quantum  Innovation

Empowered
Organisation

Shaping
ustainability Digital

The Enterprise of the Future

The Board supports management’s drive

to implement our Quest programme, as
it recognises that, for the Group to reach

its long-term sustainability ambitions and
to deliver its corporate purpose, it cannot

rely on incremental delivery alone.

In 2021, the Board reviewed progress
on Quest’s five capability accelerators
(discussed to the right), via updates
from the Executive Directors and other
Management Board members.

The Finance and Transformation Director

is the programme director for Quest and
responsible for Quest implementation.

Technology &

— reviewing Group performance
against strategy to accelerate New
Categories growth and KPls, including
New Categories revenue growth and
market share;

— reviewing industry and Group
performance outlook in total nicotine and
by product portfolio;

— reviewing consumer adoption, trading
environment and competitor landscape
across New Categories portfolios;

— reviewing our New Categories
investment glidepath and innovation
pipeline across all product portfolios;

— reviewing the Group’s New Categories
supply chain, its resilience, sourcing
footprint and risk mitigation strategies
(including in response to COVID-19);

— reviewing regulatory landscapes in New
Categories across key markets, with
particular focus on the U.S. and EU;

— overseeing the development of
strategic opportunities beyond nicotine,
including Btomorrow Ventures’ portfolio
investments and the Group’s acquisition
of a19.9% investment in Organigram
Holdings Inc.; and

— assessing principles for laying
foundations in wellbeing and stimulation.

Quantum

Quantum’s objective is to simplify

the organisation and generate funds
through cost savings to reinvest in New
Categories. Board oversight of Quantum
is discussed above.

Unleash Innovation

Increasing focus and investment in
transformational R&D, product innovation
and partnering to create a powerful
innovation eco-system.

Empowered Organisation

Building an engaged, agile and high
performing organisation that can deliver
the Enterprise of the Future, with winning
capabilities, accountable and empowered
leaders, a fit-for-purpose organisational
design with an ambitious diversity and
inclusion agenda.
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— reviewing Group performance against
strategy to drive value from combustibles
and KPls, including value share growth;

— reviewing industry outlook, trading
environment and competitor landscape;

— understanding the impact of
growth in illicit trade, particularly in
developing markets;

— assessing the continuing impact of
COVID-19 in highly impacted markets
(such as South Africa and Brazil);

— reviewing the impact of evolving
tax regimes, with focus on excise
tax developments in the U.S.
and Asia-Pacific;

— assessing principles applied to prioritise
development and investment in our
brand portfolio to generate sustainable
value to fund New Categories
development; and

— reviewing combustible product
portfolios, product development
pipelines and developments in blending
and product differentiation across
the Group’s drive brand portfolio,
emphasising innovation that is
consumer relevant whilst reducing
environmental impact.

Shaping Sustainability

Accelerating our path to becoming a truly
sustainable enterprise and fulfilling our

A Better Tomorrow™ purpose, through
transparent engagement with scientists,
regulators and policy-makers so that our
strategy takes account of our views, and
developing our New Categories science
programmes whilst advocating for
appropriate standards and regulations.

Technology and Digital

Driving digital transformation to unlock
commercial value across our entire
value chain, using data and analytics and
developing enhanced digital capabilities.

@ Read more about our Quest programme and
capability accelerators on pages 30 to 31
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The Board pays close attention to Group
performance and financial matters, internal control,
and integrity of reporting and risk management.

Activitiesin 2021

Strategic Report Governance Report

Environmental, Social,
Governance

The Board emphasises that our strategy, business,
and product portfolio be sustainable for the long
term and meet our evolving societal responsibilities.

Activitiesin 2021

Other Information

Ethos, Culture, People

The Board shapes and oversees the Group’s culture
and ethos. Setting the ‘tone from the top’ is an
important part of the Board’s role.

Activitiesin 2021

— approval of Group budget, consideration
of capital allocation priorities, and
oversight of resource allocation activities,
to support strategy execution;

reviewing Group financial performance
against key performance metrics, current
outlook, challenges and opportunities for
growth in each region, and FX impacts;

reviewing Group half-year results, trading
updates, year-end results and the Annual
Report and Form 20-F;

reviewing share price performance and
investor and broker perspectives;

review of interim dividend proposals and
assessment of distributable reserves of
the Company prior to dividend payments;
determining Group viability, taking

into account current position and
principal risks;

reviewing compliance with Group
financing principles, including liquidity,
capital allocation and net debt/EBITDA;
reviewing the Group’s revolving

credit facilities, refinancings, the

Euro hybrid bond issuance, and debt
issuance programmes;

reviewing Group cash flow performance
and opportunities to optimise the
balance sheet to enable investment,
while reducing the carrying value of debt;

reviewing the appropriate level of
authority to allot shares to maintain
future flexibility for the Company;

reviewing the Group risk register, and
risk appetite in the context of strategic
objectives and emerging risks;

reviewing evolving global product
regulation, including U.S. FDA regulation
of menthol and flavours and evolving EU
product and excise regulation;

reviewing status of litigation involving
Group companies, including updates
on the Canadian Companies’ Creditors
Arrangement Act (CCAA) processin
relation to Imperial Tobacco Canada;

reviewing Group insurance coverage; and

reviewing financial performance of
associates of the Group periodically.

— oversight of climate-related issues and
opportunities for the Group and the
approach to embedding the elements of
the TCFD framework across the Group;

reviewing environmental performance
for the preceding year and progress
against glidepaths towards achieving the
Group’s environmental targets, including
in relation to climate, renewable energy,
water stewardship and recycling;

reviewing the Group’s ESG agenda,
factors contributing to its increasing
importance to key stakeholders,
performance against ESG metrics and
associated governance and controls;

approving revised terms of reference

for the Audit Committee to include
responsibilities for engagement and
monitoring of external providers
conducting assurance over ESG metrics;

reviewing the perspectives of the
Group’s key stakeholders, the Group’s
response to stakeholder perspectives,
and the effectiveness of engagement
mechanisms used;

assessing the impact of COVID-19 on
Group operations, and Group business
continuity structures and plans to
manage the Group’s response;

approving revisions to the Group’s
Standards of Business Conduct and
Supplier Code of Conduct, to take effect
from 1January 2022;

approving the annual Modern Slavery Act
statement and annual Conflict Minerals
Report; and

reviewing updates on compliance
matters, including allegations of
misconduct, reports from Speak Up
channels and investigations, and
the Group’s Delivery with Integrity
programme initiatives.
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— determining the independence of Non-

Executive Directors prior to proposing
them for re-appointment at the
Company’s AGM;

revising the composition of the Audit
and Remuneration Committees,

on the recommendation of the
Nominations Committee;

approving changes to
Management Board composition,
on the recommendation of the
Nominations Committee;

reviewing proposed changes to

the Directors’ Remuneration Policy,
shareholder perspectives on new policy
proposals, responses to shareholder
engagement, and adopting the new
Directors’ Remuneration Policy for
shareholder approval at the 2022 AGM;

approving revisions to Non-Executive
Director fees;

reviewing the outcomes of the annual
Board evaluation in 2021;

monitoring corporate culture and its
alignment with the Group’s purpose,
ethos and strategy;

reviewing the Group’s talent strategy,
employer brand, diversity and inclusion
agenda, and progress against objectives;

reviewing approach to talent capability
development, with a focus on capabilities
needed for Group transformation;

considering feedback from the Group’s
workforce engagement mechanisms;

reviewing the effectiveness of Speak Up
channels; understanding the evolving
impact of COVID-19 on the Group’s
workforce and reviewing strategies for
securing safe on-site environments,
effective connectivity for remote
working, and safeguarding welfare;

reviewing health and safety performance
for the preceding year, targets for the
coming year and action plans; and
reviewing the funding positions

relating to the Group’s retirement
benefit schemes.
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Board Engagement
with Stakeholders

Our Directors value engagement with our
shareholders and wider stakeholders to understand
their views and inform the Board’s decision-making,
strategy development and risk assessment.

Shareholder and Investor Engagement

The Board is committed to open and transparent dialogue with
shareholders and investors to ensure their views are understood
and considered. The Chairman and Executive Directors’ annual
engagement programme is discussed below.

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

Investor
road shows

Executive
Strategy & Management
performance &IR

Conferences

Governance
road shows

Chairman
and/or Chair
of Rem Co Science/ESG

Management

w Executive
Management
— &IR
HY

. Pre-cl
Investor relations re-close

calendar 2021 HY
Results

Strategy &
performance

Chairman
and/or Chair of
Rem Co

Governance
road shows

Executive

Management
Strategy &

performance

Conferences

Investor
road shows

Annual investor relations programme

A global engagement programme is conducted annually with
shareholders, investors, potential investors and analysts. This is
led by the Chairman and Executive Directors, supported by the
Investor Relations team. The Executive Directors presented our Full
and Half-Year results and pre-close statements with investor Q&A
calls. Presentations and transcripts are published on bat.com.

In total we hosted 678 investor meetings in 2021 facilitated by
virtual ways of working, covering 71% of our shareholder base with
broad geographic coverage across the US, the UK, South Africa,
Europe and other markets.

Investor interaction encompassed a broad range of event formats,
including our virtual attendance at 11 investor conferences, 14
investor roadshows and four salesforce briefings. We launched
our new IR website in February 2021 (see Spotlight on shareholder
communication on page 107) enabling us to further leverage our
digital interaction with investors.

We significantly increased our engagement on ESG topics
(see Spotlight on ESG below), interacting with ESG-focused
teams within our investment community through conference
presentations and an ESG roadshow. This engagement also
enabled investors to interact with members of our executive
management team.

In February 2021, Jack Bowles and Tadeu Marroco presented for
the first time at the Consumer Analyst Group of New York (CAGNY)
conference via a live webcast and Q&A to over 150 investors.

These presentations focused on our strengths and capabilities
across brand-building, digital, ESG, science and R&D and
articulated our commmitment to deliver value for our stakeholders,
driven by our A Better Tomorrow™ purpose.

SPOTLIGHT

ESG Engagement

We continue to build on our strong ESG foundations, with
2021 marking the 20th anniversary of our first Social Report
in 2001. We increased our ESG engagement with investors
through our investor relations programme and we also
hosted more than 40 ESG-specific meetings with over

100 different investment institutions over the year.

We participated in two dedicated ESG investor conferences
where Dr David O'Reilly, Director, Scientific Research, hosted
meetings with investors, supported by the IR team.

At the Deutsche Bank Consumer Conference in June 2021,
Kingsley Wheaton, Chief Marketing Officer, joined Dr
O’Reilly to communicate our purpose of building A Better
Tomorrow™ and reducing the health impact of our business.

Accelerating
A Better Tomorrow™
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Investor meetings: discussion focus

678 meetings in 2021

463 meetings in 2020

2021 (%) 2020 (%)

l Strategic focus 76 9N
Il ESG focus 17 7
l Governance focus 7 2

How the Board considers shareholder and investor views

The Chairman, the Executive Directors and Remuneration
Committee Chair regularly update the Board on their dialogue with
shareholders and investors. The Board also receives updates from
the Head of Investor Relations and our brokers on key issues raised
by shareholders and on stock performance.

Shareholder and investor perspectives considered by the Board

in 2021 included transformation, New Categories strategy and
performance, ESG targets, deleveraging, capital allocation and key
regulatory developments. The Board takes shareholder feedback
into account in decision-making and developing Group strategy
(discussed further on this page and on pages 110 and 128 to 132).

Annual General Meeting (AGM)

Our AGM is an opportunity for further shareholder engagement, for the
Chairman to set out progress, and for the Board to answer questions.
Our 2021 AGM was held whilst the UK Government’s COVID-19 ‘Stay at
Home’ measures were in force, prohibiting public gatherings of more than
two people. Given those restrictions, our 2021 AGM was convened with a
minimum quorum of two shareholders in accordance with the Company’s
Articles of Association. Shareholders were given the opportunity to submit
questions about AGM business in advance of the meeting and responses
to the queries received were published at bat.com/agm.

Looking ahead, we plan to hold our 2022 AGM in person, subject to UK
Government guidelines applicable at that time. Details of our 2022 AGM
are set out on page 379.

@

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

SPOTLIGHT
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Investor meetings: geographic scope

678 meetings in 2021

2021 (%)
B uk 40
Jl United States 29
l South Africa 9

Europe (ex. UK) 16
l Rest of world 6

Update on 2021 AGM voting results

All resolutions were passed at the Company’s AGM held on 28 April
2021 with the requisite majority of votes. However, we acknowledge
the vote against received in relation to the 2020 Directors’
Remuneration Report and the resolution to renew the Directors’
authority to allot shares, which we address below.

Directors’ Remuneration Report

Following the 2021 AGM and continuing into 2022, we have
engaged with a broad cross-section of our shareholders and
advisory bodies, including a number of shareholders that voted
against this resolution at the 2021 AGM, to understand their
perspectives on management of executive pay. Details of this
engagement and how the Remuneration Committee has taken
shareholder feedback into account in shaping the proposed new
Directors’ Remuneration Policy are set out on pages 128 to 132.

Renewal of Directors’ authority to allot shares

In 2021, the Board reviewed the appropriate level of authority to
allot shares to maintain future flexibility for the Company, and took
into account the perspectives of shareholders unable to support an
authority to allot shares of up to two-thirds of issued share capital
as sought at our 2021 AGM.

In light of that review, the Board intends to propose shareholder
approval of an authority to allot shares at a reduced level of up to
one-third of issued share capital at our 2022 AGM, within the UK
Investment Association’s share capital management guidelines.
Full details of this resolution will be set out in the Company’s Notice
of Meeting for our 2022 AGM.

Shareholder communication

We launched our refreshed investor website in February 2021
alongside our results for FY 2020, taking into account investor
feedback. As part of the refresh, site design was fully updated,
improving user experience and making content easier to navigate.

We also added new content areas, including:

— Our investment case and our approach to ESG; and
— Shareholder FAQ and regular consensus sharing.

A new Investor News hub pulls our press releases, news and
features together in one place for investors. An automated news
alerts service is available to keep investors up to date. We are
increasing our investor reach with live broadcasts of events,
including results and conferences on our website, with playback
slides and transcript available online. During 2021, the refreshed
site has seen an 18% increase in traffic with over 417,000 visits.
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Board Engagement with Stakeholders
Continued

Wider Stakeholder Engagement

A broad range of stakeholders are important to the Group at local,
regional and functional levels. Key stakeholders are essential to our
ability to generate long-term, sustainable value and we identify them
by applying an established stakeholder engagement framework,
which takes into account strategic objectives and risks to the Group.

Our key stakeholders are referenced in our business model on page
18, with an overview of their importance, what matters to them,
and how we engage and respond to them set out on pages 20 to 21.

Transparency of engagement is woven into our Group policies, such
as our Standards of Business Conduct and specific frameworks

for stakeholder engagement. Matters reserved for the Board
include responsibility for understanding the views of the Group’s
wider stakeholders (including our workforce) and review of the
effectiveness of engagement mechanisms.

The Board conducted a review of key stakeholders in 2021. This included
how engagement is conducted across the Group, stakeholders’
perspectives, and how the Board is kept informed of those perspectives
where engagement is not at Board level. Following its review, the Board
remains satisfied there is well-established and effective engagement
with the Group’s key stakeholders, which enables the Board to
understand their perspectives. The Board will continue to monitor the
ongoing effectiveness of stakeholder engagement.

Where the Board does not engage directly with our stakeholders,
itis kept updated so Directors maintain an effective understanding
of what matters to them and can draw on these perspectives,
including in Board decision-making and strategy development.

An overview of how the Board engaged with wider stakeholders
and maintained its understanding of their interests during the year
follows below, with further information on page 72 and on page 165
in relation to workforce engagement on remuneration matters.

SPOTLIGHT

2021: Directors’ engagement forums*

6 6 7

Events with Events with  Events with
Directors Directors Directors

[ amssa | N

* Total virtual or face-to-face market visits or other forums by location /region/
central function that one or more Directors attended in 2021.

Key priorities from workforce feedback

Transformation - Focusareasareimplementation of business simplification

Simpler, and change management.

faster, stronger
organisation

— Initiatives in response to feedback include: Functional briefings
on our Quest programme; live global webcast of the 2021 Half
Year results with Q&A; the ‘Technology Inspiring a Modern
Enterprise’ global virtual summit; launch of a series of global
webinars to develop digital capabilities.

—Focus areas are New Categories strategy, footprint expansion
and deepening product knowledge.

Innovation

Step change in

New Categories - Initiativesinresponse to feedback include: Regular updates
on New Categories product launches and success stories
from across the Group, virtual BAT R&D lab tour experience;
bulletins spotlighting our Science & Innovation Report and
New Categories portfolios.

— Focus areas are maintaining active staff engagement and
staff welfare during the pandemic.

Staying
Connected
— Initiatives in response to feedback include: regular
guidance to staff worldwide on measures to safeguard
welfare during the pandemic; interactive global and regional
briefings on ESG and sustainability topics; and interactive
events to highlight International Women’s Day.

Read more about our approach
ﬁ Our People @ to workforce engagement

Pages 72 and 165
I
The Board keeps up to date with the current views of our
workforce through a combination of engagement methods
across multiple channels at different levels of our organisation.
These include town halls, works councils, webcasts, our ‘Your
Voice' global employee survey, and direct engagement through
Directors’ market and site visits (discussed on page 72). Given the
spread, scale and diversity of the Group’s workforce, the Board
considers it effective to use this blend of established channels,
augmented by structured reporting.

These engagement channels, combined with Group-wide
reporting structures to capture workforce feedback, cover
all Group company employees and individuals contracted on
a fixed-term basis to undertake permanent roles. Focus and
action areas reviewed by the Board are then cascaded to
our workforce.

Engagement across our organisation remained a top priority in
2021, as COVID-19 continued to affect our organisation and ways of
working. The Board reviewed our workforce engagement channels
across the Group in 2021 and consolidated feedback from them.
The overarching themes were transformation, innovation, and
staying connected (particularly in the pandemic context),
highlighted below.

Our Board’s usual programme of market and site visits
allows Directors to engage directly with people across our
organisation, but continued to be curtailed in 2021 due to
COVID-19 restrictions.

However, our Executive Directors led a series of virtual market
visits and other forums to connect regularly with regional,
local and functional teams (highlighted to left), and featured
on our internal global news channel ‘BATV'. The Chairman
delivered a personal video greeting to staff worldwide on his
appointment and featured in our internal eZine.

Our Executive Directors also presented global, functional

and market webcasts including discussions on our purpose,
ethos, strategy, performance and business outlook in real time
with Q&A.

The Board was briefed on London HQ return to site plans,

staff perspectives on the positives and negatives, and how
safeguarding measures would ensure a COVID-19 secure return
for staff working on site.

The Board noted that staff felt well supported during the
pandemic, and the need to balance the advantages of more
flexible working practices going forward, with recognition of
on-site working as a powerful catalyst for collaborative and
cohesive teamwork.

UK Companies Act: Employee engagement

This section summarises the Directors’ approach to engaging with the
Group’s workforce, including employees of UK Group companies, and
how the Directors have regard to their interests. Further information is
provided on pages 20 to 21, 70 to 73, and pages 163 to 165 in relation to
remuneration matters. Further details regarding the effect of that regard
are provided on page 110.
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o Read more about our approach
D] Consumers to engaging with consumers

Pages 20 and 34 to 44

Our consumers are at the core of everything we do. Consumer-
led innovation and product science are central to achieving our
purpose of building A Better Tomorrow™. We believe that our
multi-category approach is the most effective way to appeal to
the diverse preferences of adult consumers worldwide.

The Board is regularly briefed by the Executive Directors and
senior management on product performance across all portfolio
categories and how product offerings continue to evolve to satisfy
adult consumer preferences. In 2021, the Board was updated on
how we are responding to consumer views on safety and quality
of New Categories products, and our contribution to developing
voluntary industry standards in various markets.

The Board was also briefed on how we understand our consumers’
shift to digital and e-commerce channels, and our development
of mobile e-commerce and subscription tools.

Through its strategy sessions in 2021, the Board reviewed how
we are actioning our wealth of consumer insights to support
delivery of relevant product pipelines for a step-change in
New Categories performance.

@ Read more about customers and
responsible marketing
Pages 21and 57

69 Customers

Whilst retailer, wholesaler and distributor relationships are managed at
local market and business unit levels, the Board is briefed regularly on
the Group’s route-to-market strategies and developments in the global
retail environment.

In 2021, focus areas for Board updates included our response to retail
customer feedback on the accelerating shift to e-commerce, including
new tools for digital engagement roll-out across 40 markets, and how
markets were adapting to maintain their engagement with customers,
as COVID-19 impacts continue and beyond.

The Audit Committee also reviews the Group’s Youth Access Prevention
action plans annually, including for New Categories digital channels.

<-_.> Suppliers

Our relationships with suppliers and contracted farmers are managed
day-to-day by the Group’s Operations function and at local market level.
The Board periodically reviews the Group’s supply chain strategies,
supplier footprint and progress of sustainable agriculture and farmer
livelihoods programmes.

Read more about engagement with
suppliers and farmers

Pages 3, 21,48 and 53 to 55

In 2021, the Board was regularly updated on the impact of COVID-19 on
our operations and supply chain, mitigation plans to avoid supply chain
disruption, and initiatives to support suppliers.

The Board reviewed the Group’s New Categories supplier network and
geographic sourcing footprint, supply chain resilience and business
continuity. The review focussed on sources of uncertainty and managing
external impacts, through increased automation and efficiency
improvements in collaboration with our suppliers.

The Board reviewed the annual Modern Slavery Statement, including
commitments to ensure that operations are free from exploitation of labour
and modern slavery, and the due diligence and monitoring programmes
underpinning those commitments.

The Board approved the revised Supplier Code of Conduct (discussed on
page 110). The Board also approved the Company’s annual Conflict Minerals
Report which details due diligence undertaken to determine the origin of
minerals at risk of being sourced in conditions of conflict.

Governance Report Other Information

@ Read more about our engagement
with governments and wider society
Pages 21,36 and 45 to 67

[@ Society
We believe tobacco harm reduction can only be solved
collaboratively, and that only through collaborative effort
can effective regulation be developed to deliver public health
objectives and also enable real consumer choice.

The Board is briefed on scientific engagement with regulators,
public health bodies, and scientific commmunities. In 2021,

this included updates covering engagement with the US

FDA on vapour products, and the progress of US subsidiary
Kentucky BioProcessing towards developing proprietary
vaccine technology.

At every regular Board meeting, the Board reviews a report
from our Legal & External Affairs Director covering evolving
product regulation, regulatory engagement, developments in
excise tax, anti-illicit trade initiatives, litigation and compliance.

For example, in 2021, these reports included briefings on
developments in the US FDA's approach to regulating menthol
and flavours. The Board was also kept up to date on evolving
product regulation and excise tax regimes, with focus on
developments in the US and the EU, at its strategy sessions
and through regular briefings from the Chief Executive.

The Board was briefed on investor and wider stakeholder
expectations on sustainability policies, programmes

and performance, including on alignment with the TCFD
reporting framework and progress towards net zero carbon
emissions. It also considered the Group’s range of responses
to stakeholder feedback on the environmental impact of

our products. Examples included our work to enable Vuse’s
certification as the first carbon neutral global vapour brand,
our reduction of single use plastics in our New Categories
products, and take-back schemes for New Categories.

The Audit Committee regularly reviews the Group’s ESG
performance against key metrics, and is briefed annually on our
investment in community and charitable initiatives.

In 2021, the Audit Committee was briefed on enhanced due diligence
and governance guidance for end markets and central functions
when making charitable contributions and providing in-kind support
under the revised Group Community Investment Framework.

The Audit Committee is also updated on engagement with tax
authorities on material Group tax matters.

The Non-Executive Directors regularly attend the Corporate
Audit Committee and Regional Audit & CSR Committees, where
societal and coommunity perspectives at regional and local levels
are discussed. The Audit Committee also reviews feedback from
these Committees.

UK Companies Act: Businessrelationships

This section summarises how the Directors have regard to the
need to foster business relationships with customers, suppliers
and other external stakeholders. Further information is provided
on pages 20 to 21, Information regarding the effect of that regard is
provided on page 110.
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Board Leadership and Purpose
Principal Decisions
Made by the Board

Outlined below are some of the principal decisions made by the Board over the year,
highlighting how the Board considered relevant factors including key stakeholder
perspectives, the environment, corporate reputation, and the long-term impact of decisions.

Capital Allocation to Build A Better Tomorrow™

In approving the 2022 budget, the Board weighed a variety of
imperatives for a multi-year, balanced capital allocation plan.

The budget emphasises New Categories investment and builds on
the Group’s investment in Organigram Holdings Inc. and portfolio
investments by Btommmorow Ventures to develop an ecosystem of
capabilities, technologies and insights. This investment enables our
strategy for long-term sustainability in nicotine and beyond.

The budget is also designed to secure mid-term, high single digit
EPS growth, achieve our shareholders’ deleverage expectations
to maintain financial flexibility, and prioritise dividend distribution,
whilst enabling commercial delivery across all categoriesin line
with our guidance.

Our capital allocation anticipates developing our portfolios in
nicotine and beyond to meet evolving consumer preferences,
underpinned by robust product stewardship, scientific research
and collaborative innovation to meet those needs, and considers
the environmental impact of our operations and the complexity of
navigating external fiscal and regulatory environments.

Amongst other factors, the 2022 budget also takes into account
workforce remuneration and commercial arrangements with
suppliers and customers.

Key stakeholder perspectives takeninto account

Shareholders
@ q & Customers ﬁ Our people
—— andinvestors —_
00 O Governments and
01 Consumers 6_9 Suppliers [@

—— wider society

Revised Standards of Business Conduct
and Supplier Code of Conduct

The Board approved revised Standards of Business Conduct
(SoBC) and a revised Supplier Code of Conduct, applicable from
1January 2022. These revised policies are aligned with our strategy
and ethos and take account of evolving external requirements and
expectations of all our stakeholders for high standards of integrity in
our business conduct.

Our revised SoBC emphasises that a key driver to delivering

our corporate purpose is our ethos, which guides our culture

and behaviours across the Group and enables an organisation
future-fit for sustainable growth (discussed further on page 56).
Our revised Supplier Code is aligned to our multi-category portfolio,
sets expectations for suppliers to support our work to reduce the
environmental impact of our products and operations, and reflects
changes to our SoBC.

Updates to these policies were informed by feedback from our staff
and business partners, international standards such as the ILO
Declaration on Fundamental Principles and Rights at Work and OECD
Guidelines for Multinational Enterprises, and external benchmarking.
Continuous development of these policies demonstrates our
commitment — within our organisation and in collaboration with our
suppliers — to deliver results with high standards of integrity across
our value chain.

Key stakeholder perspectives takeninto account

Shareholders C'__b
@ . Customers iﬁ{ Our people
—— andinvestors —_
00 [2) Governments and
01 Consumers 69 Suppliers [@

wider society

Shaping the 2022 Directors’ Remuneration Policy

The Remuneration Committee conducted a comprehensive review
of the current Directors’ Remuneration Policy during 2021, continuing
into 2022.

This review included detailed consideration of the alignment of
executive remuneration with our strategy, long-term interests of
shareholders, and how best to reflect our ESG ambitions in short and
long-term incentives, specifically our commitment to reducing the
health impact of our business. The review also took account of the
pay policies and practices applicable to our wider workforce, and the
importance of promoting performance-based pay. Policy-related
considerations are discussed in further detail on pages 128 to 132.

The review was informed by external market practices, corporate
governance regulations, shareholder and governance advisory

body guidelines, and advice from the Committee’s UK and U.S.
remuneration consultants, supported by the Director, Talent, Culture
& Inclusion. The Committee discussed initial policy proposals with the
Board, and took into account perspectives from the Chairman and
other Directors on those initial proposals, drawing on their ongoing
dialogue with shareholders.

The Committee Chair then led several rounds of engagement with
institutional shareholders and governance advisory bodies, and the
Committee evaluated feedback and had active regard to addressing

it when finalising the policy proposals. The Board accepted the
recommendation of the Committee to put forward the proposed 2022
Directors’ Remuneration Policy to shareholders for approval at the
forthcoming AGM.

Key stakeholder perspectives taken into account

@ Shareholders ﬁ 9 I
ur people

E’ Governments and
—— andinvestors —_—

wider society

Progress Towards Net Zero Emissions

The Board reviewed progress against the glidepath towards achieving
the Group’s commitment to net zero value chain carbon emissions by
2050. This encompasses science-based targets across all emission
scopes and is discussed on pages 47 and 61.

In setting environmental targets, regard was had to the emphasis
placed across our key stakeholders — our shareholders and investors,
our people, our consumers, our customers and suppliers, and

wider society — on the importance of responding to climate change
and maintaining high standards of environmental management,

as well as to our broader, long-term sustainable success and
corporate reputation.

Costs associated with progressing towards these targets were
taken into account, balanced against the clear imperative to continue
taking action to address worldwide implications of climate change,
demonstrating our commitment to act as a responsible organisation
and business partner.

Key stakeholder perspectives taken into account

Shareholders
@ . ¢_'> Customers ﬁ Our people
—— andinvestors - —_
00 O Governmentsand
01 Consumers 69 Suppliers [@

—— wider society

We define principal decisions as those decisions and discussions by the
Board that are strategic or material to the Group and those of significance
to any of our key stakeholders.
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Division of Responsibilities

Governance Framework

An overview of our governance framework is set out below. There is a clear and effective division
of responsibility established between our Board, its Committees and operational management.

Our Board

Primary Board responsibilities include:

— Group strategy and ensuring resources — Significant investments, disposals and — Assessing and monitoring culture and
are in place to meet objectives corporate activities its alignment with Group purpose,

— Setting Group performance objectives — Board, Management Board and values and strategy
and monitoring performance Company Secretary appointments — Ensuring workplace policies and

_ and succession planning practices align with values and support

Group budget

— Corporate governance sustainable success

Risk management and internal control )
— Review of Speak Up channels and

— Group policies I
reports arising

— Periodic financial reporting

— Effective engagement with
shareholders, our workforce and
wider stakeholders

Annual Report & Accounts and Form
20-F approval

@ Board oversight of M&A transactions

Dividend policy
See page 300

PP The statement of matters reserved for the Board

@ Delegation of Authorities: As part of our internal controls framework,
Ml is available at bat.com/governance

the Board delegates certain authorities to executive management
through the Group Statement of Delegated Authorities to enable
effective delivery of Group strategy (see page 103).

Board Committees

Audit Committee Nominations Committee Remuneration Committee
Monitors the integrity of financial Recommends Board and Management Established the Directors’
reporting, independence and Board appointments; oversees Remuneration Policy; determines
effectiveness of the external auditors, development of executive talent pipeline remuneration for the Chairman
assurance of ESG metrics, internal and executive management

controls and risk management

@ See page 120 for @ See page 116 for role @ See page 128 for

role and activities and activities role and activities
The Board has three principal Board Committees to which it has delegated Following each Committee meeting, the Chair of each Committee
certain responsibilities. The roles, memberships and activities of these provides a full briefing to the Board, including on decisions made and key
Committees are described in their individual reports in this section. matters discussed.
Each Committee has its own terms of reference, available at bat.com/ Copies of the minutes of all Commmittees are circulated to all Board members
governance. These are regularly reviewed and updated where necessary, to the extent appropriate.

most recently in 2021 in respect of the Audit Committee.

Management Board

Management Board structure Management Board responsibilities

The Management Board is chaired by the Chief Executive Primary responsibilities of the Management Board include:
and comprises the Executive Directors and 11 senior Group
executives whose names and roles are described on page 102.

— Developing Group strategy for the Group’s product
portfolio for approval by the Board.

Zafar Khan was appointed as Director, Operations with effect — Monitoring Group operating performance.

from 1 February 2021. Alan Davy stepped down from the

Management Board with effect from 31 January 2021.

Ensuring Group, regional and functional strategies and
resources are effective and aligned.

The Management Board is responsible for overseeing the
implementation of Group strategy and policies set by the
Board, and creating the framework for Group subsidiaries’
day-to-day operations.

— Managing the central functions.

Overseeing the management and development of Group talent.

m
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Division of Responsibilities

Our Approach to Division
of Responsibilities

The Board comprises the Non-Executive Chairman, two Executive Directors 5] Theresponsibilities of the Chairman,
. . . Ml Executive Directors and Senior
and seven independent Non-Executive Directors. Independent Director are available
atbat.com

This section sets out the roles and division of responsibilities between
the Chairman, Executive Directors and Non-Executive Directors.

Role Responsibilities

Chairman — Leadership of the Board and — Sets the Board agenda — Ensures effective
its overall effectiveness — Facilitates Directors’ shareholder engagement
— Promotes constructive debate contributions — Representational duties on
and effective decision-making  _ |nterfaces with shareholders behalf of the Company
Chief Executive — Overall responsibility for — Enables planning and — Drives the cultural tone of

Group performance execution of Group objectives the organisation

— Leadership of the Group and strategies

— Stewardship of Group assets

Finance and — Leadership of the Group in — Enables planning and execution - Leadership of the design
Transformation respect of financial matters of Group financial objectives and delivery of the Group’s
Director and strategies QUEST transformation

programme to accelerate
delivery of Group strategy

i — Leads review of the — Chairs the Nominations — Intermediary for
enior inaepen ent y
Director Chairman’s performance Committee when Chairman other Directors

— Presides at Board meetings in succession considered - Available to meet

the Chairman’s absence — Sounding board for with shareholders
the Chairman

Non-Executive — Oversee Group strategy and — Review management — Bring external judgement,
Directors resource allocation proposals and provide perspective and effective

— Monitor Group performance strategic guidance challenge to management

and delivery of Group strategy =~ — Scrutinise and hold to
account performance

— Oversee systems of control ‘ >rTor
against objectives

and risk management

Board Efficacy Non-Executive Director meetings

Board meetings during the year continued to be convened virtually — The Non-Executive Directors, led by the Chairman, meet

due to continuing COVID-19 travel restrictions, with in-person following Board meetings on a regular basis. Additional meetings
meetings resuming in December 2021. Feedback from the annual led by the Chairman, and without the Executive Directors

Board evaluation confirmed that Board meetings continued to present, are scheduled in the Board calendar.

operate well and are considered to be chaired effectively. — The Executive and the Non-Executive Directors also meet

The Chairman facilitates constructive Board relations, supporting annually, led by the Senior I.ndependent Di.rector and without
effective contribution from Non-Executive Directors and promoting the Chairman present, to discuss the Chairman’s performance.

a culture of openness and debate. The Chairman seeks a consensus
at Board meetings but, if necessary, decisions are taken by majority
decision. 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 2021.

12
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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.

Luc Jobin was determined by the Board to be independent on his
appointment as Chairman, as reported in the Company’s Annual
Report and Form 20-F for 2020.

The Board has determined Holly Keller Koeppel to be independent,
having taken into account her service on the board of Reynolds
American as an independent, non-executive director.

Luc and Holly were originally appointed to the Board in 2017
following the acquisition of Reynolds American Inc. (Reynolds
American) and pursuant to the Agreement and Plan of Merger with
Reynolds American.

The Board has also considered the independence requirements
outlined in the NYSE's listing standards and has determined
that these are met by the Chairman and all the Non-Executive
Directors. The Board considers that it includes an appropriate
combination of Executive and Non-Executive Directors.

Commitment

Before appointing prospective Directors, the Board takes

into account their other commitments and significant time
commitments are disclosed prior to appointment. The letters of
appointment for the Chairman and Non-Executive Directors set out
their expected time commitment to the Company (see page 116).

Any additional external appointments following appointment
to the Board require prior approval by the Board in accordance
with the UK Corporate Governance Code. The Board assesses
the significance of any additional external appointment notified
by a Director, supported by the Company Secretary.

During 2021, the Board gave approval to Holly Keller Koeppel's
appointment as a non-executive director of Flutter Entertainment

plc from 13 May 2021. This additional appointment was considered by
the Board to be significant, but not to impair her ability to serve as a
Director of the Company in view of the anticipated time commitment
and given that she had stepped down as non-executive director of
Vesuvius plc on 12 May 2021. Including the Company, Holly is currently
a non-executive director of three listed companies.

In 2021, the Board considered and gave approval to Darrell Thomas
appointment as an independent director of Dorman Products

Inc. from 30 October 2021. The Board considered this additional
appointment to be significant, but did not consider it to impair
Darrell’s ability to serve as a Director of the Company as he would
hold a total of two listed company mandates (within the voting
guidelines of leading corporate governance advisory bodies).
Following this appointment, Darrell is currently a non-executive
director of two listed companies, including the Company.

Conflicts of Interests

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.
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In relation to Darrell's appointment as a non-executive director

of Scotia Holdings (US) Inc. from 4 February 2022, a potential
situational conflict was reviewed and authorised by the Board as
another company in the Bank of Nova Scotia group is a supplier to
the Group in Colombia (although those supply arrangements are
not material and Darrell has no involvement in the operations of
that supplier or BAT subsidiary operations in Colombia). The Board
determined that these arrangements did not impact Mr Thomas’
independence as a Non-Executive Director of the Company.

Directors Information and Advice

Directors receive effective support to assist them in meeting their
responsibilities under the UK Corporate Governance Code and
discharging their directors’ duties, both individually and collectively.

— Directors receive papers for review in good time ahead of each
Board and Committee meeting.

— Papers and presentations to the Board and its Committees
include discussion of specific stakeholder considerations
as applicable.

— The Company Secretary ensures effective information flow
within and between the Board and its Committees, and between
the Non-Executive Directors and senior management.

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

— All Directors have access to the advice and services of the
Company Secretary. The appointment and replacement of the
Company Secretary is a matter for the Board.

— Aprocedureisin place for all Directors to take independent
professional advice at the Company’s expense if required.

— Each Board Committee may obtain independent legal or other
professional advice, at the Company’s expense, and secure
attendance at meetings of external participants if needed.

SPOTLIGHT

Chairman induction

Luc completed his Chairman induction programme in
Q12021 following his appointment as Chairman Designate.
Luc’s induction was conducted primarily through virtual
meetings due to COVID-19 restrictions then in place.

The programme included meetings with outgoing

Chairman Richard Burrows and each of the Directors.

Luc participated in a comprehensive series of briefings

with senior management, enabling in-depth discussion of
strategic planning, business regions, product portfolios,
digital transformation, our ethos, culture and sustainability
agenda, shareholder and wider stakeholder engagement
programmes, evolving regulation, corporate governance, and
treasury, risk, and legal matters.

Luc met with representatives of key shareholders prior to
the AGM in April 2021, and also attended sessions with the
external audit partner and the Remuneration Committee’s
UKand U.S. consultants and introductory meetings with
representatives of key external business partners.
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Composition, succession, evaluation

Board Effectiveness

Board Induction

All Directors receive a thorough and personalised induction on
joining the Board, taking into account their skills, experience and
scope of appointment.

Luc Jobin completed his induction as Chairman in 2021, discussed
below. Darrell Thomas completed his Non-Executive Director’s
induction in early 2021, as set out in the Annual Report and Form
20-F for 2020.

Professional Development

Non-Executive Directors receive a full programme of briefings
during the year across all areas of the Group’s activities from the
Executive Directors, members of the Management Board, the
Company Secretary, other senior executives and outside advisors.

During 2021, key briefings for the Board included cyber security,
patent portfolios, evolving product regulation, and other regulations
impacting the Group’s business and governance arrangements, for
example, the UK Financial Conduct Authority’s consultation on the
proposed introduction of new regulations to enhance disclosure of
the diversity of boards and executive management.

In the context of reviewing the Group’s climate strategy and
enhanced sustainability targets, the Board was briefed on

the objectives and requirements of the TCFD framework and
stakeholder expectations on progress towards net zero carbon
emissions across operational supply chains. The Board also
recapped on directors’ duties under Section 172 of the UK
Companies Act 2006 as part of its annual review of Group
stakeholder engagement.

Committees of the Board are kept updated on developments
within their respective remits. In 2021, the Audit Committee was
updated on regulator and stakeholder expectations in respect

of addressing climate risks in annual reporting, UK Government
proposals to reform audit and corporate governance regulation,
and in relation to revisions to applicable UK auditing standards and
their impact. The Remuneration Committee was regularly updated
by its external consultants on UK and U.S. corporate governance
developments impacting executive remuneration.

2021: Internal Board Review Process

(|

Non-Executive Directors regularly attend meetings of the

Group’s Regional Audit and Corporate and Social Responsibility
Committees and Corporate Audit Committee to gain a better
understanding of the Group’s regions and central functions and the
risks faced by the business at market, regional and functional levels.
The Chairman meets with each Non-Executive Director individually
towards the end of each year, to discuss their individual training
and development plans.

Board Review Process

The performance and effectiveness of the Board, its Committees,
the Executive and Non-Executive Directors and the Chairman were
evaluated internally in 2021, facilitated by the Company Secretary.
An external evaluation of the Board, its Comnmittees and the Directors
was conducted in 2019, facilitated by Independent Audit Limited.

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

of the performance and effectiveness of their Committee.
The evaluations were conducted through a series of detailed
questionnaires and all participants were requested to provide
commentary to support their assessments.

All Directors participated in the evaluation process, assessing the
Board, the Committees of which they were a member or regularly
attended in 2021, and each of the Directors individually. In addition,
several members of the Management Board and other senior
management participated in elements of the evaluation.

Anonymised reports specifying the findings of the evaluations
were prepared by the Company Secretary for the Board and
each Committee. The Board and Committees then reviewed and
discussed their respective reports and identified action areas for
2022 taking into account the evaluation findings.

The Chairman received reports from the Company Secretary
on the performance and effectiveness of all Executive and Non-
Executive Directors (other than himself) in 2021 and he provided
individual feedback to each Director.

The Senior Independent Director received a report from the Company
Secretary on the Chairman’s performance and effectiveness, and led
a discussion reviewing the Chairman’s effectiveness with the other
Directors (without the Chairman present). The Senior Independent
Director then provided feedback to the Chairman.

>

1. Evaluate 2.Report

— Directors evaluate performance and
effectiveness of the Board, its
Committees (as applicable) and each of
the other Directors.

— The Company Secretary
collates anonymised feedback and
prepares reports for the Board, its
Committees and each of the Directors.

— Board Committees review evaluation
outcomes, identify any actions and
provide feedback to the Board.

— The Board reviews the evaluation
outcomes and identifies action areas.

— The Chairman provides feedback
to the other Directors. The Senior
Independent Director provides feedback
to the Chairman.
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2021 Evaluation: Outcomes and Actions

Governance Report Other Information

The Board considers that it, its Committees and its Directors continue to
function effectively and that the working relationships between the Board

and its Committees continue to be sound.

Leadership and culture

The Board put their collective skillsets to good use in providing
support to the Executive Directors’ drive to simplify the
organisation and embed the BAT ethos. The Board continued to
be adaptable in the face of COVID-19, and praised management’s
consistent approach to prioritising staff welfare in 2021.

The Chairman and two new Non-Executive Directors were
welcomed to the Board, refreshing the skillsets and perspectives
of an already diverse and experienced team.

Non-Executive Directors were seen to be supportive in the
development of strategy and offering appropriate challenge.
The candid nature of their discussions with the executive team
was highlighted as a good example of the open culture at Board
and senior management level.

The organisation’s resilience was clear to the Board in 2021,
notwithstanding constraints on spending time in the wider
business. The Non-Executive Directors look forward to resuming
their usual programme of market and site visits in 2022.

Key Action for 2022
— Plan for Non-Executive Director market and site visits.

Strategy

The Board considered its strategy discussions to be effective,
leading to strong strategic objective setting, and notably

in driving the ESG and people agendas forward in the

year. The Remuneration Committee has been focused on
ensuring that strategic objectives are reflected in the Group’s
remuneration strategy.

Following up on actions arising from the 2020 Board evaluation to
allow additional time for deep dives on strategic objectives and
review of major initiatives, during the year the Board’s agenda
included a series of in-depth reviews: for example on talent
strategy, ESG agenda and the New Categories supply chain.

The Board is keen to build on this into 2022 with further emphasis
on the competitor landscape, scenario planning, and emerging
issues and trends.

Key Action for 2022

— More detail for the Board on the competitive landscape and
consumer trends, with more time in the Board agenda for
in-depth scenario analysis and planning.

Composition and succession

The Board regards its composition to be well balanced in
terms of skills, experience, geography and gender, with recent
appointments demonstrating its effectiveness at bringing the
right people around the table.

Following up on actions arising from the 2020 Board evaluation,
the Nominations Committee completed its skills profile for
future non-executive directors to support succession planning.
The Nominations Committee is keen to see more of the executive
management pipeline in 2022.

Key Action for 2022

— Additional time to be allowed on the Board agenda for executive

management succession planning.

115

Risk management

The continued focus on business controls and compliance is
highly regarded by the Board, and the Board’s monitoring of key
risks and oversight of compliance is considered to be effective.

The Audit Committee’s oversight of the fundamental reporting
environment was considered to be sound, with the Committee
staying on top of key projects and activities.

In the context of the Group’s transformational agenda, Directors
noted the benefit of understanding the risks and stresses of
extensive business change and the pressure points from a
people perspective.

Actions arising from the 2020 Board evaluation, to further
enhance the Board’s understanding of strategic opportunities
and risks presented by evolving technologies, were followed up
during the year. For example, the Board reviewed developments
in cyber security and the Audit Committee assessed

digital transformation risks and the approach to managing

risks identified.

Key Action for 2022

— Further emphasis in the Board agenda on change management
in the context of the Group’s transformational agenda, including
from a people perspective.

Dynamics and information

Board and Committee meetings are considered to be chaired
effectively, and well-supported by the Company Secretariat.

The Chairman was recognised for his inclusive style and fostering
open discussion. Agendas are seen as well-balanced between
business critical items and governance matters.

During the year the Board conducted several in-depth reviews of
market analysis and the competitor environment in response to
actions identified from the 2020 Board evaluation to emphasise
time for these areas in the Board agenda.

Key Action for 2022

— Additional pre-read material to be provided for key
presentations to enable greater time for discussion in
Board meetings.
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Nominations Committee

Luc Jobin

Chair of

the Nominations
Committee

Nominations Committee current members
Luc Jobin (Chair) Holly Keller Koeppel
Sue Farr Savio Kwan

Karen Guerra Dimitri Panayotopoulos

Dr Marion Helmes Darrell Thomas

Attendance at meetingsin 2021'@:2@

Attended/Eligible to attend

Name Member since Scheduled Ad hoc
Luc Jobin 2017 2/2 414
Sue Farr 2015 2/2 4/4
Karen Guerra 2020 2/2 4/4
Dr Marion Helmes 2016 2/2 414
Holly Keller Koeppel 2017 2/2 414
Savio Kwan 2014 2/2 414
Dimitri Panayotopoulos'® 2015 2/2 3/4
Darrell Thomas 2020 2/2 4/4
Richard Burrows® 2009 - 2021 11 2/2
Jerry Fowden®® 2019 - 2021 N 2/2
Notes:

1. Number of meetings in 2021: (a) the Committee held six meetings, four of which were ad
hoc; and (b) Dimitri Panayotopoulos did not attend the ad hoc meeting in March, which was
convened at short notice, due to prior commitments.

2.Membership: (a) all members of the Committee are independent Non-Executive Directors
in accordance with UK Corporate Governance Code 2018 Provisions 10 and 17, applicable
US federal securities laws and NYSE listing standards; (b) Richard Burrows ceased to
be a member of the Committee on stepping down from the Board at the conclusion of
the Company’s AGM on 28 April 2021; and (c) Jerry Fowden ceased to be member of the
Committee on stepping down from the Board with effect from 1 April 2021.

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

Nominations Committee terms of reference

The Committee’s terms of reference align with the requirements
of the Code. No changes were made to the Committee’s terms

of reference in 2021.

P For the Committee’s terms of reference
Ml see bat.com/governance

Role

As setoutinthe Terms of Reference, the Nominations
Committee is responsible for:

— reviewing the structure, size and composition of the Board and
Management Board on a regular basis to ensure both have an
appropriate balance of skills, expertise, knowledge and, in relation
to the Board, independence;

— reviewing the succession plans for appointments to the
Board, the Management Board and Company Secretary to
maintain an appropriate balance of skills and experience and
to ensure progressive refreshing of both the Board and the
Management Board;

— making recommendations to the Board on suitable candidates
for appointments to the Board, the Management Board and
Company Secretary, ensuring that the procedure for those
appointments is rigorous, transparent, objective and merit-based
and has regard for diversity;

— 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;

— overseeing the development of a pipeline of diverse, high-
performing potential Executive Directors, Management Board
members and other senior managers; and

— implementing the Board Diversity Policy and monitoring
progress towards the achievement of its objectives, summarised
on page 119.

Key Activities in 2021

— Making recommmendations to the Board in respect of Board
Committee appointments, including appointment of Karen
Guerra to the Audit Committee from 1 April 2021, as set out on
page 120.

— Making recommendations to the Board to appoint a new
Director, Operations with effect from 1 February 2021, as set out
at page 111.

— Analysis of the profile, skills and experience required of future
Non-Executive Directors in the context of the Group’s purpose
and strategy, to support Board succession planning activities.

— Making recommendations to the Board in relation to Directors’
annual appointment and re-election at the AGM, discussed
further on page 117.

— Reviewing the Executive Directors’ and Management Board
members’ annual performance assessments and assessing the
development of candidates for Management Board roles.

— Overseeing the Group’s diversity and inclusion agenda, its role
in promoting an inclusive and high-performing culture as part
of the Group’s talent strategy, and progress in building diverse
talent pipelines and creating enablers across the organisation.

— Reviewing the Committee’s effectiveness in 2021, following the
Committee evaluation process, discussed on pages 114 to 115.

Terms of Appointment to the Board

Details of the Directors’ terms of appointment to the Board and the
Company’s policy on payments for loss of office are contained in the
current Directors’ Remuneration Policy, which is set out in full in the
Remuneration Report 2018, in the Company’s Annual Report and Form
20-F for 2018 available on bat.com.

The Executive Directors have rolling one-year contracts. Non-Executive
Directors do not have service contracts with the Company but instead
have letters of appointment for one year, with an expected time
commitment of 25 to 30 days per year.
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Balance and Diversity

The Board appreciates the benefits of diversity in all of its
forms, within its own membership and at all levels across our
organisation. Our Non-Executive Directors come from a broad
range of industry and professional backgrounds, with varied
experience and expertise aligned to the Group’s strategy.

Biographies of the Directors, including a summary of their skills,
experience and contribution brought to the Board, are set out on
pages 100 to 101. The diversity of our Board is set out on this page
and our Board Diversity Policy is discussed on page 119.

Board Succession Planning

The Board considers the length of service of the Board members as
awhole and the need for it to refresh its membership progressively
over time. The Nominations Committee is responsible for regularly
reviewing the composition of the Board and Management Board
to ensure both have an appropriate balance of skills, expertise

and knowledge. The Committee is also responsible for identifying
candidates for Board positions and ensuring that all appointments
are made on merit, against objective criteria, and with due regard for
our Board Diversity Policy (see page 119). This process includes a full
evaluation of candidates’ attributes and how these would augment
the Board’s mix of skills, expertise and knowledge and involves
interviews with a range of candidates.

In 2021, the Committee assessed the profiles, skills and experience
required of future Non-Executive Directors, taking into account

the Group’s purpose and strategy. Following this assessment, the
Committee developed candidate profile requirements to support
Non-Executive Director succession planning. Heidrick & Struggles'
was appointed to support the Committee with future Non-Executive
Director search activities in 2021. The Committee will report on the
process leading to the appointment of Krishnan ‘Kandy’ Anand
as a Non-Executive Director from 14 February 2022 in the Annual
Report and Form 20-F for 2022.

Annual General Meeting 2022

With the exception of Marion Helmes, the Company will submit all
eligible Directors for re-election and, in the case of Kandy Anand,
election for the first time. Prior to making recommendations

to the Board in respect of Directors’ submissions for re-election,

the Committee carried out an assessment of each Director, including
their performance, contribution to the long-term sustainable success
of the Company and, in respect of each of the Non-Executive Directors,
their continued independence.

In relation to the proposed reappointment of Savio Kwan, who

will have served as a Non-Executive Director for just over eight
years at the time of the 2022 AGM, the Committee conducted
a particularly rigorous review, taking into account relevant

considerations including his performance and his attendance record.

The Committee concluded that Savio continues to make effective
use of his experience, challenges management constructively and
maintains independence of thought and approach, and considered it
appropriate to recommmend to the Board that Savio be submitted for
re-election at the 2022 AGM.

The Chairman’s letter accompanying the 2022 AGM Notice confirms

that all Non-Executive Directors being proposed for re-election are
effective and that they continue to demonstrate commitment to
their roles.

Board Retirements

Governance Report

Other Information

Board Balance at 31 December 2021

Balance of Non-Executive Directors
and Executive Directors

I Chairman
I Executive Directors

I Independent Non-
Executive Directors

1
2

7

Length of tenure of Non-Executive Directors

I 0-3years
I 4—6 years
I 7+years

Nationality of Directors

®

Directors: Ethnicity balance

I American

I Brazilian

I French
British

I Canadian
German

0 Greek/British

I White

I Ethnic minorities?

Directors: Gender balance

I Male

I Female

Notes:

a e e W s N

1. Heidrick & Struggles International, Inc. is an independent executive search firm, compliant
with the Standard and Enhanced Code of Conduct for Executive Search Firms. Heidrick &
Struggles has no connections with the Company or its Directors other than in respect of

Richard Burrows stepped down as Chairman and from the Board with
effect from the conclusion of the Company’s AGM on 28 April 2021.
Jerry Fowden stepped down from the Board with effect from 1 April
2021. Marion Helmes wiill step down from the Board with effect from
the conclusion of the Company’s AGM on 28 April 2022.

provision of executive search services.

2. Applying UK Office for National Statistics ethnicity categories of: Asian; Black; Mixed/
multiple ethnic groups; Other non-white ethnic group, in alignment with the Parker Review.
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Nominations Committee
Continued

Executive Succession Planning Executive Management balance at 31 December 2021

As part of the Committee’s responsibility to oversee the development
of a pipeline of diverse, high-performing senior management, it
reviews succession plans and talent pools at short-, mid- and long-
term time horizons for the Executive Directors, other Management
Board members, and certain other members of senior management.

Management Board: Nationality

l French 1 l Pakistani 1

Talent Pipeline Development I Brazilian 1 B Korean 1
. I American 1 I Dutch 1

The Board regularly reviews Group talent development more broadly, ltalian/Argentinian 1 | New Zealand 1
including progress on our talent and culture strategic priorities to: I ttalian/Brazilian 1 British 5
Australian 1 Belgian 1

— attract the best talent, including development of a strong
employer brand and engagement with strategic talent pools;

— develop future winning capabilities through accelerating
leadership and functional capability development and
digital transformation;

. L. Management Board: Ethnicity balance
— enable an agile and empowered organisation through

proactive organisational design effectiveness, leaders who are
accountable and empowered, and a strong learning culture; and

— promote an inclusive and high-performing culture
through a bold diversity and inclusion agenda, and strong
leadership teams.

I White 1

I Ethnic minorities’ 2

Our talent and culture strategic priorities are underpinned by our
Group diversity and inclusion agenda, discussed on pages 69 to 73.

Progress in 2021 against our objective to develop a pipeline of diverse,
high-performing senior managers is set out on page 119.

Diversity and Inclusion Agenda

Our diversity and inclusion agenda focuses on the core areas
of driving ownership and accountability, building diverse talent
pipelines and creating enablers.

Management Board: Gender balance

In the context of our talent and culture strategic priorities, the
Board oversees and monitors progress of our Group diversity and
inclusion agenda. In 2021, this included:

I Male 1
I Female 2

— reviewing progress against the Group’s diversity and inclusion
ambitions through to 2025, including to have women in 40% of
senior leadership team roles and 45% of management roles,
and a 50% spread of distinct nationalities in key leadership
teamroles;

— the Group’s progress in gaining industry-leading employer Senior Management? and their
certifications in diversity and inclusion and the Group’s ambitions to directreports: gender balance
gain further recognition;

— the roll-out of diversity and inclusion, LGBT+, and race and
ethnicity allyship guides, including as part of leadership
programmes; and

I Male 80

— implementation of our IGNITE returners programme in
l Female 28

multiple markets, which focuses on supporting experienced
professionals return to the workplace after a career break.

Our Strategic Report discusses our diversity and inclusion agenda
and initiatives further, and provides details on the representation
of women and distinct nationalities in our workforce, and in our
senior management population, on pages 69 to 73.

Notes:

1. Applying UK Office for National Statistics ethnicity categories of: Asian; Black;
Mixed/multiple ethnic groups; Other non-white ethnic group, in alignment with the
Parker Review.

2.Senior Management comprises the Management Board and Company Secretary in
accordance with the UK Corporate Governance Code.
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Board Diversity Policy

We believe that talent is our competitive advantage and

diversity is a critical component of our success, providing better
understanding, connectivity and insight to our consumers and our
employees. ‘We are diverse' is one of the five key principles of our
ethos, set out on page 69.

Our commitment to promoting diversity across our organisation is
reflected in our Group Standards of Business Conduct, discussed
further on pages 56 to 57. We respect and celebrate each other’s

Governance Report Other Information

Our Commitment to Furthering Diversity

When Marion Helmes steps down from the Board at conclusion

of the 2022 AGM, and following Kandy Anand’s appointment as a
Non-Executive Director, the representation of women on the Board
will be 30% at conclusion of the 2022 AGM (40% at conclusion of
the 2021 AGM).

The Board is fully committed to enhancing its gender balance
so that women represent at least 33% of the Board prior to the
Company’s following AGM in 2023. The Nominations Committee

differences and value what makes each of us unique.

Diversity is taken into consideration in determining the composition
of our Board and Management Board, through the application of

our Board Diversity Policy.

Our Board Diversity Policy is aligned with our ethos. Our policy
expresses how we think of diversity in its widest sense, as those
attributes that make each of us unique. These include our race,
ethnicity, cultural and social background, geographical origin,
gender, age, any disability, sexual orientation, religion, skills,

will be actively progressing its Non-Executive Director succession
planning to meet this objective, supported by the Board
Diversity Policy.

In view of the UK Financial Conduct Authority (FCA) consultation
on enhanced disclosure of the diversity of boards and executive
management, the Board also anticipates that a revised Board
Diversity Policy will be introduced during 2022, aligned to any new
UK Listing Rules requirements implemented by the FCA.

experience, education and professional background, perspectives

and thinking styles.

Objectives and Progress Update

The objectives of our Board Diversity Policy (as applied in 2021) and
progress against these objectives in the year are set out below.
The Board complies with the recommendations on ethnic diversity

made by the Parker Review.

As at 31 December 2021, the representation of women on the

Board was 40%, compliant with the recommendations on gender

diversity made by the Hampton-Alexander Review.

Objective in 2021

Progressin 2021

Considering all aspects of diversity when reviewing
the composition of, and succession planning for, the
Board and Management Board.

— The Nominations Committee has regard to diversity in its widest

sense, including attributes such as gender, race, ethnicity, cultural and
social backgrounds, and other personal attributes, when undertaking
these activities.

Considering a wide pool of candidates
across genders for appointment to the Board.

Executive search firms are engaged to support Board and Management
Board succession planning where applicable and are required to provide
gender-balanced shortlists of candidates. Succession planning for Executive
Directors and Management Board members takes into account potential
internal candidates from across the Group and potential external candidates.

Maintaining at least 30% female Board
representation, with the ambition of progressing
towards further gender balance.

The representation of women on the Board was 40% as at 31 December 2021
(2020: 33.3%). Please refer to the note above in relation to representation of
women on the Board in 2022.

Non-Executive Director succession planning takes into account the Board’s
ambition to further improve gender diversity.

Giving preference, where appropriate, to
engagement of executive search firms accredited
under the Standard and Enhanced Codes of Conduct
for Executive Search Firms.

Where executive search firms are engaged to provide executive search
services to support Board succession planning, preference is given to those
that are accredited under the Standard and Enhanced Codes of Conduct for
Executive Search Firms.

Oversight of the development of a pipeline
of diverse, high-performing potential
Executive Directors, Management Board
members and other senior managers.

The representation of women on the Management Board was 15.4%

as at 31 December 2021 (2020: 15.4%) and remains so currently.
Management Board succession planning takes into account the ambition to
progress towards improved gender diversity.

Emphasis is placed on building diverse talent pools at all levels of the
organisation through recruiting, developing and retaining diverse and high-
performing talent.

In 2021, 47% of the Group’s external management recruits were women
(2020: 43%) and women comprised 51% of our new graduate intake in 2021.

Please refer to pages 69 to 73 for further information about the Group’s
diversity and inclusion agenda.
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Audit, Risk, Internal Control

Audit Committee

Holly Keller Koeppel
Chair of the
Audit Committee

Audit Committee current members

Holly Keller Koeppel (Chair)
Karen Guerra
Darrell Thomas

Attendance at meetingsin 2021

Attended/Eligible to attend

Name Member since Scheduled'® Ad hoc
Holly Keller Koeppel?@® 2017 5/5 0/0
Karen Guerra?®®© 2021 4/4 0/0
Darrell Thomag?®©-® 2020 5/5 0/0
Luc Jobin#® 2019 - 2021 2/2 0/0
Jerry Fowden?® 2019 - 2021 11 0/0

Notes:

1. Meetings: (a) the Committee held five meetings in 2021; (b) five meetings of the Committee
are scheduled for 2022.

2. Membership: (a) all members of the Committee are independent Non-Executive Directors
in accordance with the UK Corporate Governance Code 2018 Provisions 10 and 24 and
applicable US federal securities laws and NYSE listing standards. The Board has determined
each Committee member to meet the financial literacy requirements applicable under
NYSE listing standards. Each member of the Committee has recent and relevant financial
experience in accordance with the UK Corporate Governance Code 2018. The Committee
members as a whole have competence relevant to the sectors the Group operates in;

(b) Holly Keller Koeppel and Darrell Thomas are each designated as an audit committee
financial expert in accordance with applicable US federal securities laws and NYSE listing
standards; (c) Karen Guerra became a Committee member on 1 April 2021; (d) Luc Jobin
ceased to be a Committee member on his appointment as Chairman from conclusion of the
Company’s AGM on 28 April 2021; and (e) Jerry Fowden ceased to be a Committee member
on stepping down from the Board with effect from 1 April 2021.

3.The Finance and Transformation Director attends all Committee meetings butis nota
member. Other Directors may attend by invitation. The Director, Legal & External Affairs
and General Counsel, the Group Head of Internal Audit and the external auditors attend
all meetings.

4.The Committee meets alone with the external auditors, and, separately with the Group
Head of Internal Audit, at the end of every Committee meeting. The Committee also meets
periodically with management.

Audit Committee terms of reference

Revised terms of reference for the Committee were approved
by the Board in September 2021.

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

3

Introduction

On behalf of the Audit Committee, | am pleased to introduce our
report for 2021. The report sets out the Committee’s role and
responsibilities, and discusses our activities during the year.

Karen Guerra joined the Committee on 1 April 2021 and, later
that month, Luc Jobin stepped down from the Committee on his
appointment as Chairman. We welcome Karen and extend our
thanks to Luc for his service to the Committee since 2019.

We have addressed a series of important topics this year.

We assessed climate-related risks and their impact on the Group
to ensure robust processes are in place to identify, assess and
manage climate risks in alignment with the TCFD framework.

We also reviewed the approach to managing cyber security

and digital transformation risks across the Group and our role in
monitoring cyber security controls is now expressly recognised in
the Committee’s revised terms of reference.

We have given detailed consideration to a range of accounting
matters during the year, including rigorous assessment of
adjusting items. We also introduced a new Group accounting policy
on biological assets in view of the Group’s acquisition of a non-
controlling interest in Organigram Holdings Inc.

Alongside these activities, we maintained our focus on
safeguarding a sound control environment, taking account of the
continued impact of COVID-19 on ways of working. We monitored
progress on the internal audit plan during the year and are satisfied
the blended approach to remote and on-site audits continues to be
effective. The internal audit plan approved for 2022 builds on these
principles and is designed to be responsive to the evolving nature of
Group risks.

We appreciate the expectations of our shareholders and wider
stakeholders for transparent, high quality reporting on our ESG
metrics and progress on our sustainability agenda. Our Group
sustainability reporting is well established, including procedures
for reporting ESG metrics and related information. To enhance this,
we have extended the scope of external assurance of reported
ESG metrics, overseen by the Committee under our revised terms
of reference.

Holly Keller Koeppel
Audit Committee Chair
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Role

As setoutinits terms of reference, 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 financial reporting issues, significant
judgements and estimates 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 and
other financial controls, auditing matters and business risk
management systems;

effectiveness of the Group’s internal audit function; and

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

Revisions to the Audit Committee terms of reference in 2021

Revised Audit Committee terms of reference were adopted by the
Board in September 2021 to:

extend the remit of the Committee to include responsibilities for
the engagement of external providers to conduct assurance over
defined ESG metrics and related information in annual reporting,
monitoring that assurance work, and reviewing its effectiveness,
taking into account applicable regulatory and professional
requirements; and

make express reference to the Committee’s role in monitoring
cyber security controls as part of the Committee’s oversight of
the Group’s internal controls and business risk systems.

Key Activities in 2021

Regular work programme - reviewing:

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

the Group’s external auditors’ year-end audit, including the key
audit matters, critical audit matters, materiality assessments
and the Group’s control environment, and confirming the
independence of the Group’s external auditors;

the basis of preparation and accounting judgements;

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

adjusting items, applicable accounting treatments and the use
of alternative performance measures;

the annual assessment of goodwill and intangibles impairment;

the accounting applicable to retirement benefits liabilities
and assets;

the Group’s liquidity position, including current facilities and
financing needs;

the internal processes followed for the preparation of the 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 Group’s risk register, including prioritisation and
categorisation of Group risks, and relevant mitigating factors;
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— oversight of management’s activities to ensure ongoing
compliance with the US Sarbanes-Oxley Act of 2002 (SOx)
(discussed on page 127);

— the Company’s status as a Foreign Private Issuer for the
purposes of US securities laws;

— regular reports from the Group Head of Internal Audit on the
internal audits of markets, business units, processes and
operations, management responses to internal audit findings
and action plans put in place to address any issues raised;

— the 2022 internal audit plan and progress against the 2021 plan;

— annual and interim reports on the Group’s ‘Delivery with
Integrity’ compliance programme (discussed on pages 56 to
57), and monitoring compliance with the Standards of Business
Conduct (SoBC), and monitoring SoBC incident reporting and the
effectiveness of ‘Speak Up’ channels prior to review by the Board;

— the Group’s sustainability performance on an annual basis,
including performance against the Group’s ESG targets, the
Group’s responsible marketing and youth access prevention
activities, and the Group’s community investment activities in
countries and communities in which the Group operates under
the Group Strategic Framework for Community Investment,
(discussed on page 54);

— the outcomes of assessments of countries in which Group
companies operate identified to have a higher degree of
exposure to human rights risks in 2021, including local
compliance with Group policies, standards and controls and local
measures in place to enhance human rights risk management;

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

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

— half-year and year-end reports on political contributions,
(discussed on page 127); and

— the Committee’s effectiveness, following the annual evaluation
of the Committee (discussed on pages 114 to 115).

Further specific matters considered by the Committee
inrelation to the financial statements:

— segmental reporting: the Committee reviewed the application
of segmental reporting in accordance with IFRS 8 (Operating
Segments) and assessed that the Group’s financial reporting
segmentation would remain by geography for the 2021 financial
statements, with revenue disclosures also provided by product
category (see note 2 in the Notes on the Accounts).

— revisions to Group accounting policies: the Committee
endorsed the introduction of a new Group accounting policy
on biological assets in accordance with IAS 41 (Agriculture) to
take effect from the acquisition by the Group of a 19.9% equity
investment in Organigram Holdings Inc.

— UK-adopted IFRS: following the incorporation of IFRS standards
into UK regulations at the end of the transition of the UK’s exit
from the EU, the Group’s financial reporting is prepared under
UK-adopted international accounting standards from 1January
2021 onwards.

— Euro Hybrid Bond issuance: the Committee reviewed the
accounting treatment applicable to the €2 billion hybrid bond
issuance and assessed its classification as equity in accordance
with IAS 32 (Financial Instruments) and its impact on the
earnings per share calculation (see note 11in the Notes on
the Accounts).
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Significantaccounting judgements and estimates
considered by the Committee in relation to the 2021 financial
statements:

The significant accounting judgements and estimates considered
in relation to the financial statements for the year ended
31 December 2021 are summarised below.

— the Group’s significant tax exposures: reviewing updates on
corporate tax matters and reports from the Group Head of Tax
on the status of the Franked Investment Income Group Litigation
Order (FIl GLO) and issues in various markets, including tax
disputes in the Netherlands. The Committee concurred with
management’s assessments and disclosures in respect of these
(see note 31in the Notes on the Accounts);

— contingent liabilities, provisions and deposits in connection
with ongoing litigation:

Imperial Tobacco Canada (ITCAN): monitoring the status of

the ongoing Canadian Companies’ Creditors Arrangement

Act (CCAA) proceedings under which Group subsidiary ITCAN
filed for protection in March 2019 following the judgment of the
Quebec Court of Appeal in the Quebec Class Action lawsuits.
The Committee also reassessed the accounting treatment in
respect of all other ongoing tobacco-related litigation to which
ITCAN is a defendant and confirmed that it continued to be
appropriate to make no provision in respect of that litigation,
as it is not possible to reasonably estimate the amount of any
potential settlement (see note 31in the Notes on the Accounts)
and that, whilst ITCAN is subject to the CCAA proceedings, it
continued to be appropriate to consolidate ITCAN's financial
results in the Group financial statements;

Fox and Kalamazoo rivers: the Committee reassessed the provision
in respect of the Fox River clean-up costs and related legal expenses
and confirmed that the provision would continue to be retained
at the prior year level (see note 24 in the Notes on the Accounts),
although inherent uncertainties remain (see note 31in the Notes on
the Accounts). The Committee reviewed the position in respect of
the Kalamazoo River claim and assessed that no provision should
be recognised on the basis set out at note 31in the Notes on

the Accounts;

Reynolds American Companies: the Committee considered and
endorsed management’s approach to accounting for the Master
Settlement Agreement and the Engle class-action and progeny
cases consistent with the prior year (see note 31in the Notes on
the Accounts); and

VAT on social contributions in Brazil: the Committee assessed
the accounting treatment applicable to claims made by a Group
subsidiary in Brazil for refunds of VAT on social contributions
made in Brazil (see note 31in the Notes on the Accounts) and in
relation to the disposal of part of the associated contingent asset
(see note 5 in the Notes on the Accounts);

— foreign exchange and hyperinflation: as the Group has
operations in certain jurisdictions with severe currency
restrictions where foreign currency is not readily available,
including in hyperinflationary territories such as Venezuela, the
Committee assessed management’s approach to applicable
accounting treatment and confirmed that methodologies used
to determine relevant exchange rates for accounting purposes
were appropriate;

— goodwilland intangibles impairment review: the Committee
reviewed management’s assessments of the carrying value of
intangibles including goodwiill (see note 12 in the Notes on the
Accounts), with particular focus on:

US Business: the Committee considered potential regulatory
changes in the US in relation to menthol in cigarettes and
assessed that no impairment was required for US business
goodwill or intangible assets and that retaining indefinite-life
designation for the Newport and Camel brand intangibles
was appropriate;

GTR: despite a delay in returning to normal operations after
COVID-19, the Committee concurred with management’s
assessment that there was no indication of impairment;

Peru: the Committee reviewed the Group’s business in Peru and
concluded that an impairment to goodwill or other intangibles of
£54 million was required;

Imperial Tobacco Canada (ITCAN): the Committee assessed
that, notwithstanding ongoing proceedings (including the
CCAA process) in respect of Group subsidiary ITCAN, there
was no indication of impairment to goodwill;

— changesin the Group: the Committee considered the
accounting treatment in relation to the Group’s disposal of
operations in Iran (concurring with the accounting for the
disposal including treatment of costs and foreign exchange) and
acquisition of an initial 19.9% equity investment in Organigram
Holdings Inc. and concurred with management’s assessment
to account for this as an associate (see note 14 in the Notes on
the Accounts);

— hybrid bonds: the Committee assessed the issuance of
perpetual hybrid bonds, concurring with management’s
assessment for such to be classified as equity instead of
borrowings; and

— adjusting items: the Committee conducted a rigorous
assessment of all adjusting items, including the appropriate
application of adjusting items treatment to Quantum
programme implementation costs (see note 7 in the Notes on
the Accounts) and costs arising from the disposal of the Group’s
operations in Iran (see note 6(f) in the Notes on the Accounts).

Risk topics considered by the Committee included:

— risks relating to the continued impact of COVID-19 and the
approach to incorporating those risks into existing risks to the
Group managed under the Group’s risk register;

— climate change risks and their impact on the Group, to ensure
robust processes are in place to manage both physical and
transitional climate change risks, and annual reporting on the
identification, assessment and management of those risks, in
alignment with the TCFD framework;

— risks related to ESG and the approach to incorporating ESG
risks into existing risks managed under the Group’s risk register,
to ensure appropriate internal standards, strategic plans,
governance, monitoring and reporting mechanisms are in place
to align with recognised international standards, meet external
expectations and identify emerging issues;

— current and emerging risks in the context of the Group’s digital
strategy, technology architecture and data management,
with particular focus on digital transformation, cyber security,
protection of the Group’s information systems and data, and the
approach to managing those risks;
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— revisions to the Group’s risk appetite framework as it relates to
the Group’s strategic objectives, and regular review of emerging
risks to the Group prior to Board assessment;

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

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

— re-assessment of risks consequent to the UK’s EU exit (Brexit) in
the context of the Group risk register (including costs of capital,
FX exposures, supply chain continuity, taxation, customs duty
and talent management), resulting in the removal of Brexit-
related risk from the Group risk register in view of impacts
assessed as below threshold; and

— Group anti-bribery and anti-corruption, sanctions and supply
chain controls and compliance programme.

@ For further information please refer to the Group Principal Risks on
pages 92 to 97 and the Group risk factors on pages 317 to 339

External Auditors

KPMG LLP (KPMG) were appointed as the Company’s auditors
with effect from 23 March 2015, following a competitive tender
process carried out in 2015. The Committee continually reviews
its relationship with the auditors, including consideration as to
when it next intends to complete a competitive tender process
for the Company'’s external audit. The Committee also reviews the
quality of the audit and discusses opportunities for improvement
with KPMG and management. These are taken into consideration
in determining when the Committee next intends to complete a
competitive tender process for the external audit.

The Committee considers the relationship with the auditors to
be working well and remains satisfied with their effectiveness.
The Committee’s review of external auditor effectiveness is
discussed on page 124. In view of this, and having considered
the continued independence and objectivity of the auditors,

the Committee considers it to be in the best interests of the
Company’s shareholders for KPMG to remain as auditors for the
following financial year.

The Committee will continue to monitor this, taking into account
the effectiveness and independence of the auditors and the best
interests of shareholders, and will ensure that an audit tender is
conducted no later than in respect of the 2025 financial year in
accordance with applicable law and regulations.

UK Competition and Markets Authority Audit Order
The Company has complied with the Statutory Audit Services

Order issued by the UK Competition and Markets Authority for
the financial year ended 31 December 2021.

Group Auditor Independence Policy (AIP)

The Group has an established AIP, reflecting the requirements of
applicable laws, 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, audit-related and other non-audit services.

The key principle of the AIP is that the Group’s external auditors
may only be engaged to provide services in cases where the
provision of those services does not impair auditor independence
and objectivity.
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The Committee recognises that using the external auditors to
provide services can be beneficial given their detailed knowledge
of our business. However, the AIP does not permit the Committee
to delegate its responsibilities to the external auditors and the
external auditors are only permitted to provide audit, audit-related
and non-audit services in accordance with the AIP.

The AIP does not permit the external auditors to maintain a
financial, employment or business relationship with any Group
company, or provide services to any Group company, which:

— creates a mutual or conflicting interest with any Group company;

— places the external auditors in the position of auditing their
own work;

— results in the external auditors acting as a manager or employee
of any Group company; or

— places the external auditor in the position of advocate for any
Group company.

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

Subject to the restrictions specified in the AIP, 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 5% 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, in accordance with the terms of the
AlIP, is agreed by the Finance and Transformation Director and
notified to the Committee.

The AIP:

— requires Committee pre-approval for all audit, audit-related and
other non-audit services, except in respect of non-audit services
falling within the exceptions described above;

— prohibits the provision of certain types of services by the external
auditors, including those with contingent fee arrangements,
expert services unrelated to audit and other services prohibited
by US securities laws and the Public Company Accounting
Oversight Board;

— prohibits the Chief Executive, Finance and Transformation
Director, Group Financial Controller and Group Chief Accountant
from having been employed by the external auditors in any
capacity in connection with the Group audit for two years
before initiation of an audit;

— specifies requirements in respect of audit partner rotation,
including for both the lead and the concurring external audit
partners 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

— provides 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.
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External audit fees

The Committee reviews a schedule identifying the total fees for all
audit and 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 mid-
year and year-end, so that it has full visibility of the Group spend on
services provided by the Group’s external auditors.

A breakdown of audit, audit-related, tax and other non-audit fees
paid to KPMG firms and associates in 2021is provided in note 6(i) in
the Notes on the Accounts and is summarised as follows:

Services provided by KPMG firms and associates 2021

2021 2020

£m £m

Audit services 18.2 18.6
Audit of defined benefit schemes 0.4 0.5
Audit-related assurance services 8.0 8.5
Total audit and audit-related services 26.6 276
Other assurance services 0.3 0.5
Tax advisory services - -
Tax compliance - -
Other non-audit services - -
Total non-audit services 0.3 0.5

Note:

In 2021, non-audit fees paid to KPMG amounted to 1.1% of the audit and audit-related
assurance fees paid to them (2020: 1.8%). All audit and non-audit services provided
by the external auditors in 2021 were pre-approved by the Committee.

External auditor effectiveness

The Committee, on behalf of the Board, is responsible for the relationship
with the external auditors. The Committee carries out an annual
assessment of the Group’s external auditors, covering qualification,
expertise and resources, objectivity and independence, and the
effectiveness of the audit process. This assessment takes into account
the Committee’s interactions with, and observations of, the external
auditors and considers a range of factors, including:

— experience and expertise of the external auditors in their direct
communication with, and support to, the Committee;

— their mindset and professional scepticism;

— their effectiveness in completing the agreed external audit plan;
— their approach to handling significant audit and accounting judgements;
— content, quality and robustness of the external auditors’ reports; and

— their provision of non-audit services, as noted above, and other
matters that may impact independence.

The Committee’s assessment is also informed by an external
audit satisfaction survey completed by members of the Group’s
senior management. No material issues were identified during the
external auditor assessment in 2021. The Committee is satisfied
with the qualification, expertise and resources of its external
auditors, and that the objectivity and independence of its external
auditors are not in any way impaired by the non-audit services
which they provide. The Committee has recommended to the
Board the proposed reappointment of KPMG at the 2022 AGM.

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

Audit Partner Rotation

In accordance with the requirements of the UK Financial Reporting
Council (FRC) Ethical Standard and the US SEC independence rules
on partner rotation, the previous audit partner’s term concluded at
the end of the 2020 year-end audit and the current audit partner’s
tenure commenced from the start of the 2021 year-end audit.

FRC review of Half Year report to 30 June 2021

The FRC carried out a review of the Company’s Half Year report
to 30 June 2021. The FRC correspondence with the Company
regarding the outcomes of that review confirmed there were no
questions or queries that required substantive correspondence
between the Company and the FRC.

The outcomes of the FRC review of the Company’s Half Year report
were reviewed by the Committee and have been taken into account
in the preparation of the Annual Report and Accounts for the year
ended 31 December 2021.

The review conducted by the FRC was based solely on the
Company'’s published Half Year report to 30 June 2021. The FRC’s
review does not provide any assurance that the Half Year Report
is correct in all material respects; the FRC’s role is to consider
compliance with reporting requirements, not to verify the
information provided.

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 risks that may affect the Group’s business is provided
in our Strategic Report on pages 92 to 97.

The main features of the risk management processes and system
of internal control operated within the Group are described below.
These have been in place throughout the year under review and
remain in place to date. These 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 its framework for
maintaining sound risk management and internal control systems.
Risk appetite is reviewed annually by the Board to ensure that it

is appropriate. Alongside a robust assessment of the principal
risks and uncertainties facing the Group (including those that
would threaten its business model, future performance, solvency,
liquidity and viability), the Board also considers emerging risks
which may challenge the Group’s ability to achieve its strategic
objectives in the future. Each emerging risk is assessed by

the Board on its potential impact and likelihood and, where
applicable, incorporated into the Group’s risk register with
appropriate mitigating activities. Emerging risks are kept under
regular review by the Committee, prior to Board assessment.

With the support of the Committee, the Board also conducts
an annual review of the effectiveness of the Group’s risk
management and internal control systems. This review

covers all material controls including financial, operational

and compliance controls and risk management systems, with
the Committee continuing to have a strong focus on IT systems
and controls.
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The Group’s Regional Audit and CSR Committee framework
underpins the Audit Committee. It provides a flexible channel
for the structured flow of information through the Group, with
committees for each of the three Group regions, for the US
business, and for locally-listed Group entities and specific
markets where considered appropriate.

The Regional Audit and CSR Committees are supported by Risk
and Control Committees established at business unit level, and
within certain Group functions where applicable.

This framework ensures that significant financial, social,
environmental, governance 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 Committees are

all chaired by an Executive Director, comprise members of the
Management Board and regularly attended by one or more Non-
Executive Directors.

In addition, the Corporate Audit Committee focuses on the
Group’s risks and control environment that fall outside the
regional committees’ remit, such as central functions, and global
programmes, processes and projects. [t comprises members

of the Management Board and is chaired by a Regional Director.
One or more of the Non-Executive Directors also regularly attend
meetings of the Corporate Audit Committee.

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.

Risk management

Risk registers, based on a standardised methodology, are used at
Group, functional, directly-reporting business unit (DRBU), and
individual market levels to identify, assess and monitor the risks
(both financial and non-financial) faced by the business at each
level. Risks are assessed and prioritised at three levels by reference
to their impact (high/medium/low) and likelihood (probable/
possible/unlikely).

Mitigation plans are required to be in place to manage the risks
identified, and progress against those plans is monitored. The risk
registers are reviewed on a regular basis. Functional and regional
risk registers are reviewed regularly by the relevant Regional
Audit and CSR Committee or the Corporate Audit Committee, as
appropriate. DRBU and market risk registers are reviewed as part
of local Risk and Controls meetings.

At the 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 and Transformation
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 and assess the changes

in impact and likelihood. The Committee also conducts detailed
reviews on selected risks, meeting senior managers responsible
for managing and mitigating them, so that it can consider those
risks at a more granular level.
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As reported in the Company’s half-year report to 30 June 2021, the
Group no longer maintains ‘market size reduction and consumer
downtrading’ as a principal risk, due to the Group’s strategy to
deliver long-term sustainable growth with a range of innovation
and less harmful products. The Group’s current principal risks
otherwise remain broadly unaltered from those maintained as at
31 December 2020.

@
@

The Board also considered the Group Viability Statement
see page 92 of the Strategic Report®

For more information on risks see the Group Principal Risks
on pages 92 to 97 and the Group risk factors on pages 317 to 339

Internal control

Group operating companies and other business units are annually
required to complete a controls self-assessment, 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 assessment 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 operating
companies and other business units are required to:

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

— review and confirm that policies and procedures to promote
compliance with the SoBC are fully embedded 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 to the Audit Committee, to ensure that appropriate remedial
action has been, or will be, taken where necessary. They are also
considered by the SOx Steering Committee and the Disclosure
Committee in determining management’s opinion on the internal
controls over financial reporting (ICFR).

Annual review

The Financial Reporting Council’s ‘Guidance on Risk Management,
Internal Control and Related Financial and Business Reporting’
provides guidance in relation to issues of risk and internal control
management and related reporting.

The processes described above, and the reports that they give rise
to, enable the Board and the Committee to monitor 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 2021.

The Board is satisfied that the system of risk and internal control
management accords with the UK Corporate Governance Code
2018 and satisfies the requirements for internal controls over
financial reporting.
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Internal Audit function

The Group’s Internal Audit function is responsible for carrying out
risk-based audits of Group companies, business units, and global
processes. A separate Business Controls Team provides advice and
guidance on controls to the Group’s businesses.

The Group’s Internal Audit function works to a rolling 18-month
audit plan, prioritising principal risk areas aligned to the Group’s risk
register. During 2021, the Internal Audit plan was kept under regular
review with the Committee, enabling flexibility to augment the plan
to cover additional audit assignments in response to emerging
risks where appropriate and ongoing monitoring of the continuing
effectiveness of remote audit work.

In 2021, internal audits covered various markets, manufacturing
facilities in various locations and a range of other business
activities, including business continuity planning, cyber and data
security and access controls, IT infrastructure, supply chain
compliance, leaf sourcing, business transformation programmes,
business to consumer (B2C) e-commerce channels and New
Categories youth access prevention procedures. The Committee
considered internal audit findings and action plans established to
address any issues identified.

The scope of each internal audit is assessed for SOx impact

and audit of applicable SOx controls is included where relevant.
Reviews of SOx controls and their effectiveness are primarily
conducted by the Group’s Business Controls Team and assurance
is also undertaken by the Group’s external auditors, see page 127.

The Committee has approved the Internal Audit plan for 2022 and
assessed its alignment with the Group’s risk register and coverage
of Group risks. The design of the Internal Audit plan for 2022 builds
on progress made in 2021, with enhanced use of data analytics, and
takes account of the evolving nature of Group risks.

The strategic priorities for Internal Audit underpin the design of
the Internal Audit plan for 2022, with continued emphasis on New
Categories and innovation in ways of working, whilst maintaining
thorough coverage of core business activities, lines of defence
and IT controls. The Internal Audit plan for 2022 anticipates the
continuation of COVID-19 travel restrictions into 2022, balancing
remote fieldwork and use of data analytics with focused site visits.

The Committee reviews the effectiveness of the Group’s internal
audit function annually. The Committee considers the Internal
Audit function to be effective and to have the necessary resources
to enable it to fulfil its mandate.

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
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 the UK Corporate Governance
Code, 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 use,
prominence and explanation of primary and adjusted performance
measures; and

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 annual and half-year 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 Committee Chair participated in the 2021 Annual Report
and Form 20-F drafting and review processes, and engaged with
the Finance and Transformation Director and the Group Head of
Internal Audit during the drafting process.

External assurance of ESG metrics and related information

To further strengthen robust procedures in place for reporting
ESG metrics and related information for the Group in the Annual
Report and Form 20-F, the scope of external assurance over
annual reporting of ESG metrics and related information has
been extended, with the work of the external assurance provider
overseen by the Committee under its revised terms of reference
discussed on page 121.

Following a competitive tender process, KPMG LLP were appointed
as the external assurance provider in relation to defined ESG
metrics and related information. The Committee approved KPMG’s
provision of these services in accordance with the requirements of
the Group Auditor Independence Policy. ESG metrics and related
information subject to external assurance are identified in the
assurance statement set out in our 2021 ESG Report.
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SOx compliance oversight

The Company is subject to certain rules and regulations of US
securities laws, including the US Securities Exchange Act 1934
and SOx. SOx places specific responsibility on our Chief Executive
and the Finance and Transformation Director to certify or disclose
information applicable to the financial statements, disclosure
controls and procedures (DCP) and ICFR. This includes our

Chief Executive and Finance and Transformation Director giving
attestations in respect of ICFR effectiveness under §404 of SOx.

The Committee has oversight of processes established to ensure
full and ongoing compliance with applicable US securities laws,
including SOx. Two committees provided assurance during 2021
with regard to applicable SOx certifications. The Disclosure
Committee reviews the Company’s financial statements for
appropriate disclosure, designs and maintains DCPs, and reports
to, and is subject to the oversight of, the Chief Executive and the
Finance and Transformation Director.

A sub-committee of the Disclosure Committee, the SOx Steering
Committee, provides assurance that ICFR have been designed,
and are being operated, implemented, evaluated and disclosed
appropriately, in accordance with applicable requirements and
subject to the oversight of the Chief Executive and Finance and
Transformation Director. The activities of this sub-committee are
directly reported to the Disclosure Committee.

The outputs from the Disclosure Commmittee and SOx Steering
Committee were presented to and reviewed by the Committee.
No material weaknesses were identified and the Committee

is satisfied that, where areas for improvement were identified,
processes are in place to ensure that remedial action is taken and
progress is monitored.

In 2021, the Committee also reviewed the scope of the external
auditors’ SOx procedures, and received reports on their progress
with their independent assessment of ICFR across the Group.

Code of Ethics for the Chief Executive
and Senior Financial Officers

The Company has adopted a Code of Ethics applicable to the Chief
Executive, the Finance and Transformation Director, and other
senior financial officers, as required by US securities laws and NYSE
listing standards. No waivers or exceptions to the Code of Ethics
were granted in 2021.

Group Standards of Business Conduct (SoBC)

The Committee is responsible for monitoring compliance with
the SoBC, and reports on this to the Board. 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 adhere to the SoBC. The SoBC and
the Group’s Delivery with Integrity compliance programme are
discussed on pages 56 to 57.

All Group companies have adopted the SoBC or local equivalent.
Information on compliance with the SoBC is gathered at a regional
and global level and reports of SoBC allegations, including details of
the channels through which allegations are reported, are provided
on a regular basis to the Regional Audit and CSR Committees,
Corporate Audit Committee, and to the Committee. A breakdown
of SoBC contacts and SoBC allegations reported across the Group
in 2021 is set out on page 57.

The SoBC and information on the total number of SoBC contacts
and SoBC allegations reported in 2021 (including established
breaches) is available at bat.com/sobc.
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Speak Up

The Group maintains Speak Up channels which enable concerns
regarding SoBC compliance matters, including concerns about
possible improprieties in financial reporting, to be raised in
confidence (and anonymously should an individual wish) without
fear of reprisal.

The SoBC includes the Group’s Speak Up policy, which is
supplemented by local procedures throughout the Group that
provide staff with further guidance on reporting matters and
raising concerns, and the channels through which they can do so.
The Board periodically reviews the Group’s Speak Up policy and
reports arising from Speak Up channels. The Speak Up policy was
revised with effect from 1January 2022 (as part of the revised
SoBC). The Board is satisfied that the Group’s Speak Up policy and
procedures enable proportionate and independent investigation
of matters raised, and ensure that appropriate follow-up action

is taken.

@ Read more about Speak Up channels
and Speak Up reports on page 57

Political contributions

The Group does not make contributions to UK or European Union
(EV) political organisations or incur UK or EU political expenditure.
The total amount of political contributions made to non-UK and
non-EU political parties in 2021 was £4,339,371 (2020: £4,851,616)
as follows:

Reynolds American Companies reported political contributions
totalling £4,339,371 (US$5,970,975) for the full year 2021 to US
political organisations and to non-federal-level political party and
candidate committees in accordance with their contributions
programme. No corporate contributions were made to federal
candidates or party committees and all contributions were made in
accordance with applicable laws.

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

In accordance with the US Federal Election Campaign Act,
Reynolds American 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 Reynolds American 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 2021, Reynolds American Companies incurred expenses,
as authorised by US law, in providing administrative support to
the PAC.

No other political contributions were reported.
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Annual Statement on Remuneration
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Index to our Remuneration Report
Policy Report

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 and this is indicated appropriately.®

Introduction

| am pleased to present to you the Directors’ Remuneration Report
for the year ended 31 December 2021 which sets out our role and
the new Remuneration Policy. This report contains:

— The Annual Remuneration Report, explaining how the current
Remuneration Policy has been implemented during 2021; and

— The new Directors’ Remuneration Policy, which will be put
forward for a binding vote at the 2022 AGM.

2021 has been a year of further volatility as we have continued

to manage the disruption arising from the COVID-19 pandemic
across our business. We are incredibly proud of the collective
effort made by the Group’s employees and management teams
as they have remained focused on delivering growth, serving the
needs of our customers and consumers, while managing through
continued disruption.

Our response to the pandemic has continued to be guided by our
Ethos and our primary focus has been on looking after our people
and protecting their health, safety, and wellbeing. Throughout the
disruption caused by COVID-19 the Group has continued to

focus on providing practical support to employees to navigate
through this unprecedented period and has not entered furlough
arrangements or made redundancies as a result of the pandemic.

Our Focusin 2021

We have completed the review of the Directors’ Remuneration
Policy during 2021, which has focused on opportunities to
strengthen alignment with 1) the Group’s strategy and ESG agenda,
2) shareholder and advisory body feedback arising from the AGM in
2021 and 3) an assessment of our position in the marketplace.

Our priority has been to ensure that the Remuneration Policy:

— Creates close, long-term links between the Group’s senior
management and our shareholders;

— Enables the Group to attract and retain top quality talent in the
global marketplace;

— Directly supports Group strategy delivery and our A Better
Tomorrow™agenda, by rewarding high levels of sustainable
long-term performance in both an appropriate and competitive
manner; and

— Continues to incorporate best practice policy features.

In summary we are proposing no changes to the headline operation
or quantum of our Remuneration Policy. Our overarching objective
has been to ensure that the new Remuneration Policy reflects our
corporate purpose and our primary ESG ambition, to reduce the
health impact of our business. Specifically, we have sought through
the new Remuneration Policy to:

— Strengthen focus on revenue growth in New Categories;
— Ensure focus on improving profitability in New Categories; and
— Incentivise the continued financial performance of the Group.

The Committee acknowledges that a significant minority of
shareholders have been unable to support recent decisions
regarding fixed pay increases for Executive Directors and have
sought fuller disclosures as to the Committee’s decision-making
process, which has been reflected through voting on the Directors’
Remuneration Reports in 2020 and 2019. This has been a key
consideration throughout the Committee's review process and our
report this year is structured differently to provide greater detail
on the perspectives of shareholders and how the Committee has
responded, which are set out in the following pages.

Shareholder Engagement
and New Remuneration Policy

The latter part of 2021 was dedicated to a programme of
engagement with shareholders on the proposals which are
contained in the new Remuneration Policy. We have engaged

with shareholders representing 60% of our issued share capital,
together with the Investment Association, Institutional Shareholder
Services and Glass Lewis.

Our objective has been to undertake a focused review of the
Remuneration Policy, building on the work undertaken in 2018
which introduced a variety of changes to our policy, including
alignment of Executive Directors' pensions arrangements with
those of the wider workforce and post-employment shareholding
requirements. Our current Remuneration Policy was approved at
the 2019 AGM with significant support from our shareholders.

Our programme of shareholder engagement has helped to refine
proposals and ensure that proposed changes to the Remuneration
Policy are targeted and focused. Initial feedback indicated:

— That the proposals to strengthen the focus on New Categories
performance within the short-term incentive plan (STI) and long-term
incentive plan (LTI) are timely and appropriate for the Group, and

— There were opportunities to reconsider some aspects of the proposed
metrics for both the STland LTI, such as the balance and weighting
between metrics and some specific performance conditions.

The tables on pages 129 and 130 summarise the proposals put
forward by the Committee during shareholder engagement,
together with the key points of feedback received from
shareholders and the adjustments made by the Committee taking
into account the feedback received.
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Incentive plans — Short-Term Incentive Plan (IEIS): The Group made changes to the IEIS for 2021 following engagement with shareholders and
introduced New Categories revenue performance into the plan. Recent discussions with shareholders have focused on opportunities to further
strengthen prioritisation of New Categories performance, together with the incentivisation of the continued financial performance of the Group.

The Committee considers that the proposed changes outlined below will strengthen alignment with the Group’s long-term strategy
delivery and the interests of shareholders.

Summary of Changes

2021 measures Original proposal Final proposal

Short-termincentive

Volume Share 15% Volume Share 10% Volume Share 10%
New Categories Revenue 20% New Categories Revenue 15% New Categories Revenue 15%
Adj Profit from Operations 30% Adj Profit fromn Operations 25% Adj Profit from Operations 25%
Deleverage (ex FX) 35% Adj Cash Generated From Operations ~ 30% Adj Cash Generated From Operations 30%

New Categories Contribution 20% New Categories Contribution 20%

Proposed change and rationale (l)

The introduction of a new measure ‘New Categories contribution” with a 20% weighting. This measure will incentivise year-on-year
improvement in New Categories profit contribution in line with the Group’s pathway to profitability by 2025. Further details are provided
on page 143.

Shareholder feedback
Shareholders have welcomed the introduction of ‘New Categories contribution’ to the IEIS as both timely and relevant.

Some shareholders indicated that they need to understand how they may assess performance in this area, as at present the Group does
not disclose details for New Categories contribution.

Committee response

The introduction of this new measure will be accompanied by a change in Group reporting from 2022 where we will provide revenue and
category contribution as separate disclosures. Performance targets for this measure will be disclosed in the normal manner, following the
close of the performance period.

Proposed change and rationale (ll)

The introduction of ‘adjusted cash generated from operations’ with a 30% weighting. This measure will ensure continued focus on cash
generation to fund further leverage reductions and returns to our shareholders. Further details are provided on page 143.

This measure will replace the ‘deleveraging excluding foreign exchange’ measure — the Committee is pleased with the progress made to
de-lever the balance sheet over the last two years towards our medium-term corridor of 2-3x, to the point that it is felt more appropriate
to re-focus on cash performance within the IEIS.

Shareholder feedback

Shareholders have in general been supportive of the proposed change.

However, adjusting items within this measure have generated mixed views among some shareholders, with some expressing discomfort
with adjusting for restructuring costs and litigation settlements, while other shareholders have been comfortable to adjust for litigation
settlements on the basis that these are unpredictable and outside of management control.

Committeeresponse

The Committee has considered the feedback carefully and understands shareholder views regarding adjusting for restructuring costs,
which may be considered as an ongoing cost of doing business for purposes of the performance measure.

Consequently, adjusting for restructuring costs has been removed from the performance measure. Litigation settlements are considered
unpredictable and outside of management control, accordingly, adjusting for these have been retained as part of this measure.

Proposed change and rationale (lll)

Minor adjustments were proposed to the weightings for the ‘Group share of key markets’ measure (from 15% to 10%), the ‘New Categories
revenue’ measure (from 20% to 15%) and the ‘adjusted profit from operations’ measure (from 30% to 25%).

Shareholder feedback

The majority of shareholders have been supportive of the proposed re-weightings, with some specific questions raised to understand the
balance of weighting between performance measures.

Committee response

Weightings were maintained as originally proposed during shareholder engagement. The Committee considered it appropriate to retain
a slightly higher weighting for the ‘adjusted cash generated from operations’ measure given the Group’s continued need to focus on cash
generation to support returns to shareholders and provide flexibility with capital allocation.

The introduction of the ‘New Categories contribution’ measure also further strengthens the focus within the IEIS on financial
performance, whereby financial metrics represent 75% of the weighting within the plan.
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Incentive plans — Long-Term Incentive Plan: Changes are made with the aim of reflecting our corporate purpose more directly, in
particular our commitment to reduce the health impact of our business as part of our A Better Tomorrow™ agenda. These changes take
into account shareholder feedback and focus on harm reduction as an imperative to delivering long-term sustainable growth, as follows:

Summary of Changes

2021 measures Original proposal Final proposal

Long-termincentive

Adjusted revenue growth 20% Adjusted revenue growth 20% Adjusted revenue growth 15%

EPS (current / constant) 40% EPS (current / constant) 20% EPS (current / constant) 30%

Cash Conversion 20% Cash Conversion 20% Cash Conversion 20%
Relative TSR (streamlined Relative TSR (streamlined

Relative TSR 20% comparator group) 20% comparator group) 20%
New Categories revenue growth 20% New Categories revenue growth 15%

Proposed change and rationale (l)

The introduction of a new measure ‘New Categories revenue growth’, with a 15% weighting. Our strategic objective is to provide long-term
sustainable growth for our shareholders and this performance measure is directly aligned with our transformation ambitions and stated
targets and will measure future growth in New Categories. Further details are provided on page 144.

Shareholder feedback

The majority of shareholders have been supportive of the introduction of this new measure.
Some shareholders have wanted to understand the basis of measurement and the relationship with the ‘New Categories revenue’ metric in the IEIS.

When we presented our original proposals, some shareholders requested that the Committee reconsider the relative weight between
revenue measures and EPS, such that there is a greater balance between profit delivery and revenue growth.

Committeeresponse

The inclusion of New Categories revenue growth in both the IEIS and LTIP is an important step given New Categories growth is a critical
part of our long-term strategy and ESG agenda. The |IEIS measure will continue to provide focus on in year delivery, while the LTIP measure
will focus on cumulative and sustained performance over a three-year period.

The Committee understands the views expressed by shareholders and as a result has adjusted the original proposals such that the
weighting for the ‘New Categories revenue growth’ and ‘adjusted revenue growth’ measures have been reduced from 20% to 15% and the
weighting for the ‘adjusted diluted earnings per share’ measure has been increased from 20% to 30% to increase the overall proportion
based on profitability versus the original proposals.

Proposed change and rationale (ll)

The ‘relative total shareholder return’ (TSR) measure is retained with the current weighting of 20%. The comparator group of companies
has undergone a review as the constituents have been in place since 2013, other than the addition of the Altria Group in 2019. A review of
comparator companies was believed to be timely and relevant considering changes in the Group’s business over the last eight years, our
strategic focus and ambition to become to multi-category, new-category led business.

The review exercise has aimed to deliver a more focused and relevant comparator group comprised of businesses which are adjacent to
the Group’s, well correlated and broadly comparable in terms of their size and scale. The final constituents represent the tobacco, soft
drinks, alcohol and fast moving consumer goods sectors. Back testing of the comparator group changes for past awards confirmed that
these changes would not have impacted vesting under the TSR measure. Further details are provided on page 144.

Shareholder feedback

The majority of shareholders have expressed comfort with the proposed comparator group changes and the intent to ensure the TSR
comparator group is well calibrated and relevant for the future.

A small number of shareholders had requested that additional specific companies were considered for inclusion in the
comparator group.

More broadly, the Committee is aware that relative TSR can attract strong and often conflicting opinions, with a small number of
shareholders expressing a preference for the removal of the measure from the LTIP.

Committee response

The Committee is pleased that the comparator group changes have been met with support and has taken into consideration feedback
as to the composition of the group. Consequently, Swedish Match, which was not part of the original proposal, will be included in the
new TSR comparator group from 2022.

The Committee remains of the view that the relative TSR measure is an important component of the LTIP and helps to maintain
alignment with shareholder interests, a view which is shared by the majority of our shareholders.

130




BAT Annual Reportand Form 20-F 2021 Strategic Report

These changes to performance measures will apply to the IEIS
from 2022 and to new awards made under the LTIP from 2022
for the Executive Directors and the Group’s wider management
population. Importantly they will ensure that the Group’s
transformation ambitions and core financial delivery are
appropriately reflected in both the IEIS and LTIP.

Wider Themes from Shareholder Engagement

ESG measures: A small number of shareholders have enquired
whether the Committee considered the introduction of broader

ESG measures to either the IEIS or the LTIP. The Committee gave
consideration to broader ESG measures as part of the policy review
process. In view of our primary ESG commitment, to reduce the
health impact of our business, and accordingly, the importance of
sustainable New Categories growth, the Committee concluded that
the proposed changes to [EIS and LTIP would focus on incentivising
delivery of our corporate purpose and stated ambitions of delivering
£5 billion in revenues in New Categories by 2025, reaching profitability
in New Categories over the same time period and the continued
transformation of our portfolio. Discussions with shareholders have
confirmed there is consensus that this is the right approach for

the Group at this time, being both directly linked to Group strategy
delivery and quantifiable. The Remuneration Committee will continue
to monitor ESG measures and we will continue to drive performance
across our comprehensive suite of objectives across all areas of ESG,
which are discussed in the Strategic Report.

Returns measures: A discrete group of shareholders have expressed
a preference for a returns-type measure within the LTIP. While the
Committee concurs that this is an important metric for the business
to continue to track, it believes there are other important metrics

to focus remuneration on at this time. We expect the Group’s

return on capital performance will over the near to medium term be
driven by organic profit growth which is a key performance metric
already represented in the IEIS and LTIP. Further, at this stage of our
transformation journey the Committee believes the IEIS and LTIP
should be focused on measures more closely linked to the Group’s
transformation agenda (such as New Categories revenue growth and
category contribution) and key financial performance measures (such
as adjusted profit from operations, EPS and cash). The Committee will
continue to keep metric formulation and the orientation of our incentive
plans under review as our transformation journey progresses.

Executive Director remuneration: A significant minority of
shareholders have been unable to support recent decisions regarding
fixed pay increases for the Executive Directors and have requested
fuller disclosures as to the Committee’s decision-making process

in the future. During our engagement, shareholders have provided
their feedback on decisions made in 2020 and 2021; while the
rationale followed by the Remuneration Committee at the time has
been understood, shareholders have explained their expectation of
restraint with regard to fixed pay increases in future, with the majority
wishing to see an employee average-led approach. The Remuneration
Committee has considered the matters raised by shareholders in
detail and the approach to be taken in 2022 is set out on page 132.

I would like to thank our shareholders, and wider stakeholders who
have worked with us, for their feedback and help to maintain an
ongoing and transparent dialogue regarding executive remuneration.

Group Performance

The performance measures included in our incentive plans are
closely aligned with the Group’s strategy and the metrics as set out
in the Strategic Report.
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The Group has delivered a strong performance in 2021, accelerating
growth in New Categories, delivering on its leverage commitment
and advancing the ESG agenda while managing the ongoing
impacts arising from the COVID-19 pandemic. The performance
targets set by the Committee early in the year have remained
unchanged throughout the 2021 performance period.

Target setting for 2021 assumed a rate of recovery from lockdown
impacts in emerging markets and Global Travel Retail, while
expecting ongoing disruption from further lockdowns elsewhere in
the Group, together with prolonged travel restrictions and excise
shocks. A key focus area of target setting was growth in the New
Categories business, founded on geographic expansion, growth

in the consumer base and achieving leadership of the Vapour
category in the US. Target setting also assumed a continuing
strong profit performance in developed markets driven by an
increase in pricing. The impact of price increases and consequent
flow through to revenue and profit growth was expected to

be constrained by less favourable geographical mix due to the
weighting of the post-pandemic volume recovery towards
emerging markets. In order to meet profit objectives, ambitious
cost savings were also embedded in the targets, anticipated to

be delivered from product costs and the continued simplification
of the organisation. The Group’s continued emphasis on
deleveraging was reflected in a stretch target which was calibrated
in anticipation of further strong delivery in operating cash flow
conversion as well as the Group delivering against its profit targets.

2021Short-term Incentive

The Group has delivered combustibles and THP volume share
gains of 6 bps over performance in 2020 together with a robust
performance with growth in New Categories revenue at constant
rates of 50.9% and growth in adjusted profit from operations

at constant rates of 5.2%. In addition, there has been continued
progress with the deleveraging ambition (excluding foreign
exchange) with a full year performance of -0.50x.

These results are reflected in the outcomes for the IEIS, for which
the corporate result across the four measures (Group’s share of key
markets, New Categories revenue, adjusted profit from operations
and deleveraging excluding foreign exchange) was 85.7%.

2019 Long-term Incentive

The Group has delivered a compound annual growth rate in Group
revenue of 5.3% at constant rates through the three year 2019 to
2021 period, a compound annual growth rate in adjusted, diluted EPS
of 6.8% at constant rates and a corresponding operating cash flow
conversion ratio of 101.0% at current rates over the same period.

These results are reflected in the outcomes for the 2019 LTIP award,
for which the corporate result across relative total shareholder return
(TSR), adjusted diluted EPS, adjusted revenue growth at constant
rates and the operating cash flow conversion ratio, results in a vesting
in March 2022 of 49.1%.

The vesting result reflects, through the relative TSR measure,
movements in the Group’s share price during the performance period.
The Committee applied a downward adjustment at grant to the 2019
LTIP award, whereby the number of shares awarded were calculated
on the basis of the Group’s closing share price on 25 February

2019, increased by 15%. This adjustment was made in recognition

of the decline in Group share price over the preceding 12 months.
Given the share price is below that used to determine the grant, the
Committee are comfortable that there has been no windfall gain.
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Following evaluation of the formulaic outcomes for both the 2021
IEIS and 2019 LTIP, the Committee considered the results against
the underlying performance of the Group and the experience of
our shareholders. The Committee concluded that the outcomes
were a fair reflection of performance delivered in what continues to
be challenging and volatile market conditions and no adjustments
were required. In addition, share price fluctuations are reflected
throughout the Executive Directors’ remuneration, in the vesting
and holding periods as well as their individual shareholdings.

The performance against the key measures that delivered the IEIS
and LTIP remuneration outcomes are summarised on pages 138
and 139.

Executive Director Remuneration

The Remuneration Committee has considered in detail the views of
shareholders and wider stakeholders with respect to annual salary
reviews and the management of executive pay. This topic was
discussed at length with shareholders during our engagement on
the Remuneration Policy.

The Committee has also given due consideration to the total
remuneration positioning of the Executive Directors in relation to
the wider market, their individual performance, and the level of
pay increases for UK employees generally. Pay increases for UK
employees are expected to range between 0% and 7.2%, based
on performance in the prior year, with the average of employee
increases falling within the 2.6% to 3.8% range.

The Remuneration Committee has decided that the salaries of the
Chief Executive and the Finance and Transformation Director will
be maintained at their current levels, with no further increases to
apply in April 2022.

Pay and Transparency

The Remuneration Committee recognises the importance of
considering executive compensation in the broader context of the
Group'’s workforce and the role that large organisations may play
in encouraging greater transparency in this respect. Consequently,
from 2022 the Group has broadened the scope of its pay equality
reporting as follows.

Gender Pay: UK

In March 2022, we will be publishing data relating to UK Gender Pay
in line with the statutory requirements. As a result of our continued
focus we have seen an improvement in both our mean and median
pay gaps by 3 percentage points when compared to 2020 and an
improvement in the median bonus gap by 7 percentage points
compared to 2020.

These improvements are attributable to increased time at level
among senior female employees reflecting our commitment to
continue to nurture and retain our female talent in more senior
roles. The Group is committed to driving further progress in this
area and has a comprehensive set of diversity initiatives in place
which are explained further on pages 3 to 5 in our Diversity and
Inclusion Report.

Gender Pay: International Business

We will also be publishing in March 2022 voluntary disclosures
on gender pay for our international business. We felt it important
to complement the statutory reporting for the UK with a broader
view of the Group. Our international business gender pay data
includes gender pay information from a cross-section of key
markets, representing each of the Group’s regions and functions.
Further details are included on pages 7 to 10 in our Diversity and
Inclusion Report.

Ethnicity Pay: UK

During 2021 we completed a data gathering exercise with the help
of UK employees. | am delighted to say that 77% of employees in
the UK supported this effort and this has allowed the Group to
complete a review of UK ethnicity pay data. Further details are
included on page 11in our Diversity and Inclusion Report.

We will continue to review our approach to ensure the Group
provides as much transparency as is practicable in this
important area.

Looking Ahead to 2022

The annual report on remuneration details remuneration in 2021
and the decisions made by the Remuneration Committee during
this period. The new Remuneration Policy will be put forward for a
binding vote at the 2022 AGM.

The Group has delivered a strong performance in 2021 and | believe
that our proposed new Remuneration Policy supports Group
strategy, drives pay for performance and meets the needs of our
stakeholders in a considered way.

| would once again like to thank our shareholders and wider
stakeholders for the direct engagement and feedback during this
past year on both our remuneration policy and practices. | look
forward to continuing this dialogue in 2022.

Dimitri Panayotopoulos
Chairman, Remuneration Committee

10 February 2022
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1Summary of Our Current Directors’ Remuneration Policy

This section provides a summary of the Remuneration Policy for the Executive Directors and the Non-Executive Directors that was
approved by shareholders at the AGM on 25 April 2019 and was in place during the year ended 31 December 2021.

The full Directors’ Remuneration Policy is set out in the Remuneration Report 2018 contained in the Annual Report for the year ended
31 December 2018, which is available at bat.com.

As referenced in the Annual Statement on Remuneration on pages 128 to 132, we will be putting forward to a vote the updated Directors'
Remuneration Policy at the AGM on 28 April 2022 and the full detail of the updated policy can be found on pages 152 to 162.

Strategic Purpose

Key Features

Salary

To attract and retain high-calibre individuals
to deliver the Group’s long-term strategy
and to offer market-competitive levels of
guaranteed cash to reflect an individual’s
skills, experience and role within the Group.

Benefits

— Normally paid in 12 equal monthly instalments during the year;

— Reviewed annually in February (changes effective from April) or subject to ad-hoc review
on significant change of responsibilities;

— Reviewed taking into consideration several factors including individual performance and
appropriate market data based on a Pay Comparator Group;

— Annual increases will generally be in the range of the increases in the base pay of other
UK-based employees in the Group and will not exceed 10% per annum; and

— Recently appointed Executive Directors’ base salaries may exceed the top of the range
of the salary increases for UK-based employees where the Remuneration Committee
considers it appropriate to reflect the accrual of experience.

To provide market-competitive benefits
consistent with the role which:

— attract and retain high-calibre individuals
to deliver the Group’s long-term strategic
plans; and

— recognise that such talent is global in
source and that the availability of certain
benefits (e.g. relocation, repatriation,
taxation compliance advice) will from
time to time be necessary to avoid such
factors being an inhibitor to accepting
the role.

Pension

The Company offers the following contractual benefits to Executive Directors:

— Acar or car allowance;

— Use of a car and driver for personal and business use;

— Employment tax advice;

— Tax equalisation payments (where appropriate);

— Private medical insurance, including general practitioner ‘walk in” medical services;
— Personal life and accident insurance;

— Housing, education allowances or similar arrangements as appropriate to family
circumstances; and

— Other benefits may include Executive Directors and their partners’ attendance at
hospitality or similar functions, and the provision of benefits which may be treated as
benefits for tax purposes, such as the provision of home security and reimbursement of
expenses incurred in connection with their duties.

To provide competitive post-retirement
benefit arrangements which recognise
the external environment in the context
of attracting and retaining senior
high-calibre individuals to deliver

the Group’s long-term strategy.

— Only base salary is pensionable.

— Defined Contribution (“DC”) benefits — Executive Directors are eligible to receive a pension
benefit equivalent to a maximum of 15% of base salary as a contribution into the British
American Tobacco UK Pension Plan or, as alternative provision, they can opt for either
a cash allowance or accrual in a DC unfunded arrangement. The Company contribution
rate is aligned with the benefit available to our wider UK population where the default
contribution rate is 15%, comprising of a core 10% contribution rate and an additional 5%
contribution on a matching basis to an employee’s pension contribution.

133




BAT Annual Reportand Form 20-F 2021

Remuneration Report

Annual Statement on Remuneration
Continued

Short-termincentives (STI)

— Toincentivise the attainment of Opportunity
corporate targets aligned to the Group’s
strategic objectives on an annual basis,
with a deferred element to ensure
alignment with shareholders’ interests. Operation

— Chief Executive — Maximum 250%; on-target 125%.
— Finance and Transformation Director — Maximum 190%; on-target 95%.

— To ensure, overall, a market-competitive
remuneration to attract and retain
high-calibre individuals to deliver
the Group’s long-term strategy.

— 50% of the incentive delivered as cash; 50% as deferred shares (DSBS) which vest after
three years. Deferred shares attract a dividend equivalent which is delivered in additional
quarterly interim dividend equivalent shares;

— The Remuneration Committee sets the performance targets each year at the beginning of

the performance period and is able to vary the exact measures and the weighting of them

from year to year;

Performance measures for 2021 can be found on page 137 and for 2022 on page 143;

The Remuneration Committee has discretion to adjust outcomes in circumstances where

it considers it is appropriate to do so to reflect the overall performance of the Company;

In cases of identified poor individual performance, the corporate result may be reduced by
up to 50%; and
Clawback and malus provisions are in place.

Long-term incentives (LTIP)

— To putin place a combination of Opportunity
measures with appropriately stretching

targets around the long-term strategy
delivery that provides a balance relevant ~ — Normal annual grants of 500% of salary for the Chief Executive and 400% of salary for the

to the Company’s business and market Finance and Transformation Director.
conditions as well as alignment between

— Maximum annual award of shares of 500% of salary for all Executive Directors.

. . Operation
Executive Directors’ and shareholders’
interests. — LTIP awards vest only to the extent that:

- To facilitate the appointment of senior — the performance conditions are satisfied at the end of the three-year performance period; and
high-calibre individuals required to deliver  _ 4n, additional vesting period of two years from the third anniversary of the date of grant has
the Group’s long-term strategy, and been completed;
to promote the long-term success of
the Company. — Dividend equivalent shares are awarded at the end of the extended vesting period to the

extent that the awards vest;

— The Remuneration Committee sets the performance targets for the applicable performance
period each year;

— Vesting levels are based on the achievement of appropriately stretching targets against
performance measures aligned to the Group’s long-term strategy;

— Performance measures for the 2019-2021 performance period are detailed on page 138 and for
the awards to be granted in 2022 are detailed on page 144;

— The Remuneration Committee has discretion to adjust the level of vesting in circumstances where
it considersit is appropriate to do so to reflect the overall performance of the Company; and

— Clawback and malus provisions are in place.

Shareholding requirements

— To strengthen the alignment between Executive Directors are required to hold shares in the Company:
the interests of the Executive Directors
and those of shareholders by requiring
Executive Directors to build up a
high level of personal shareholding in
the Company.

— during service as a Director, equal to the value of the same multiple of salary at which LTIP
awards are made to that Director (currently, 500% for the Chief Executive and 400% for
the Finance and Transformation Director); and

— after ceasing service as a Director, equal to the value of 100% of the shareholding
requirement that applied while a Director for a period until the second anniversary of

— Toensure long-term alignment between cessation of employment with the Group.

the interests of the Executive Directors
and those of shareholders through

the operation of post-employment
shareholding requirements.

All-employee share plans

Executive Directors are eligible to participate - All-employee share schemes are the Partnership Share Scheme, the Sharesave Scheme
in the Company’s all-employee share and the Share Incentive Plan (SIP); and

schemes Which.a.re designed to incentiyise — Executive Directors are subject to the same limits on participation as other employees, as
employees by giving them an opportunity to defined by the applicable statutory provisions.

build shareholdings in the Company.
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2 Overview of What Our Executive Directors Earned in 2021and Why

What our Executive Directors earned in 2021 - @audited®

Single figure for Executive Directors

Jack Bowles Tadeu Marroco

2021 2020 2021 2020
£°000 £'000 £°000 £'000
Fixed Pay
Salary 1,316 1,259 803 775
Taxable benefits 320 508 100 152
Pension 197 189 121 16
Total Fixed Pay 1,833 1,956 1,024 1,043
Variable Pay
Short-term incentives 2,820 2,238 1,308 1,046
Long-term incentives'? 2,815 757 584 489
Other emoluments 3 3 3 18
Total Variable Pay 5,638 2,998 1,895 1,553
Total Remuneration 7,471 4,954 2,919 2,596

Notes:

1. The 2019 LTIP award is due to vest on 28 March 2022 for Jack Bowles (first award made as an Executive Director) and Tadeu Marroco based on completion of the three-year performance
period on 31 December 2021. The value shown is based on the average share price for the three-month period ended 31 December 2021 of 2,616p. Given the share price performance since the
date of grant of awards, none of the value shown in the table above is attributable to share price appreciation.

2.Long-term incentives shown for 2020: in accordance with the UK Directors’ Remuneration Report Regulations, estimates for the values of the vesting 2018 LTIP awards were given in the
Annual Report on Remuneration for the year ended 31 December 2020; these amounts have been re-presented to show the actual market value on the date of vesting in 2021.

Further information in respect of this remuneration can be found in Section 3 on page 136.

How this aligns to performance

Short-term incentives for the performance period ended in 2021

Performance summary:

Chief Executive: corporate performance - 214.3% of salary

Finance and Transformation Director: corporate performance —162.8% of salary

Group share of Key Markets
+6 bps growth over 2020

Adjusted profit from operations (APFO)

at constant rates of exchange +5.2% growth

New Categories revenue
+50.9% growth

Deleveraging (excluding foreign exchange)

-0.50x at constant rates of exchange

Long-term incentives for the three-year performance period ended in 2021

Vesting at 49.1%

Total shareholder return (TSR)
17 out of 24 in FMCG comparator group 2019-2021

0% achievement

(0% of award vesting out of possible 20%)

Adjusted diluted earnings per share (EPS) growth
3.5% CAGR at current rates of exchange

0% achievement
(0% of award vesting out of possible 20%)

Adjusted diluted earnings per share (EPS) growth
6.8% CAGR at constant rates of exchange

45.5% achievement
(9.1% of award vesting out of possible 20%)

Adjusted revenue growth
5.3% CAGR at constant rates of exchange

100% achievement
(20% of award vesting out of possible 20%)

Adjusted operating cash flow conversion ratio

101.0% ratio over the performance period

100% achievement
(20% of award vesting out of possible 20%)

Non-GAAP measures

Adjusted profit from operations (APFO), deleveraging (excluding foreign exchange), New Categories revenue, adjusted diluted EPS,
adjusted revenue and adjusted operating cash flow conversion ratio are non-GAAP measures used by the Remuneration Committee to
assess performance. Please refer to pages 302 to 311 for definitions of these measures ®and a reconciliation of these measures to the

most directly comparable IFRS measure where applicable.®

@ 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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3 Executive Directors’ Remuneration for the Year Ended 31 December 2021

Total remuneration for the year ended 31 December 2021 - ®audited®

Jack Bowles Tadeu Marroco
2021 2020 2021 2020
£000 £000 £000 £000
Salary 1,316 1,259 803 775
Taxable benefits'
— car allowance 20 20 20 20
— health insurance 15 15 13 13
- lifeinsurance 18 19 8 8
— tax advice 49 65 21 30
— use of Company driver 65 85 27 55
— home and personal security? 80 155 4 14
— tax & social security?® 62 136 - -
— other expenses related to individual and/or accompanied attendance at Company 1" 13 7 12
functions/events
Total taxable benefits 320 508 100 152
Short-termincentives
STl vesting percentage (% of maximum) 85.7% 711% 85.7% 711%
STl: cash — Group performance cash element 1,410 119 654 523
STI: DSBS - Group performance deferred element 1,410 1,119 654 523
Total short-term incentives (page 137) 2,820 2,238 1,308 1,046
Long-termincentives*®
LTIP vesting percentage (% of maximum) 49.1% 54.2% 49.8% 54.2%
LTIP value to vest 2,267 612 470 395
Dividend equivalent® 548 145 14 94
Total long-term incentives (page 138) 2,815 757 584 489
Total pension-related benefits (page 139) 197 189 121 16
Other emoluments
Share Reward Scheme (value of ordinary shares awarded) 3 3 3 3
Sharesave Scheme (face value of discount on options granted) - - - 15
Total other emoluments 3 3 3 18
Total remuneration 7,471 4,954 2,919 2,596

Notes:

1. Taxable benefits: the figures shown are gross amounts as, in line with the UK market, it is the normal practice for the Company to pay the tax which may be due on any benefits, with the
exception of the car or car allowance. The numbers presented above for tax advice are inclusive of applicable VAT and income tax.

2.Figure for home and personal security for Jack Bowles for 2020 related to necessary one-off security improvements to his residence and annual maintenance/monitoring. The figure reported
for 2021 relates only to annual maintenance/monitoring. As noted in point 1above, these amounts have been grossed up for UK tax purposes.

3. The amount reported for Jack Bowles for 2020 in the Annual Report on Remuneration for the year ended 31 December 2020 was £220,000. This amount has been restated above to
account for credits received in the UK in respect of overseas tax payments made by the Company. The figure reported for 2021 relates to overseas taxes paid by the Company in respect of
employmentincome in order to protect Jack Bowles to his UK tax position in line with the Company policy for the wider workforce.

4. The 2019 LTIP award is due to vest on 28 March 2022 based on completion of the three-year performance period on 31 December 2021. The value shown is based on the average share price
for the three-month period ended 31 December 2021 of 2,616p. The LTIP vesting figure above for Jack Bowles reflects the first award made as an Executive Director. The LTIP vesting figure
above for Tadeu Marroco reflects an award made prior to being appointed as an Executive Director.

5.LTIP award shown for 2020: the values disclosed in the Annual Report on Remuneration for the year ended 31 December 2020 were estimated values as the award had not vested by the date
of that report; these amounts have been re-presented based on the actual market value on the date of vesting of 27 March 2021 of 2,578p.

6.LTIP dividend equivalent payments: the dividend equivalent payment that will attach to the LTIP award that is included in the Single Figure Table is reported. The values for the year ended
31December 2020 have been restated on this basis. The amount reported for Jack Bowles will be delivered in shares following the end of the two-year additional holding period.
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Short-Term Incentives for the Year Ended 31 December 2021

STl performance measures, weightings and results for year ended 31 December 2021 - ®audited®

Payout

STI: performance measure and target 2021 Description of measure 2021 Actual performance 2021 (m\;ximum)
Group’s share of Key Markets The Group’s volume share in its Key Markets Global volume share in key markets  9.0% (15%)
(growth over prior year) accounts for around 80% of cigarettes grew by 6 bps.
Weighting: 15% volume and 90% of THP volume of the . N

Group’s subsidiaries. The Group’s share Strategic Report: Delivering our
Threshold: O bps growth over 2020 . : : strategy — A Better Tomorrow™

is calculated from data as independently for Consumers
Maximum: 10 bps growth over 2020 measured by retail audit agencies and

scanner sales to consumers, or from

estimated shipment share.
New Categories revenue New Categories Revenue is the revenue New Categories revenue grew by 20% (20%)
(growth over prior year) derived from the Vapour, THP and Modern  50.9%.

Weighting: 20% Oral product categories. This measure is

Strategic Report: Delivering our
Threshold: 15% growth over 2020 assessed at constant rates of exchange.

strategy — A Better Tomorrow™

Maximum: 30% growth over 2020 for Shareholders

Adjusted profit from operations APFO is the adjusted profit from operations APFO growth over the prior year of  21.7% (30%)

(APFO) (growth over prior year) at constant rates of exchange for the year 5.2%.
Weighting: 30% ended 31 December 2021. Please refer . N
to page 308 for the detailed description Strategic Report: Delivering our
Threshold: 3.0% growth over 2020 of ZP?:O P strategy — A Better Tomorrow™
Maximum: 6.0% growth over 2020 for Shareholders
Deleveraging (excluding Deleveraging (excluding foreign exchange)  Deleveraging (excluding foreign 35% (35%)
foreign exchange) refers to the reduction in Adjusted Net Debt exchange) was 0.50x.
Weighting: 35% to Adjusted EDITDA during the year ended

Strategic Report: Delivering our
strategy — A Better Tomorrow™
for Shareholders

31 December 2021, assessed at constant

Threshold: 0.10x reduction
rates of exchange.

versus 2020

Maximum: 0.30x reduction
versus 2020

85.7% (100%)

STl outcome for year ended 31 December 2021

STlaward achieved

STlaward achieved £°000

Available STl award as as % of maximum STlaward achieved (Value shownin

% of base salary opportunity % of base salary  Single Figure Table)"?

Jack Bowles 250% 85.7% 214.3% 2,820
Tadeu Marroco 190% 85.7% 162.8% 1,308

Notes:
1. Malus and clawback provisions apply.

2.50% of the STl award will be paid in cash and 50% as an award under the DSBS. Awards made under the DSBS are in the form of free ordinary shares in the Company that normally vest after
three years and no further performance conditions apply in that period. In certain circumstances, such as resigning before the end of the three-year period, participants may forfeit all of
the shares.

3. The Remuneration Committee did not consider that any discretion to adjust the formulaic outcome need be applied.

@ 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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Long-Term Incentives (LTIP) for the Year Ended 31 December 2021

LTIP performance measures, weightings and results for the year ended 31 December 2021 - ®audited®
Description of measure and target for 2019 LTIP

LTIP: performance measure Performance period 1January 2019 — 31 December 2021 Result achieved = Vesting percentage
Relative TSR' Ranked 17 0%

Relative to a peer group of international 2019-2021LTIP target outof 24 (out of maximum
FMCG companies Threshold At median, 3% vests of 20%)
Weighting: 20% Maximum At upper quartile, 20% vests

EPS growth at current rates 3.5% CAGR 0%

of exchange 2019-2021 LTIP target (out of maximum
Compound annual growth in adjusted ~ Threshold At CAGR of 5%, 3% vests of 20%)

diluted EPS measured at current rates  Maximum At CAGR of 10%, 20% vests

of exchange

Weighting: 20%

EPS growth at constant rates 6.8% CAGR  9.1%

of exchange 2019-2021LTIP target (out of maximum
Compound annual growth in adjusted Threshold At CAGR of 5%, 3% vests of 20%)

diluted EPS measured at constant rates Maximum At CAGR of 10%, 20% vests

of exchange

Weighting: 20%

Adjusted revenue? 5.3% CAGR 20%

Compound annual growth measured ~ 2019-2021LTIP target (out of maximum

at constant rates of exchange Threshold At CAGR of 3%, 3% vests of 20%)
Maximum At CAGR of 5%, 20% vests

Weighting: 20%

Adjusted Operating cash flow 101.0% ratio  20%

conversion ratio 2019-2021 LTIP target (out of maximum
Ratio over the performance period Threshold Ratio of 85%, 3% vests of 20%)

at current rates of exchange Maximum Ratio of 95%, 20% vests

Weighting: 20%

Total vesting level as a percentage of
maximum opportunity 49.1%

Notes:

1. Relative TSR: the constituents of the FMCG peer group for the 2019-2021 LTIP were: Altria Group, Anheuser-Busch InBev, Campbell Soup, Carlsberg, Coca-Cola, Colgate-Palmolive, Danone,
Diageo, Heineken, Imperial Brands, Japan Tobacco, Johnson & Johnson, Kellogg, Kimberly-Clark, LVMH, Mondeléz International, Nestlé, PepsiCo, Pernod Ricard, Philip Morris International,
Procter & Gamble, Reckitt Benckiser and Unilever.

2.The underpin for adjusted revenue growth measure: the adjusted revenue growth measure can only vest provided the corresponding three-year CAGR of APFO exceeds the CAGR of
the threshold performance level for APFO as approved annually in the STl and approved by the Board. The underpin was exceeded with reference to the APFO STl outcomes for 2019, 2020
and 2021,

3. The Remuneration Committee did not consider that any discretion to adjust the formulaic outcome need be applied.

@ 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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LTIP outcome for year ended 31 December 2021

Dividend equivalent Total value to vest

Number of ordinary ~ Vesting % achieved Number of Value of ordinary payment on £°000

shares subject (based on 2019-2021 ordinary shares shares to vest' vesting? (Value shownin

toaward performance period) to vest £000 £’000 Single Figure Table)

Jack Bowles 176,532 491% 86,677 2,267 548 2,815
Tadeu Marroco® 36,057 49.8% 17,956 470 N4 584

The 2019 LTIP award was granted to Tadeu Marroco prior to his appointment as Executive Director, therefore the vesting date is 28 March
2022 and the shares will become exercisable on that same date.

Notes:

1. The value of ordinary shares to vest shown above is based on the average share price for the three-month period ended 31 December 2021 of 2,616p.

2.The dividend equivalent amount shown above that will be delivered on vesting is the value of the dividend equivalents accrued on the proportion of the award that is due to vest.
Dividend equivalent will be delivered as shares following the end of the two-year post-vesting holding period for Jack Bowles. Dividend equivalent will be delivered as cash on vesting date for
Tadeu Marroco due to LTIP award being made prior to appointment as Executive Director.

3. The number of shares subject to award made to Tadeu Marroco reflect the award opportunities available at the time of the award, prior to being appointed as Executive Director.

4. The vesting percentage for Tadeu Marroco reflects the vesting percentage applicable to awards made prior to being appointed as Executive Director.

Executive Directors’ pension entitlements and accruals for the year ended 31 December 2021 - ®audited®

Total Defined Contribution (DC) fund value as
atyear-end 31December 2021 £’000

Defined Contribution (DC)
Unapproved Unfunded
Retirement Benefit Scheme British American Tobacco UK

Pension values (UURBS)' Pension Plan
Jack Bowles 1117 359
Tadeu Marroco 780 21
Total 1,897 570
Note:

1. The DC UURBS credit accrued over the year is increased in line with the Company’s Weighted Average Cost of Debt (WACD) over the year. For the year ended 31 December 2021, a WACD of
3.5% has been used.
Jack Bowles

The total Company contribution to the DC arrangements over the period 1January to 31 December 2021 was £197,526. Of this, £3,033 was
paid to the British American Tobacco UK Pension Plan and £194,493 was credited to the DC UURBS. These total amounts are based on a
Company contribution rate of 15% of salary per annum.

Tadeu Marroco

The total Company contribution paid to the DC arrangements over the period 1January to 31 December 2021 was £120,643. Of this, £3,033
was paid to the funded British American Tobacco UK Pension Plan and £117,610 was credited to the DC UURBS. These total amounts are
based on a Company contribution rate of 15% of salary per annum.

No excess retirement benefits have been paid to or are receivable by an Executive or former Executive Director.

© 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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Other Information Relating to Chief Executives’ Remuneration for the year Ended 31 December 2021

Chief Executives’ pay — comparative figures 2012 to 2021
Year 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Chief Executives’

‘single figure’ of total

remuneration (£°000)

Nicandro Durante'

(to 1 April 2019) 6,340 6,674 3,617 4,543 8,313 10,244 8,651 3,054 n/a n/a
Jack Bowles

(from 1 April 2019) n/a n/a n/a n/a n/a n/a n/a 3,512 4,954 7,471
Annual bonus (STI)

paid against maximum

opportunity (%)

Nicandro Durante'

(to 1 April 2019) 85.0 81.3 73.2 100 100 97.2 100 50.0 n/a n/a
Jack Bowles

(from 1 April 2019) n/a n/a n/a n/a n/a n/a n/a 96 711 85.7
Long-term

incentive (LTIP) paid

against maximum

opportunity (%)

Nicandro Durante'

(to 1 April 2019) 871 49.2 0.0 8.7 46.0 96.1 70.5 69.3 n/a n/a

Jack Bowles
(from 1 April 2019) n/a n/a n/a n/a n/a n/a n/a 69.9 54.2 491

Notes:

1. Nicandro Durante retired as Chief Executive on 1 April 2019. Historical data are taken from the Directors’ Remuneration Reports for the relevant years and are recast (as appropriate) on the
basis of the ‘single figure’ calculation as prescribed in the UK Directors’ Remuneration Report Regulations. His ‘single figure’ remuneration for the year ended 31 December 2019 has been
time-apportioned to reflect the period he was Chief Executive.

Total shareholder return (TSR) performance:'1January 2012 to 31 December 2021

250

200 PraN

M [ British American Tobacco
i /0 \/ s
100

50

Value of hypothetical £100 holding

Dec T Dec12 Dec13 Dec 14 Dec 15 Dec 16 Dec17 Dec18 Dec19 Dec 20 Dec 21

Note:

1. Performance and pay chart: this shows the performance of a hypothetical investment of £100 in ordinary shares (as measured by the TSR for the Company) against a broad
equity market index (the FTSE 100 Index) over a period of 10 financial years starting from 1January 2012 through to 31 December 2021 based on 30-trading-day average values. The FTSE 100
has been selected by the Committee as an appropriate comparator group due to BAT's position within the FTSE. A local currency basis is used for the purposes of the TSR calculation making
it consistent with the approach to TSR measurement for the LTIP.
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Annual change in remuneration of Directors’ and employees

The following table shows the percentage change in the Directors’ remuneration measured against a comparator group comprising the UK
employee population across all UK entities. This comparator group is considered to be the most appropriate group due to the limited number
of employees employed under BAT p.l.c. contracts outside of the Director group. In addition, using a more widely-drawn group encompassing
the worldwide nature of the Group’s business would also present practical difficulties in collation and a less relevant comparator, given the
significant variations in employee pay across the Group, the differing economic conditions and wide variations in gross domestic product

per capita.
% change in salary/fees % change in taxable benefits' % change in STI
2020 to 2019 to 2020 to 2019 to 2020 to 2019 to
2021 2020 2021 2020 2021 2020

Executive Directors
Jack Bowles 5% 7% (37%) 84% 26% (21%)
Tadeu Marroco? 4% 5% (33%) 22% 25% (24%)
Chairman
Richard Burrows® 2% 3% 8% (44%) - -
Luc Jobin* 334% 2% 24% (79%) - -
Non-Executive Directors
Sue Farr 1% 2% 0% (100%) - -
Dr Marion Helmes 1% 2% (72%) (77%) - -
Jerry Fowden® 2% 2% (98%) 14% - -
Holly Koeppel 1% 3% (99%) (82%) - -
Savio Kwan 1% 2% (97%) (84%) - -
Dimitri Panayotopoulos® 9% 21% (78%) (88%) - -
Karen Guerra’ 0% n/a 0% n/a - -
Darrell Thomas® n/a n/a n/a n/a - -
Average UK-based employee® 6% 3% (1%) 1% 20% (5%)
Notes:

1. Changes in taxable benefit values for 2019 to 2020 and for 2020 to 2021 for Non-Executive Directors were primarily a result of a reduction in travel and subsistence costs associated with
business functions due to COVID-related travel restrictions throughout 2020 and 2021. Further details of the taxable benefits figures can be found in the table on page 144.

2. Tadeu Marroco was appointed as an Executive Director from 5 August 2019. For the period 5 August 2019 to 31 December 2019, annualised figures have been used to calculate the year-on-
year change.

3. Richard Burrows departed the Company 28 April 2021. For the period 1January to 28 April 2021, annualised figures have been used to calculate the year-on-year change.

4. Luc Jobin was appointed Chairman from 28 April 2021. The change in fees from 2020 to 2021 is due to the increase in fees received following the appointment.

5.Jerry Fowden was appointed to the Board on 1 September 2019 and departed the Company on 31 March 2021. For the periods 1 September to 31 December 2019 and 1January to 31 March
2021, annualised figures have been used to calculate the year-on-year change.

6. Dimitri Panayotopoulos started receiving the Senior Independent Director fee with effect from 1 May 2020.

7.Karen Guerra was appointed to the Board on 14 September 2020. For the period 14 September 2020 to 31 December 2020, annualised figures have been used to calculate the year-on-
year change.

8. Darrell Thomas was appointed to the Board on 7 December 2020, receiving no fees or taxable benefits in 2020. Accordingly, no year-on-year change figures have been included.

9. The data for the UK-based employees comparator group are made up as follows as at 1 November 2021: (1) the weighted average base salaries; (2) the average taxable benefits per grade; and
(3) the weighted average bonus result based on that population as at that date.
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Chief Executive Pay Ratio Disclosure

The below table reflects the Chief Executive pay ratio when compared to employees at the 25th percentile, median and 75th percentile
of the Group’s UK workforce for years 2019, 2020 and 2021. The table also includes the salary and total remuneration figures for the
employees at each percentile for 2021.

Year Method  25th percentile pay ratio Median pay ratio  75th percentile pay ratio
2019 Option A 14441 86:1 36:1
2020 Option A 10311 66:1 29:1
2021 Option A 138:1 901 371
Employees remuneration for 2021 25th percentile Median 75th percentile
Salary £36,010 £55,849 £98,777
Total Remuneration £53,980 £83,438 £202,314
Notes:

1. Option A uses the total full-time equivalent remuneration for all UK employees for the financial year ended 31 December 2021 and has been used to calculate the ratio as this is viewed to be
the most robust and comprehensive means of assessment and is also reflective of shareholder preferences.

2. Total pay and benefits are based on the workforce as at 1 November 2021 and include the annualised income for the earnings period 1January 2021 to 31 December 2021.

3.Total pay and benefits for the Chief Executive are based on the single figure calculation on page 135.

4. Total pay and benefits for the workforce is calculated as far as possible on the same basis as the Chief Executive single figure calculation. This includes salary, taxable benefits, short-term
incentive, long-term incentive, dividends, pension benefits and any other remuneration receivable. For the purposes of this analysis, the following has been assumed:
— For allemployees that are eligible for a car benefit, the applicable car allowance amounts have been used;

— For all employees that participate in the global International Executive Incentive Scheme or equivalent corporate incentive scheme, incentive pay-outs are calculated based on the same
metrics; and

— For all employees that participate in the UK DC scheme, Company contributions of 15% of salary have been used.

5.For the calculation of the total pay and benefits for employees, employees on international assignment into and out of the UK have been included; however, assignment benefits, such as
housing support, education support, home leave allowance or relocation costs, have not been included as these are not consistent with the benefits included in the Chief Executive single
figure calculation.

6.For hourly paid employees who are not full time, total pay and benefits have been pro-rated based on full-time employee hours.

The figures above show that following the decrease from 2019 to 2020, there has been an increase in the Chief Executive pay ratio across
all quartiles from 2020 to 2021.

The increase in pay ratio from 2020 to 2021 is due to the 2019 LTIP award being the first award made to Jack Bowles at Chief Executive
award levels.

Fixed remuneration remained aligned with that of the wider UK-based workforce, with salary increasing in line with the wider
workforce increase range, pension contribution percentage remaining aligned with the wider workforce at 15% and taxable benefits
reducing significantly.

The CEO pay ratio is likely to continue to vary over time, with variances being attributable to the CEO variable pay opportunity which
accounts for 80% to 90% of the total remuneration.

The Company believes the median pay ratio for 2021 reflects the diversity of our business footprint and employee population across the
UK. The Group’s remuneration policies and practices are founded on a high degree of alignment and consistency, with total remuneration
at all levels providing competitive compensation that enables the attraction and retention of talent while also providing equitable
differentiated remuneration based on grade, performance and experience. Further details on all-employee rewards at BAT can be found
on pages 163 and 164.
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4 Executive Directors’ Remuneration for the Upcoming Year

Other Information

Base salary for 2022
The Remuneration Committee has determined the following salaries for the Executive Directors.
Base Base
salaryfrom Percentage salaryfrom
1Apr 2022 change 1Apr2021
Executive Directors — salaries £ % £
Jack Bowles 1,325,610 n/a 1,325,610
Tadeu Marroco 803,400 n/a 803,400
Benefits and pension
No changes have been made to the provision of benefits or pension for 2022.
Short-termincentives for 2022
STl opportunity levels for Executive Directors will be in line with those set out in our Directors’ Remuneration Policy. STI metrics and
weightings are as follows:
2022 STl metrics & weightings
Volume share growth (Incl THP)' 10%
New Categories revenue? 15%
Adjusted profit from operations 25%
New Categories contribution® 20%
Adjusted cash generated from operations* 30%
Total 100%
Notes:

1. Group share of key markets will include THP performance for all major markets (markets included are Japan, South Korea, Italy, the Czech Republic, Ukraine, Russia, Poland, Greece

and Hungary).

2.New Categories Revenue is the revenue derived from the Vapour, THP and Modern Oral product categories. This measure is assessed at constant rates of exchange. Further details of the

metric can be found on page 305.

3.New Categories Contribution is the contribution to APFO from Vapour, THP and Modern Oral products. It is stated after deduction of directly attributable costs and allocated cross-category
shared costs, before the deduction of administrative overheads and excluding the impact of adjusting items. The measure is assessed at constant rates of exchange.

4. Net cash generated from operating activities, less net finance costs, net capital expenditure, dividends from associates and dividends paid to non-controlling interests and before cash paid/

received in respect of litigation. Adjusted CGFO is measured at constant rates of exchange.

Due to the commercial sensitivity of the targets, details for the year ending 31 December 2022 will be disclosed retrospectively in the

Annual Report on remuneration for the year ending 31 December 2022.
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Long-termincentives for 2022

The Chief Executive and Finance and Transformation Director will be granted an LTIP award equal to a maximum of 500% of salary and

400% of salary, respectively. The measures and targets for 2022 LTIP awards are set out below.

% of award

% of award

vesting vesting
LTIP measures and performance ranges at maximum at threshold
Relative TSR 20 3
Median performance vs. FMCG peer group to upper quartile.
The current constituents of the FMCG peer group as part of the new remuneration policy will be:
Altria Group Coca-Cola Imperial Brands Pernod Ricard Reckitt Benckiser
Anheuser-Busch InBev Diageo Japan Tobacco Philip Morris International ~ Swedish Match
Carlsberg Heineken PepsiCo Procter & Gamble Unilever
EPS growth (15% current and 15% constant rates of exchange) 30 4.5
5%-10% compound annual growth in adjusted diluted EPS over the performance period
Adjusted revenue growth 15 2.25
3%—-5% compound annual growth over the performance period
Growth in New Categories revenue 15 2.25
20%—-30% compound annual growth over the performance period
Adjusted operating cash flow conversion ratio 20 3
Ratio of 85%—-95% over the performance period at current rates of exchange
Total 100 15

5 Chairman and Non-Executive Directors’ Remuneration for the Year Ended 31 December 2021 - @Audited®

The following table shows a single figure of remuneration for the Chairman and Non-Executive Directors in respect of qualifying services
for the year ended 31 December 2021 together with comparative figures for 2020.

Chair/Committee

Base fee' membership fees' Taxable benefits? Total remuneration
£000 £000 £000 £000
2021 2020 2021 2020 2021 2020 2021 2020
Chairman
Luc Jobin®(from 28 April 2021) 523 96 9 26 20 16 552 138
Richard Burrows (up to 28 April 2021) 234 714 - - 36 77 270 791
Non-Executive Directors
Sue Farr 97 96 27 26 - - 124 122
Karen Guerra 97 29 27 8 - - 124 37
Dr Marion Helmes 97 96 27 26 1 3 125 125
Holly Keller Koeppel* 97 96 54 53 - 23 152 172
Savio Kwan 97 96 27 26 - 10 124 132
Dimitri Panayotopoulos 138 124 54 53 1 3 193 180
Darrell Thomas® 104 - 29 - - - 133 -
Jerry Fowden (up to 31 March 2021) 25 96 7 26 - 3 32 139
Total 1,509 1,443 261 244 58 135 1,829 1,836
Notes:

1. Committee memberships: are shown, together with changes during the year, in the reports of the respective committees in the Governance sections of the Directors’ Report.

2.Benefits: the Chairman’s benefits in respect of Richard Burrows in 2021 comprised: health insurance and ‘walk-in" medical services £15,000 (2020: £16,000); the use of a Company driver
£11,000 (2020: £48,000); home and personal security in the UK and Ireland £10,000 (2020: £11,000); and commuting flights to London (2020: £2,000). The Chairman’s benefits in respect of
Luc Jobin in 2021 comprised: health insurance and ‘walk-in’ medical services £8,000; the use of a Company driver £1,000; and commuting flights to London £3,000. The benefits for the other
Non-Executive Directors principally comprised travel-related expenses incurred in connection with individual and/or accompanied attendance at certain business functions and/or events
and ‘walk-in" medical services. The figures shown are grossed-up amounts (as appropriate) as, in line with the UK market, it is the normal practice for the Company to pay the tax that may be

due on any benefits.

3.Pension: Luc Jobin receives a pension in respect of prior service to Imasco Limited (acquired in 2000 by the Group) and Imperial Tobacco Canada Limited, a subsidiary of BAT. In 2021 this

amount was CADS$150,228.00 (£87,139.21) (2020: CAD$151,395.00 (£86,112.85)).

4.Deferred Compensation Plan for Directors of Reynolds American Inc. (DCP): as a former outside director of Reynolds American Inc. Holly Keller Koeppel participated in the DCP under which she
elected to defer payment of a portion of her Reynolds American retainers and meeting attendance fees to a Reynolds American stock account. Following the acquisition of Reynolds American by BAT, amounts
deferred to a stock account (Deferred Stock Units or DSUs) mirror the performance of, and receive dividend equivalents based on, BAT American Depository Shares (ADSs). The DSUs of Holly Keller Koeppel are
disclosed as a note to ‘Summary of Directors’ share interests’ below. DSUs deferred under the DCP will be paid in accordance with the terms of the DCP, section 409A of the US Internal Revenue Code of 1986,

asamended, and the Director’s existing deferral elections.

5. Darrell Thomas was appointed to the Board on 7 December 2020, with the first fee being paid to him in January 2021.

6.The Non-Executive Directors’ fees structure 2021is set out in the table overleaf.
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Feesfrom1May 2021 Fees to 30 April 2021

£ £

Base fee 96,850 96,850
Senior Independent Director — supplement 41,500 41,500
Audit Committee: Chairman 42,000 40,950
Audit Committee: Member 14,400 14,100
Nominations Committee: Chairman - -
Nominations Committee: Member 12,800 12,500
Remuneration Committee: Chairman 42,000 40,950
Remuneration Committee: Member 14,400 14,100

Chairman and Non-Executive Directors’ fees and remuneration for the upcoming year

As described in the Annual Report on Remuneration for the year ended 31 December 2020, the Chairman’s fee was £670,000 from
28 April 2021.

The Chairman's fee and the fees for Non-Executive Directors will be maintained at their current levels, with no increases to apply in
May 2022.
6 Directors’ Share Interests

Summary of Directors’ share interests — ®audited®
Outstanding scheme interests 31 Dec 2021

Unvested awards Unvested awards

subject to performance subject to Total ordinary
Ordinary shares measures and continued Unvested shares subject Total of all interests
heldat continued employment employment only interests to outstanding inordinary shares at
31Dec 2021 (LTIP) (DSBS) (Sharesave) scheme interests 31 Dec 2021
Executive Directors
Jack Bowles"? 239,214 629,975 119,862 - 749,837 989,051
Tadeu Marroco?® 78,126 265,012 56,348 890 322,250 400,376
Chairman
Richard Burrows (up to 28 April 2021) 19,000 19,000
Luc Jobin* 90,236 90,236
Non-Executive Directors
Sue Farr - -
Jerry Fowden (up to 31 March 2021)% 10,000 10,000
Karen Guerra 5,000 5,000
Dr Marion Helmes 4,500 4,500
Holly Keller Koeppel® - -
Savio Kwan 8,238 8,238
Dimitri Panayotopoulos 3,300 3,300
Darrell Thomas* 2,600 2,600
Notes:

1. Jack Bowles: ordinary shares held include 822 held by the trustees of the BAT Share Incentive Plan (SIP).

2.Changes from 31 December 2021: Tadeu Marroco: purchases of five ordinary shares on 5 January 2022 and five ordinary shares on 2 February 2022 under the SIP. There were no changes in
the interests of the Chairman and the other Non-Executive Directors.

3.Tadeu Marroco: ordinary shares held include 1,347 held by the trustees of the SIP.

4.American Depositary Shares (ADSs): each of the interests in ordinary shares held by Luc Jobin, Jerry Fowden and Darrell Thomas consists of an equivalent number of BAT ADSs each of
which represents one ordinary share in the Company.

5. Deferred Stock Units (DSUs): at the date of this report Holly Keller Koeppel, being a former director of Reynolds American Inc. and a participant in the Deferred Compensation Plan for
Directors of Reynolds American (DCP), holds DSUs which were granted prior to becoming a Director of BAT. Each DSU entitles the holder to receive a cash payment upon ceasing to be
a Director equal to the value of one BAT ADS. The number of DSUs increases on each dividend date by reference to the value of dividends declared on the ADSs underlying the DSUs.
Ms Koeppel currently holds 26,660.09 DSUs (31 December 2020: 25,125.91 DSUs).
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Executive Directors’ shareholding guidelines

Executive Directors are encouraged to build up a high level of personal shareholding to ensure a continuing alignment of interests with
shareholders. The shareholding guidelines require Executive Directors to hold ordinary shares equal to the value of a percentage of salary
as set out in the table below.

Value of eligible

No. of eligible ordinary shares Actual Shareholding
ordinary shares held at percentage (%) requirements Compliant
held at 31Dec 2027 of base salary at (% of base salary with shareholding
31Dec 2021 £m 31Dec 2021 31Dec 2021) requirement
Jack Bowles 301,919 8,255 623% 500% Yes
Tadeu Marroco 106,653 2,916 363% 400%* See note 2

Executive Directors are required to hold shares equivalent to 100% of current shareholding requirements for two full years following
the date of their departure with a sale restriction mechanism in place for this period. More detail on Executive Director shareholding
requirements can be found in the Directors Remuneration policy on page 157.

Ben Stevens was compliant with the post-employment shareholding requirement up to the end of the two year post employment
shareholding period which ended on 4 August 2021.

Eligibility of shares: (a) unvested ordinary shares under the DSBS, which represent deferral of earned bonus, are eligible and count
towards the requirement on a net-of-tax basis; (b) unvested ordinary shares under the LTIP are not eligible and do not count towards

the requirement during the performance period, but the estimated notional net number of ordinary shares held during the LTIP Extended
Vesting Period are eligible and will count towards the requirement; and (c) ordinary shares held in trust under the all-employee share
ownership plan (SIP) are not eligible and do not count towards the shareholding requirement.

Non-Executive Directors are not subject to any formal shareholding requirements although they are encouraged to build a small interest
in ordinary shares during, the term of their appointment. As noted in the Directors' Remuneration policy on page 162, future fees for
Non-Executive Directors may be paid in cash or a combination of cash and shares, with the proportion to be paid in shares in a year to be
disclosed in the relevant Directors' Remunerations Report.

Notes:

1. Value of ordinary shares shown above: this is based on the closing mid-market share price on 31 December 2021 of 2,734p.

2. Tadeu Marroco was appointed as an Executive Director on 5 August 2019, prior to which the shareholding requirement for Mr Marroco was set at a lower percentage of salary with Mr
Marroco being compliant with required percentage. Under the Directors’ Remuneration Policy, Executive Directors may generally sell a maximum of up to 50% of any shares vesting (after
tax) under the Company’s share plans until the threshold for shareholding requirements has been met and Mr Marroco is compliant with this policy requirement. In line with the Directors’
Remuneration Policy, the shareholding requirement is equal to the value of the same multiple of salary at which LTIP awards are made to that Director, as such the shareholding requirement
for Mr Marroco increased to 400% in 2020.

3.Meeting the guidelines: if an Executive Director does not at any time, meet the requirements of the shareholding guidelines, the individual may, generally, only sell a maximum of up to 50%
of any ordinary shares vesting (after tax) under the Company share plans until the threshold required under the shareholding guidelines has been met.

4.Waiver of compliance with guidelines: this is permitted with the approval of the Remuneration Committee in circumstances where a restriction on a requested share sale could cause
undue hardship. No such applications were received from the Executive Directors during 2021.

@ 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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Executive Directors’ outstanding scheme interests — ®audited®

Exercised/ Exercise End of Date from which

Awarded Lapsed released At price performance exercisable or

Plan At1Jan 2021 in2021 in2021 in2021  31Dec 2021 (p) period shares released

Jack Bowles LTIP? 43,785 - 20,054 23,731 - 2,802 31Dec 20 26 Mar 21
LTIP? 176,532 - - - 176,532 - 31Dec 21 28 Mar 24

LTIP3 223129 - - - 223129 -  31Dec22 30 Mar 25

LTIP® - 230,314 - - 230,314 - 31Dec?23 29 Mar 26

DSBS 12,064 - - 12,064 - - 31Dec20 26 Mar 21
DSBS 26,192 - - - 26,192 - 31Dec?2] 28 Mar 22
DSBS 53,618 - - - 53,618 - 31Dec22 30 Mar 23
DSBS - 40,052 - - 40,052 -  31Dec?23 29 Mar 24
Sharesave - - - - - - - -
Sharesave - - - - - - - -
Tadeu Marroco LTIP 28,248 - 12,938 15,310 - 2,787  31Dec 20 26 Mar 21
LTIP? 36,057 - - - 36,057 - 31Dec21 28 Mar 22

LTIP3® 113,938 - - - 113,938 -  31Dec?22 30 Mar 25

LTIP3 - 115,017 - - 115,017 - 31Dec23 29 Mar 26

DSBS 7,783 - - 7,783 - —  31Dec 20 26 Mar 21
DSBS 13,233 - - - 13,233 -  31Dec?21 28 Mar 22
DSBS 24,388 - - - 24,388 -  31Dec22 30 Mar 23
DSBS - 18,727 - - 18,727 - 31Dec?23 29 Mar 24
Sharesave 266 - 266 - - - 1May 21 1May 21
Sharesave - 433 - - 433 - 1May 24 1May 24
Sharesave 624 - - - 624 - 1May 25 1May 25

Notes:

1. Details of the performance condition for the LTIP awards granted in 2018 (which vested during 2021), and of achievement against that condition in the period to 31 December 2020,
were set out in the Annual Report on Remuneration for the year ended 31 December 2020.

2.Details of the performance condition attached to 2019 LTIP awards, and of achievement against that condition in the period to 31 December 2021, are set out on page 138.

3.Details of the performance condition attached to 2020 and 2021 LTIP awards are set out on page 148.

Further details in relation to scheme interests granted during the year ended 31 December 2021

Price per Face value Proportion of award vesting Date from which

Ordinary  ordinary share ofaward  for threshold performance Performance exercisable or

Plan shares awarded ataward' £'000 (%) period shares released

Jack Bowles LTIP? 230,314 2,794p 6,435 15 2021-2023 29 Mar 26
DSBS 40,052 n/a n/a 29 Mar 24

Tadeu Marroco LTIP? 115,017 2,794p 3,214 15 2021-2023 29 Mar 26
DSBS 18,727 n/a n/a 29 Mar 24

Notes:
1. The price per ordinary share is the price used to determine the number of ordinary shares subject to the awards, which is calculated as the average of the closing mid-market price of an
ordinary share over the three dealing days preceding the date of grant.

2.Details of the performance condition attached to these LTIP awards are set out on page 148.
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Further details in relation to performance conditions attaching to outstanding scheme interests

LTIP awards granted in 2020

LTIP awards granted in 2021

1January 2020-31 December 2022

1January 2021-31December 2023

Weighting Threshold Maximum Weighting Threshold Maximum
Relative TSR 20% At median, At upper 20% At median, At upper
Ranking against a peer group of international 3% of  quartile, 20% of 3% of qua(r)tlle,
FMCG companies award vests award vests award vests 20% of
award vests
EPS growth at current rates of exchange 20% At 5% At 10% 20% At 5% At10% CAGR,
. . . CAGR, 3% of CAGR, 20% of CAGR, 3% of 20% of

Compound annual growth in adjusted diluted
EPS measured at current rates of exchange award vests award vests award vests award vests
EPS growth at constant rates of exchange 20% At 5% At 10% 20% At 5% At10% CAGR,
. . . CAGR, 3% of CAGR, 20% of CAGR, 3% of 20% of

Compound annual growth in adjusted diluted
EPS measured at constant rates of exchange award vests award vests award vests award vests
Adjusted revenue growth 20% At 3% At 5% 20% At 3% At5% CAGR,
Compound annual arowth measured at CAGR, 3% of CAGR, 20% of CAGR, 3% of 20% of
consfant rates of efchange award vests award vests award vests award vests
Adjusted operating cash flow 20% At 85%, At 95%, 20% At 85%, At 95%,
conversion ratio 3% of 20% of 3% of 20% of

award vests
Measured at current rates of exchange,

as a percentage of APFO

award vests

award vests

award vests

7 Other Disclosures

Payments to past directors or for loss of office
There were no payments to past Directors or for loss of office.

Relative importance of spend on pay

To illustrate the relative importance of the remuneration of the Directors in the context of the Group’s finances overall, the Remuneration

Committee makes the following disclosure:

2021 2020
ltem £m £m % change
Remuneration of Group employees' 2,717 2,744 (1%)
Remuneration of Executive Directors 10 8 25%
Remuneration of Chairman and Non-Executive Directors 2 2 -
Total dividends? 4,904 4,745 3%

Notes:

1. Total remuneration of Group employees: this represents the total employee remuneration costs for the Group, set out on page 193 within note 3(a) in the Notes on the Accounts.

2.Total dividends: this represents the total dividends paid in 2021. For further details please refer to pages 79, 354 and 355.

Shareholder dilution — options and awards outstanding

Satisfaction of Company share plan awards in accordance with the Investment
Association’s Principles of Remuneration

New ordinary shares issued by the Company during the year ended
31December 2021

— by the issue of new ordinary shares;

— ordinary shares issued from treasury only up to a maximum
of 10% of the Company’s issued share capital in a rolling 10-
year period;

— within this 10% limit, the Company can only issue (as newly
issued ordinary shares or from treasury) 5% of its issued share
capital to satisfy awards under discretionary or executive plans;
and

— the rules of the Company’s Deferred Share Bonus Scheme do
not allow for the satisfaction of awards by the issue of new
ordinary shares.

— 26,191 ordinary shares issued by the Company in relation to the
Sharesave Scheme;

— atotal of 956,857 Sharesave Scheme options over ordinary
shares in the Company were outstanding at 31 December 2021,
representing 0.04% of the Company’s issued share capital
(excluding shares held in treasury); and

— options outstanding under the Sharesave Scheme are exercisable
until 1 March 2027 at option prices ranging from 2,076p to 4,056p.
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8 The Remuneration Committee and Shareholder Engagement

Remuneration Committee current members

Dimitri Panayotopoulos (Chairman)
Sue Farr

Dr Marion Helmes

Savio Kwan

Role
As set out in the Terms of Reference, the Remuneration Committee is responsible for:

determining and proposing the Directors’ Remuneration Policy (covering salary, benefits, performance-based variable rewards and
retirement benefits) for shareholder approval;
— determining, within the terms of the approved Directors’ Remuneration Policy, the specific remuneration packages for the Chairman
and the Executive Directors, on appointment, on review and, if appropriate, any compensation payment due on termination
of appointment;
— the setting of targets applicable for the Company’s performance-based variable reward schemes and determining achievement
against those targets, exercising discretion where appropriate and as provided by the applicable scheme rules and the Directors’
Remuneration Policy;

— reviewing Group workforce remuneration and related policies, and the alignment of incentives and rewards with Group culture, taking
these into account when setting the policy for Executive Director remuneration. Providing feedback to the Board on workforce reward,
incentives and conditions applicable across the Group and supporting the Board’s monitoring of the Group’s culture and its alignment
with the Group’s purpose, values and strategy;

— setting remuneration for members of the Management Board and the Company Secretary; and

— monitoring and advising the Board on any major changes to the policy on employee benefit structures for the Group.

Remuneration Committee terms of reference

The Committee’s terms of reference align with the requirements of the UK Corporate Governance Code 2018.
No changes were made to the Remuneration Committee’s terms of reference in 2021.

PP Forthe Remuneration Committee’s terms of reference see:
d www.bat.com/governance

Attendance at meetingsin 2021

Attendance/ Attendance/

Member Eligible to attend Eligible to attend

Name since Scheduled Ad Hoc
Dimitri Panayotopoulos'® 2015 4/4 2/3
Sue Farr 2016 4/4 3/3
Karen Guerra?® 2020 - 2021 n 2/2
Marion Helmes 2019 4/4 3/3
Savio Kwan 2016 4/4 3/3

Notes:

1. Number of meetings in 2021: (a) the Committee held seven meetings in 2021, three of which were ad hoc: (b) Dimitri Panayotopoulos did not attend the ad hoc meeting in February 2021 due
to a scheduled medical appointment. That ad hoc meeting was chaired by a member of the Remuneration Committee in accordance with the Committee's Terms of Reference.

2.Membership: (a) all members of the Committee are independent Non-Executive Directors in accordance with the UK Corporate Governance Code 2018 Provisions 10 and 32 and applicable
NYSE listing standards; and (b) Karen Guerra stepped down from the Committee with effect from 1 April 2021.

3.0ther attendees: the Chairman, the Chief Executive, the Director, Talent, Culture and Inclusion, the Group Head of Reward and other senior management, including the Company Secretary,
may be consulted and provide advice, guidance and assistance to the Remuneration Committee. They may also attend Committee meetings (or parts thereof) by invitation. Neither the
Chairman, any Executive Director nor member of senior management plays any part in determining their own respective remuneration.

4.PwC LLP: Appointed in January 2020 as one of the Remuneration Committee’s remuneration consultants, representatives of PwC LLP attended meetings of the Remuneration Committee in
2021. PwC LLP agrees to the Remuneration Consultants Group (RCG) Code of Conduct which seeks to clarify the scope and conduct of the role of executive remuneration consultants when
advising UK listed companies and is one of the founding members of the RCG. The Committee is satisfied that the advice received is independent and objective.

5.Meridian Compensation Partners: Appointed in January 2020 as one of the Remuneration Committee’s remuneration consultants, a representative of Meridian Compensation Partners
attended meetings of the Remuneration Committee in 2021.
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Remuneration Committee advisers during 2021

Independent Other services provided

external advisers Services provided to the Remuneration Committee Fees to the Company

PwC LLP'? General advice on remuneration matters including: market trends  2021: £165,946 Tax, corporate finance and
and comparator group analysis; policy review and shareholder 2020: £126.013 consulting services to Group
engagement perspectives; and independent measurement of the ’ companies worldwide
relative TSR performance conditions. excluding the US.

Meridian? General advice on remuneration matters including market 2021:$72,974 Consulting services to Group
trends, shareholder engagement perspectives and comparator 2020: $49,537 companies in the US.
group analysis. '

Herbert Smith Advice in respect of share plan regulations is provided to the Feesrelate to advice General corporate legal and tax

FreehillsLLP Company and is available to the Remuneration Committee. given to the Company. advice principally in the UK.

KPMG LLP Specified procedures to assist in the assessment of the 2021: £29,000 Audit and tax services and
calculations of the STl bonus and LTl outcomes and future targets. 2020: £28,000 other non-audit services.

Notes:

1. PwC LLP also provides other international services and international tax advice such as tax return services including for certain globally mobile directors. The Remuneration Committee
advisory team is not involved in any other services PwC provides to the Group.

2.The fees payable to PwC and Meridian are based on annual fixed fees for specified services with anything outside this scope being charged on a time and material basis.

Regular work programme 2021
The Remuneration Committee:
— reviewed salaries for the Executive Directors to take effect from 1 April 2021, taking into account market positioning and the level of

salary increases awarded to UK employees. A programme of shareholder engagement on executive remuneration was conducted, led
by the Committee Chairman, and the Committee considered feedback from shareholders (discussed at page 131);

— reviewed salaries for members of the Management Board and the Company Secretary from 1 April 2021, taking into account market
positioning and the level of salary increases awarded to UK employees;

— assessed the achievement against the targets for the 2020 STl award and set the STl targets for 2021;
— reviewed updates on performance against the 2021 STl target measures and for outstanding LTIP awards;

— assessed the achievement against the performance conditions for the vesting of the 2018 LTIP award, determined the contingent level
of LTIP awards for March 2021 and reviewed the associated performance conditions;

— assessed the achievement against the targets for the 2020 Share Reward Scheme and set the targets for the 2021 award;

— reviewed and assessed the target ranges across STl and LTI plans to ensure there is an appropriate level of stretch within the target
range to drive performance for the benefit of shareholders;

— reviewed the Annual Statement and the Annual Report on Remuneration for the year ended 31 December 2020 prior to its approval by
the Board and subsequent proposal to shareholders at the Company’s AGM on 28 April 2021;

— reviewed the 2021 AGM voting results relating to remuneration resolutions, market trends in the context of that annual general meeting
season and corporate governance developments in the UK and the US;

— monitored the continued application of the Company’s shareholding guidelines for the Executive Directors and members of the
Management Board; and

— reviewed the Remuneration Committee’s effectiveness following the Board and Committee evaluation process, discussed further
on pages 114 to 115.

Directors' Remuneration Policy

The Committee conducted an in-depth assessment of proposed changes to the current Directors' Remuneration Policy and an associated
programme of shareholder engagement led by the Committee Chairman.

In determining the revised Directors' Remuneration Policy to be proposed to shareholders at the Company's AGM on 28 April 2022,
the Committee has taken into account shareholder feedback, remuneration and related policies applicable to the wider workforce,
the alignment of incentives and rewards with the Group's culture, the application of the UK Corporate Governance Code and
applicable regulations.
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Other activities in 2021

The Remuneration Committee

— reviewed the terms of appointment and associated remuneration, and terms of termination of employment, in connection with
Management Board changes during the year;

— reviewed elements of the Group’s workforce remuneration strategy and their alignment with Executive Directors’ remuneration and
their alignment with the Group’s culture, with specific focus on the reward architecture for management grade employees across
the Group;

— approved changes to the methodology for calculating the share of market read for the STl volume share metric in a limited number of
markets, based on the local market environment and reporting capabilities; and

— reviewed the UK gender pay report for 2020 for applicable UK Group companies, prior to publication in March 2021.

Voting on Remuneration and Engagement with Shareholders

At the AGM on 28 April 2021, shareholders considered and voted on the 2020 Directors’ Remuneration Report as set out on the table
below. No other resolutions in respect of Directors’ remuneration or incentives were considered at the 2021 AGM. Further information
regarding shareholder engagement in relation to remuneration matters is set out in the Annual Statement on Remuneration on page 128
and in the discussion of Board engagement with shareholders on pages 106 to 107.

Approval of Directors’ Remuneration Report'

2021AGM
Percentage for 61.71
Votes for (including discretionary) 1,091,216,857
Percentage against 38.29
Votes against 676,947,189
Total votes cast excluding votes withheld 1,768,164,046
Votes withheld’ 16,119,810
Total votes cast including votes withheld 1,784,283,856

The Directors’ Remuneration Policy was approved by shareholders at the 2019 AGM. A summary of this Policy is on pages 133 to 134.

Approval of Directors’ Remuneration Policy?

2019 AGM
Percentage for 92.63
Votes for (including discretionary) 1,641,331,721
Percentage against 7.37
Votes against 130,661,885
Total votes cast excluding votes withheld 1,771,993,606
Votes withheld 1,820,757
Total votes cast including votes withheld 1,773,814,363

Notes:
1. Directors’ Remuneration Report: does not include the part of the Remuneration Report containing the Remuneration Policy (see note 2 below).
2.Directors’ Remuneration Policy: was approved by shareholders at the 2019 AGM held on 25 April 2019 and is set out in full in the 2018 Annual Report on Remuneration.

3.Votes withheld: these are not included in the final proxy figures as they are not recognised as a vote in law.

The Directors’ Remuneration Report has been approved by the Board on 10 February 2022 and signed on its behalf by:
Dimitri Panayotopoulos

Chairman, Remuneration Committee

10 February 2022
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Policy Report

Introduction

This policy section of the Remuneration Report (the Policy Report) sets out a proposed new Remuneration Policy for the Executive
Directors and the Non-Executive Directors.

This new Remuneration Policy, which is intended to replace the current remuneration policy approved by shareholders at the 2019 AGM, is
subject to a binding vote by shareholders at the AGM on 28 April 2022 and, if approved, will come into effect from 29 April 2022. The new
Remuneration Policy is set out in full on the following pages with changes from the current remuneration policy identified for reference.

Principles of remuneration
The Committee’s remuneration principles are to:

— reward, as an overriding objective, the delivery of the Group’s long-term strategy in a manner which is simple, straightforward and
understandable and which is aligned with shareholders’ interests;

— structure a remuneration package that is appropriately positioned relative to the market and comprises core fixed elements and
performance-based variable elements;

— design the fixed elements of pay (comprising base salary, pension and other benefits) to recognise the skills and experience of our
Executive Directors and to ensure current and future market competitiveness in attracting talent;

— design the variable elements of pay (provided via two performance-based incentive schemes: a short-term incentive scheme delivered through
a combination of a cash element and a deferral element, and a long-term incentive scheme), to be both transparent and stretching and to
support, motivate and reward the successful delivery of the Group’s long-term strategy and growth for shareholders on a sustainable basis;

— ensure that reputational, behavioural and other risks that can arise from target-based incentive plans are identified and mitigated;

— maintain an appropriate balance between fixed pay and the opportunity to earn performance-related remuneration with immediate and
deferred elements, such that the majority of the Executive Directors' total remuneration package is delivered in BAT shares;

— ensure that the performance-based elements form, at maximum opportunity, between 80% and 90% of the Executive Directors’ total
remuneration packages;

— ensure, through its annual review, that the Remuneration Policy is both rigorously applied and remains aligned with the Company’s
purpose, values and strategy and the need to promote the long-term success of the Company; and

— ensure that remuneration arrangements are transparent and promote effective engagement with shareholders and the workforce.

Our remuneration principles and the key elements of the Directors’ Remuneration Policy align with the UK Corporate Governance Code
2018 requirements, as follows:

Clarity and simplicity
Our policy provides an overall remuneration package that is transparent for our Executive Directors and shareholders alike; its simple structure has
a clear and straightforward link to the delivery of the Group’s long-term strategy. Principles driving fixed remuneration (salary, benefits, pension)

are closely aligned with the wider workforce and variable remuneration (STl and LTI) rewards delivery of financial and strategic objectives both in
the short and long-term.

Risk
The combination of performance target setting for the STl and LTI, the inclusion of provisions for discretionary adjustments and malus

and clawback provisions ensure that we remunerate our Executive Directors in accordance with high standards of governance while
mitigating, as far as possible, reputational and other risks arising from remuneration that are not proportionate to outcomes.

Predictability and proportionality
There is a clear link between the operation of our short and long-term incentive plan awards and the delivery of our strategy and long-term

performance. Variable remuneration at the Company accounts for between 80%-90% of an Executive Directors’ total remuneration, ensuring
that poor performance is not rewarded. Further detail on short and long-term incentive plan awards are detailed on pages 155 and 156.

Alignment to culture

The Remuneration Committee has worked extensively to develop a policy that closely aligns the Executive Directors to the wider workforce and
rewards long-term sustainable performance. The Remuneration Committee continually reviews the Policy, taking into account any feedback
received from engagement with the wider workforce and shareholders, to ensure it is aligned to the Company’s purpose and values, and
promotes the long-term success of the Company.

Summary of key changes

The background and explanation of the proposed key changes from the current remuneration policy are given in the Annual Statement
from the Chairman of the Remuneration Committee starting on page 128 of this Remuneration Report. Those key changes have been
further explained in relevant sections of the Policy Report as summarised below:

Policy Element Change in Policy Page Number
Short-Term Incentive (STI), Underlying policy is unchanged, however alternative measures and weightings have been 155
performance measures selected for awards to be made in 2022.
Long-Term Incentive Underlying policy is unchanged, however alternative measures and weightings have been 156
Plan (LTIP), selected for awards to be made in 2022.
performance measures
Malus and clawback Updated and expanded to reflect market best practice 157
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Future Policy Table — Executive Directors

Base salary

How the element supports the
Company’s strategic objectives

To attract and retain high-calibre individuals to deliver the Company’s strategic plans and to offer
market-competitive levels of guaranteed cash to reflect an individual’s skills, experience and role
within the Company.

Operation of the element
2022 Policy: no change in policy

Base salary is normally paid in 12 equal monthly instalments during the year. Salaries are normally
reviewed annually in February (with salary changes effective from April) or subject to an ad hoc
review on a significant change of responsibilities.

Salaries are reviewed taking into account factors including individual performance as well as
appropriate market data including general UK pay trends and a company size and complexity
model based on a Pay Comparator Group*.

The Committee will review and potentially amend the constituents of the Pay Comparator Group
from time to time.

* Current constituents of the pay comparator group are: Accenture, Altria Group, Anheuser-Busch Inbev, AstraZeneca, Bayer, Coca-Cola
Company, Colgate-Palmolive, Danone, Diageo, GlaxoSmithKline, Heineken, Imperial Brands, Johnson & Johnson, Kraft Heinz, L'Oréal,
LVMH, Microsoft, Mondeléz International, Nestlé, Nike, Novartis, PepsiCo, Philip Morris International, Procter & Gamble, Reckitt
Benckiser, salesforce, Siemens, Unilever, Vodafone.

Maximum potential value
2022 Policy: no change in policy

Annual increases for Executive Directors’ base salaries in the normal course will generally be in
the range of the increases in the base pay of other UK-based employees in the Group and will not
exceed 10% per annum.

The salary of a recently appointed Executive Director as he or she progresses in a role may exceed
the top of the range of the salary increases for UK-based employees where the Committee
considers it appropriate to reflect the accrual of experience. A significant change in responsibilities
or material change in role may be reflected in an above average increase (which may exceed 10%)
in salary.

Benefits

How the element supports the
Company’s strategic objectives

To provide market-competitive benefits consistent with the role which:

— attract and retain high-calibre individuals to deliver the Company’s strategic plans; and

— recognise that such talent is global in source and that the availability of certain benefits (e.g.
relocation, repatriation, taxation compliance advice) will from time to time be necessary to avoid
such factors being an inhibitor to accepting the role.

Operation of the element
2022 Policy: no change in policy

The Company currently offers the following contractual benefits to Executive Directors: a car
or car allowance; the use of a car and driver for personal and business use; employment
tax advice (including in instances where multi-jurisdictional tax authorities are involved); tax
equalisation payments (where appropriate); private medical insurance, including general
practitioner ‘walk-in’ medical services; personal life and accident insurance; and housing
and education allowances or similar arrangements as appropriate to family circumstances
(anticipated to be provided for Executive Directors who relocate internationally).

Other benefits may include the Executive Directors' and their partners’ attendance at hospitality or
similar functions, and the provision of services and benefits which may be treated as benefits for
tax purposes, such as the provision of home security and the reimbursement of expenses incurred
in connection with their duties.

Other benefits not identified above may be offered if, in the Committee’s view, these are necessary
in order to remain aligned with market practice.

With the exception of the car or car allowance, in line with the UK market and the practice followed
for all the Group’s other UK employees, it is also practice to pay the tax that may be due on benefits.

The Company provides Directors and Officers liability insurance (D&O) and an indemnity to
Directors to cover costs and liabilities incurred in the execution of their duties.
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Maximum potential value
2022 Policy: no change in policy

The maximum potential values are based on market practice for individuals of this level of seniority,
with any tax on benefits paid by the Company in addition.

The maximum annual value (subject to periodic inflation-related increases where applicable) that
can be offered for the following benefits is:
— carallowance: £20,000;

— use of a car and company driver for personal and business use: cost is dependent on the
miles driven in any year;

— the cost of private medical insurance is dependent on an individual’s circumstances and is
provided on a family basis;

— GP‘walk-in’ medical services located close to the Group’s headquarters in London: £5,000
per annum;

— personal life and accident insurance designed to pay out at a multiple of four and five times
base salary, respectively;

— employment tax advice as required, but not exceeding £30,000 and tax equalisation
payments as agreed by the Committee from time to time; and

— housing and education allowances or other similar arrangements, as appropriate to the
individual’s family circumstances.

Pensions

How the element supports the
Company'’s strategic objectives

To provide competitive post-retirement benefit arrangements which are aligned to the wider
workforce whilst also recognising the external environment in the context of attracting and
retaining senior high calibre individuals to deliver the Group’s long-term strategy.

Operation of the element
2022 Policy: no change in policy

Defined contribution benefits

Executive Directors are eligible to receive a pension benefit equivalent to 15% of base salary, which
the Committee may determine to provide as a contribution into the British American Tobacco UK
Pension Plan (the "Plan") (or a similar defined contribution arrangement from time to time) or as a
gross cash sum paid in lieu thereof.

The level of contribution in the Plan is restricted to take into account the annual allowance, and the
individual may elect to accumulate any balance in the Defined Contribution Unfunded Unapproved
Retirement Benefits Scheme ("DC UURBS") or receive the balance as a gross cash sum. The DC
UURBS closed to new entrants on 31 March 2021.

Operation

The pension arrangements operate in accordance with the rules of the applicable scheme,
including in respect of any benefits payable in the event of death or on early retirement.

Details of the Executive Directors’ accrued pension benefits are provided in the Annual Report on
Remuneration on page 139.

Maximum potential value

The maximum annual contribution in the defined contribution section of the Pension Fund is 15%
of base salary in alignment with the wider workforce. Excess benefits (whether accrued in the DC
UURBS or paid as a cash sum) are subject to this same limit.
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Short-term incentives: International Executive Incentive Scheme (IEIS)

How the element supports the
Company’s strategic objectives

To incentivise the attainment of corporate targets aligned to the Group’s strategic objectives on an
annual basis, with a deferred element to ensure alignment with shareholders'interests.

To ensure, overall, a market-competitive package to attract and retain high-calibre individuals to
deliver the Group’s long-term strategy.

Operation of the element
2022 Policy: no change in policy

The IEIS is awarded 50% in cash and 50% in shares through the Deferred Share Bonus Scheme
(DSBS).

The deferred shares normally vest after three years and attract additional dividend
equivalent shares.

|IEIS cash payments are subject to clawback provisions, and the deferred shares element of the IEIS
is subject to updated malus and clawback provisions, as described on page 157.

Performance assessment
2022 Policy: underlying policy is
unchanged, however alternative
measures / weightings have been
selected for awards to be made
in 2022

The IEIS is assessed against a range of performance measures.
The Committee determines performance measures, weightings and targets annually each year.

The Remuneration Committee will review the formulaic outcome of the incentive measures to
ensure it reflects the underlying performance of the business and the experience of shareholders
over the performance period. The Committee retains the ability to adjust any formulaic outcomes
if considered appropriate. Any such adjustments will be fully disclosed in the relevant Directors'
Remuneration Report.

In cases of identified poor individual performance, the corporate result may be reduced by up
to 50%.

Performance measures for 2021 can be found on page 137 and for 2022 on page 143.

Maximum potential value and
payment and threshold
2022 Policy: no change in policy

Chief Executive — Maximum 250% of salary; on-target 125% of salary.
Other Executive Directors — Maximum 190% of salary; on-target 95% of salary.

The payout at threshold is 0% for each performance measure.
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Long-term incentives: Long-Term Incentive Plan (LTIP)

How the element supports the
Company’s strategic objectives

To incentivise individuals to deliver the Group’s long-term strategy and promote the long-term
success of the Company, and facilitate the appointment and retention of senior high-calibre talent.

To put in place a combination of measures with appropriately stretching targets around the long-
term plan that provides a balance relevant to the Company’s business and market conditions as well
as providing alignment between Executive Directors’ and shareholders’ interests.

Operation of the element
2022 Policy: no change in policy

LTIP awards are annual awards over shares that vest only to the extent that:
1. the performance condition is satisfied at the end of the three-year performance period; and

2. an additional vesting period of two years from the date of the third anniversary of the date of
grant has been completed — the LTIP Extended Vesting Period.

Participants may receive a dividend equivalent which is delivered in additional shares on vesting at
the end of the LTIP Extended Vesting Period to the extent to which awards vest.

LTIP awards may be delivered in any form provided under the LTIP rules as approved by
shareholders. Awards are subject to updated malus and clawback provisions, as described on
page 157.

Performance assessment,
measures and weighting

2022 Policy: underlying policy is
unchanged, however alternative
measures / weightings have been
selected and the TSR comparator
group has been updated for awards
to be made in 2022

The Committee sets performance measures and targets for each LTIP grant. Measures, weightings
and performance conditions will be selected based on the strategic priorities for BAT at that time.

The performance measures and weightings for the LTIP grant in 2022 will be:
1. Relative total shareholder return (TSR) (20%).
2. Growthin New Categories revenue (15%).
3. Adjusted diluted earnings per share (ESP) growth (30%)
at current rates (15%)
at constant rates (15%)
4. Adjusted revenue growth (15%).
5. Adjusted operating cash flow conversion ratio (20%).

The Remuneration Committee will engage with shareholders in advance if it proposes significant
changes to the LTIP performance measures.

The Remuneration Committee will review the formulaic outcome of the incentive measures to
ensure it reflects the underlying performance of the business and the experience of shareholders
over the performance period. The Committee retains the ability to adjust any formulaic outcomes
if considered appropriate. Any such adjustments will be fully disclosed in the relevant Directors'
Remuneration report.

Maximum potential value and
payment at threshold

Maximum award of shares permitted is 500% of salary for Executive Directors.

The payout for threshold performance is 15% of maximum for each measure.
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How the element supports the
Company’s strategic objectives

Executive Directors are eligible to participate in the Company’s all-employee share schemes, in the
same way as the wider workforce, which are designed to incentivise employees by giving them an
opportunity to build shareholdings in the Company.

Operation of the element
2022 Policy: no change in policy

The Company currently operates two all-employee share schemes: the Sharesave Scheme, an
HM Revenue & Customs (HMRC) tax-advantaged savings-related share option scheme, and the
Share Incentive Plan (SIP) - an HMRC tax-advantaged plan operated by the Company to allow
eligible employees to purchase shares in the Company (the Partnership Plan) and to make an
annual award of free shares of a level based on performance in the previous financial year (the
Share Reward Scheme).

Maximum potential value
2022 Policy: no change in policy

Executive Directors are subject to the same limits on participation as other employees, as defined
by the applicable statutory provisions. Currently, these limits are monthly savings under the
Sharesave Scheme of £500 per month, and annual share purchases under the Partnership Plan of
£1,800 and annual share awards under the Share Reward Scheme of £3,600.

Shareholding requirements

How the element supports the
Company’s strategic objectives

To strengthen the alignment between the interests of the Executive Directors and those of the
shareholders by requiring Executive Directors to build up a high level of personal shareholding in
the Company.

To ensure long-term alignment through the operation of post-employment
shareholding requirements.

Operation of the element and
performance metrics used 2022
Policy: no change in policy

Executive Directors are required to hold shares in the Company:

— during service as a Director, equal to the value of the same multiple of salary at which LTIP
awards are made to that Director; and

— after ceasing service as a Director during the period until the second anniversary of cessation
of employment with the Group, of a value equal to 100% of the shareholding requirement that
applied whilst a Director. In order to monitor and enforce the above provisions, former Executive
Directors are required to hold their shares in a nominee account in respect of which a sale
restriction applies to shares held to comply with the requirements.

Those Executive Directors who do not meet the shareholding requirements may generally sell a
maximum of up to 50% of any shares vesting (after tax) until the threshold for the shareholding
requirements has been met. The estimated notional net-of-tax number of shares held subject to
unvested awards under the DSBS element, and LTIP Awards during the LTIP Extended Vesting Period,
will count towards the respective shareholding requirements.

A waiver of compliance with the shareholding requirements is permitted at the discretion of the
Committee in circumstances which the Committee considers to be exceptional.

Additional notes to the Future Policy Table:

1. The Committee reserves the right to make any remuneration payments where the terms were agreed prior to an individual being appointed an Executive Director of the Company or prior
to the approval and implementation of the Remuneration Policy (including, for the avoidance of doubt, pursuant to the current Remuneration Policy). This includes the achievement of the
applicable performance conditions for Executive Directors who are eligible to receive payment from any award made prior to the approval and implementation of the Remuneration Policy.

2.The Company recognises the opportunities and benefits that accrue to the Company and its Executive Directors who undertake non-executive roles. Consequently, an Executive Director
may, with the permission of the Board, undertake a single external appointment and the Executive Director may retain the fees from such appointment.

3.Malus and clawback: Bonus amounts paid under the IEIS are subject to clawback provisions, and awards made under the DSBS and the LTIP are subject to malus and clawback provisions.

Malus and clawback provisions apply to DSBS awards and the cash portion of the |IEIS respectively for the duration of three years from the date of the award and to LTIP awards for the
duration of five years from the date of award if: (1) there has been a material misrepresentation in relation to the performance of any Group company, relevant business unit and/or the
participant; (2) an erroneous calculation was made in assessing the extent to which an award vested or bonus was paid, which in either case resulted in the value of the award or payment
being more than it should have been; or (3) there is an insolvency event or corporate failure.

Malus and Clawback provisions apply to DSBS and LTIP awards at any time before or after the vesting of a share award or at any time after the payment of |[EIS cash element where it is
determined that the participant: (1) committed misconduct; (2) caused a material loss for any Group company as a result of (a) reckless, negligent or wilful actions or (b) inappropriate
behaviour or behaviour that is not aligned with corporate values; (3) contributed to serious reputational damage of any Group company or one of its business units, in each case prior to the
vesting of the relevant award or payment of the bonus.

Where the Committee determines that these provisions are to be applied, the participant may be required to repay up to the excess value which was paid or vested. This repayment may also
be effected by the number of shares subject to the award being reduced and/or by a reduction in other cash or share-based awards held by the participant.

4.The operation of the remuneration policy for employees below Board level is discussed on pages 163 and 164.
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lllustrations of the Application of the Remuneration Policy

The levels of remuneration to be received by Jack Bowles and Tadeu Marroco as Executive Directors for the first complete year in which
the Remuneration Policy will apply are shown as the hypothetical values of their remuneration packages under different performance
scenarios in the charts below.

|

Remuneration outcomes for varying levels of performance

Chief Executive

Minimum 100% £1,844,452

On-target 4% 37% ek £4,495,672

Maximum 16% 28% 56% £11,786,527

Maximum plus 50%

. 12% 22% 44% £15,100,552
share price growth

Finance and Transformation Director

Minimum 100% £1,023,910
On-target 45% 34% 78 £2,269180
Maximum 18% 26% 56% £5,763,970

Maximum plus 50%

K 14% 21% 44% £7370,770
share price growth

I Fixed Remuneration BIEIS I LTIP [ Share price growth

The following assumptions have been applied in the chart above.

Chief Executive Finance and Transformation Director
Fixed remuneration Salary: £1,325,610 (effective 1Jan 2022) Salary: £803,400 (effective 1Jan 2022)
Pension: 15% of salary Pension: 15% of salary
Benefits: £320,000 (illustrative based  Benefits: £100,000 (illustrative based on
on 2021 figure) 2021figure)
STI (IEIS) 250% 190%
LTI (LTIP) 500% 400%
Minimum Fixed remuneration only: No [EIS payout; no vesting under LTIP
On-target Fixed remuneration, plus: 50% IEIS payout; threshold vesting under the LTIP
Maximum Fixed remuneration, plus: 100% IEIS payout; 100% vesting under the LTIP
Maximum plus 50% share Fixed remuneration, plus: All elements are the same as the maximum but assuming 50% share price
price growth appreciation during relevant performance period of LTIP
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Other Policy Provisions in Relation to Directors’ Pay

Flexibility, judgement and discretion

As the Remuneration Policy needs to be capable of operating over a three-year period, the Committee has built in a degree of flexibility
to enable the practical implementation of the Remuneration Policy over that prospective lifetime, including as set out in the Future Policy
Table above. The key discretions and areas of flexibility and judgement under the STl (cash and deferred shares) and LTl are summarised
as follows:

— to determine performance measures, weightings and targets annually for the STl and to set performance measures and targets for
each LTIP grant based on the strategic priorities of BAT at that time.

— to alter performance conditions if events happen which cause the Committee to determine that the performance conditions are no
longer a fair measure of the Company's performance, or to take account of legal changes or to obtain or retain favourable tax, regulatory
or exchange control treatment or in the event that it considers it fair and reasonable to do so, provided that the revised target is, in the
opinion of the Committee, not materially less challenging than was intended in setting the original condition.

— to exercise available discretions in connection with any termination of employment or change of control or similar event.

— to determine whether awards under the LTIP are delivered as options or under any other form permitted under the LTIP rules as
approved by shareholders, and in respect of operational matters not otherwise covered by this Policy, to operate the IEIS, DSBS and LTIP
in accordance with their terms.

— to operate the malus and clawback provisions.

Approach to Remuneration of Directors on Recruitment

Principles — British American Tobacco seeks to appoint senior, high-calibre managers. Many of its

. . . competitors for talent are based outside the UK.
In making an Executive Director

appointment (whether an internal — To offer a package (both fixed salary, pension and performance-related remuneration) which is

promotion or external appointee) sufficiently competitive (but not excessively so) so that senior, high-calibre candidates can be

the Committee will follow appointed, and which is designed to promote the long-term success of the Company.

these principles. — The Committee will consider the market, including the Pay Comparator Group, and by reference
9 Yy p p Y

2022 Policy: no change in policy to other companies of equivalent size and complexity to ensure that it does not overpay.

— Consideration will be given to relevant factors, such as the candidate’s skills, knowledge
and experience and his or her current package and current location in determining the
overall package.

— Internal pay relativities and the terms and conditions of employment of the new and existing
Executive Directors will be considered to ensure fairness between Executive Directors.

External appointment to — Maximum incentive opportunities will be set in line with the Policy set out in the policy table.
role of Executive Director —

= : - — The Committee will consider matching up to the maximum of the expected value of lost short or
additional considerations

long-term incentive awards in order to facilitate the recruitment of that individual.

2022 Policy: no change in policy — Areplacement award would generally take the form of either a one-off award with a vesting
period similar to the award given up (and, in the case of a replacement of a performance-based
award, appropriate performance conditions) or a cash replacement payment in respect of an
award that is within three months of vesting, although in either case the Committee may make
other arrangements as it deems to be necessary.

— Where appropriate, a replacement award will also be made subject to malus and
clawback provisions.

Relocation Relocation support of up to £200,000 may be provided in connection with recruitment. Examples of
this support may include: shipment of goods; temporary accommodation; assistance to find

British American Tobacco . . .
accommodation; tax support services; and spouse or partner career counselling.

may provide appropriate
relocation support. Inbound relocation and shipment expenses are subject to clawback provisions.

2022 Policy: no change in policy
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Service Contracts — Executive Directors

The following table describes the provisions of the service contracts of Jack Bowles and Tadeu Marroco. It is currently anticipated that
service contracts for newly-appointed Executive Directors will not contain terms differing materially from these provisions (provided
that other arrangements may be entered into in connection with the recruitment of Executive Directors, as described in the ‘Approach to
remuneration of Directors on recruitment’ section on page 159).

Notice period — no change in policy

Employed on a permanent contract,
terminable by either party on one-
year’s notice.

A period of notice to be given by either the Executive Director or the Company of 12 months.

The Company may require the Executive Director to be on garden leave during all or any part of the
period of notice (whether given by the Executive Director or the Company).

Contractual terms —no change
in policy

The contract includes obligations
which could give rise to, or impact
upon, remuneration and/or
payments for loss of office.

The provisions of the Company’s
incentive arrangements applicable
on a termination of employment are
set out separately below.

The primary obligations under the contract which may give rise to remuneration or payments for
loss of office are as follows:

— to terminate the contract only on the expiry of 12 months’ written notice or to make a payment
in lieu of notice in respect of all, or the unexpired part, of the 12 months’ notice calculated based
on: (1) salary at then current base pay; and (2) the cost to the Company of providing private
medical expenses insurance and personal accident insurance (or the Company may, at its option,
continue those benefits for the unexpired period of the notice). In determining the value of a
payment in lieu of notice the Company shall not be required to reward failure on the part of the
Executive Director and shall have regard to corporate governance standards at the termination
date. The Company may, at its reasonable discretion, make the payment in lieu of notice in
phased monthly or quarterly instalments and may determine that it should be reduced in
accordance with the duty on the part of the Executive Director to mitigate their loss; and

— to continue to pay the Executive Director’s salary and contractual benefits during any garden
leave period.

In addition to the contractual rights to a payment on loss of office, the Executive Director may
have statutory and/or common law rights to certain additional payments depending on the
circumstances of the termination.

Inspection of service contracts

Copies may be inspected at the
Company’s registered office; these
contracts are amended annually
following the salary review.

The dates of the latest service contracts are shown below:

Executive Director Execution date of current service contract

Jack Bowles 11 December 2018 (appointment as an Executive Director commenced

1January 2019)

Tadeu Marroco 5 August 2019
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Treatment of awards under the
share incentive schemes: no
change in policy

International Executive Incentive
Scheme (IEIS)/Deferred Share
Bonus Scheme (DSBS)

Long-Term Incentive Plan (LTIP)
All-employee scheme

The release of awards is dependent
on ‘leaver’ status and is at the
discretion of the Committee.

Plan ‘Good leaver’ ‘Other’ leaver scenarios
IEIS and DSBS ‘Good leavers’ are eligible No entitlement to a bonus
2022 Policy: no change for a bonus pro-rated for the but the Committee has the
in policy period of employment during discretion to treat ‘other’
the year. leavers in the same manner as
. ‘good leavers’; this discretion is
Payments made during . .
. ) not exercisable in the case of
a notice period or after e
. summary dismissal.
cessation may, at the
discretion of the Committee, Deferred awards under the
be made in cash only. DSBS will lapse unless the
Committee, in its absolute
Bonuses are assessed . . . .
discretion, decides otherwise.
based on actual full-year
performance and paid at the
normal time.
Deferred awards under
the DSBS will vest upon
termination of employment.
LTIP Vesting occurs at the Unvested awards, including any

2022 Policy: no change
in policy.

end of the LTIP Extended
Vesting Period, subject to
performance over the normal
performance period and,
where applicable, pro-rated for
the period of employment

during the performance period.

awards which are still subject
to the LTIP Extended Vesting
Period, will lapse unless the
Committee, in its absolute
discretion, decides otherwise.

All-employee share schemes

Directors are treated in accordance with the scheme rules, in

the same manner as applies to all employees.

The Committee retains discretion in
deciding ‘good leaver’ status other
than in cases of automatic ‘good
leavers’ as set out in the applicable
provisions of the DSBS and LTIP
rules. The discretionary powers
are intended to provide flexibility
as Executive Directors may leave
employment for a broad variety of
reasons which may not necessarily
fall within the prescribed category
of ‘good leaver’. The Committee
exercises its discretion by
reference to guidelines which set
out its agreed relevant factors to
assist in the determination of a
leaver’s status.

Guidelines

Factors which may indicate that discretion
may be exercised to treat as a ‘good leaver’

Resignation intending to cease

work altogether.

Resignation intending to take up a different
occupation, such as a portfolio career.
Delayed resignation from the Company to
accommodate the Company’s plans or the
demands of his or her current workload.

Factors which may indicate that discretion
may not be exercised

Resignation from the Company to work for a

the Company.

Departure at the request of and/or with the
agreement of the Company.

competitor or to undertake a role otherwise
acting in conflict with the interests of

Resignation from the Company notwithstanding
the Company’s plans and role demands.
Termination or resignation in any circumstance
involving factors such as misconduct or

poor performance.

In exercising its discretion, the Committee will also take into account the individual's overall
performance as well as their contribution to the Company during their total period of employment.

Other —no change in policy

— Payment of legal fees incurred by an individual in connection with reviewing a settlement
agreement on termination of employment.

— Reimbursement of reasonable relocation costs of up to £200,000 where an Executive Director
(and, where relevant, his or her family) had originally relocated to take up the appointment; this
may include the shipment of personal goods and winding-up his or her affairs in the UK and the
incidental costs incurred in doing so.

In certain circumstances, the Committee may approve new contractual arrangements with
departing Executive Directors, potentially including (but not limited to) settlement, confidentiality,
restrictive covenants and/or consultancy arrangements. These arrangements would only be
entered into where the Committee believes that it is in the best interests of the Company and its

shareholders to do so.
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Terms of Appointment for the Chairman and other Non-Executive Directors

Non-Executive Directors, including the Chairman, are appointed as officeholders, not employees. In any given year, the period of
appointment runs from the close of the Company’s last AGM to the close of the Company’s next AGM.

The Chairman may terminate his or her appointment on one month’s written notice, and the Company may give a compensation payment
in lieu of all or part of such notice. The Chairman may be removed by the Company prior to the expiry of his or her term of appointment by
three months’ written notice or a compensation payment in lieu of all or part of such notice.

A Non-Executive Director may terminate his or her appointment at any time in accordance with the Company’s Articles of Association.
Alternatively, a Non-Executive Director’s appointment will terminate if: (1) the Board requests that he or she not offer himself or herself for
re-election at the next AGM,; (2) the Non-Executive Director is not re-elected at the next AGM,; (3) the Non-Executive Director is required to
vacate office for any reason pursuant to any of the provisions of the Company’s Articles of Association; or (4) the Non-Executive Director is
removed as Director or otherwise required to vacate office under any applicable law.

Chairman and Non-Executive Directors

Fees The Chairman receives a single all-inclusive fee. Other Non-Executive Directors receive a base fee
2022 Policy: policy has been updated and may also receive additional fees in respect of committee membership and/or chairmanship.
so fees may be delivered in cash or a

A The Committee considers annually the fee payable to the Chairman and to the other Non-Executive
combination of cash and shares

Directors. This process may take into account factors including the breadth and demands of the
relevant role as well as comparison with fees paid by the same comparator group of companies
used for setting the base salary of Executive Directors. The annual review does not necessarily
result in a change to the fees.

Fees may be paid in cash or a combination of cash and shares, with the proportion to be paid in
shares in a year to be disclosed in the relevant Directors' Remuneration Report.

It is anticipated that any future aggregate increase in fees for the Chairman and other Non-
Executive Directors will generally be in the range of the increases in the base pay of UK-based
employees in the Group and will not exceed 10% per annum during the policy period.

The Chairman and other Non-Executive Directors do not participate in any discussion on their own
respective remuneration.

Benefits, travel and Non-Executive Directors may be reimbursed for the cost of travel, accommodation and related
related expenses expenses incurred in connection with their duties and are eligible to use general practitioner
2022 Policy: no change in policy ‘walk-in’ services. The Non-Executive Directors and their partners may attend hospitality or

similar functions.

Benefits for the Chairman may also include: the use of a Company driver; private medical insurance
and personal accident insurance benefits; the provision of home and personal security; and
assistance in relation to personal tax matters.

If necessary, the Company will pay for independent professional advice in connection with the
performance of duties as Non-Executive Directors.

The Company provides D&O insurance and an indemnity to the Non-Executive Directors to cover
costs and liabilities incurred in the execution of their duties.

In instances where any benefits, reimbursements or expenses are classified by HMRC as a benefit
to the Non-Executive Directors, it is also the practice of the Company to pay any tax due on any
such benefits.

Other There are no formal requirements or guidelines to hold shares in the Company. No Non-Executive
2022 Policy: no change in policy Director is eligible to participate in the British American Tobacco share schemes, bonus schemes
or incentive plans and no Non-Executive Director may be a member of any Group pension plan.

Note:

1. Aggregate fees limit: the total annual fees of the Chairman and other Non-Executive Directors are limited to the overall aggregate annual limit authorised by shareholders with reference to
the Company'’s Articles of Association (currently £2,500,000).
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Principles of Remuneration for Our Wider Workforce

The Group’s remuneration policies and practices are founded on a high degree of alignment and consistency across the organisation.
Accordingly, remuneration for senior management is determined considering the remuneration principles that apply to the Executive
Directors, and similar principles also form the basis of the remuneration arrangements for the wider workforce.

The reward strategy for all employees is built around the following four strategic pillars and comprises fixed and variable
remuneration elements:

Competitive yet sustainable Equitably differentiated

— Competitive remuneration, able to attract and retain talent. — Differentiated on clear and objective criteria — level, performance
- Agility to meet changing generational needs. and experience.

— Responsible cost structure to support profit delivery. — Supported by unbiased processes and tools.

Transparent Aligned to shareholder interests

— Clear and inclusive policies, openly communicated. — Competitive employment cost base and incentives that align the
- Individual total reward package statements form part of regular interests of employees with those of shareholders.

annual cycle.

A globally consistent pay comparator group, derived from the peer group used by the Remuneration Committee for executive pay
benchmarking, is utilised across all levels of the organisation for pay benchmarking purposes, with an appropriate level of flexibility
provided to the other employing entities.

The approach to annual salary reviews is consistent across the Group, with consideration given to the scope of the role, level of individual
experience, responsibility, individual performance and pay levels in the selected peer group.

All middle-to-senior managers are eligible to participate in a short-term incentive plan with the same metrics as Executive Directors.
Other employees in corporate functions are eligible to participate in annual bonus plans, which mirror the Executive Directors’
performance objectives. Functional incentive schemes are offered to the Group’s employees in non-corporate positions such as sales
force or manufacturing roles. Opportunities and metrics which apply to those schemes may vary by organisational level with functional
performance indicators incorporated where appropriate.

Senior managers are eligible to participate in the long-term incentive schemes, namely the Performance Share Plan (PSP) and the
Restricted Share Plan (RSP), with opportunities varying across levels with the most senior managers having a bigger portion of their pay
delivered under the long-term incentive schemes. Metrics under the PSP are the same as those for Executive Directors.

In the UK, all employees are encouraged to become shareholders by participating in all-employee share plans on the same terms as Executive
Directors. Similar all-employee share schemes have been adopted for other jurisdictions with the goal of encouraging broader long-term
employee ownership.

Retirement benefits, typically in the form of a pension, are provided based on local market practice. Pension contribution rates for
Executive Directors under the defined contribution scheme are aligned with those available to the wider UK employee population.
Other benefits provided to the wider employee population reflect local market practice and legislative requirements.

The key difference between Executive Directors’ remuneration and the wider employee population is the increased emphasis on long-
term performance in respect of Executive Directors, with a greater percentage of their total remuneration being performance-related
and delivered in BAT shares. This includes an additional two-year holding period on vested LTIPs, and post-employment shareholding
requirements which do not apply to other employees other than members of the Management Board.

Fixed remuneration

Salary
— Salary is a key element of total remuneration for all employees.

— Salary ranges for each grade are set by reference to external market data, and individual positioning within the set salary ranges will
depend on level of experience, responsibility and individual performance.

— Annual salary reviews typically take place in April each year.
In several markets Collective Labour Agreements (CLAS) exist covering some employees, therefore, some of the above principles may not apply.

Benefits and recognition

— Benefits provided to employees reflect local market practice and legislative requirements.

— The benefits architecture for the Group includes core benefits (such as medical insurance and life insurance) and local statutory
benefits and may be delivered as a combination of benefits in kind, cash allowance and flexible benefits.

— Additional financial and non-financial rewards can be made for outstanding contributions to the business in exceptional circumstances.
Pension

— Retirement benefits are provided to employees based on local market practice.

— Under the UK Defined Contribution arrangements, the Company contributions for all UK employees is 10% of base salary rising to a maximum
of 15% on a matching basis. For managers in senior management roles, the total contribution to the British American Tobacco
UK Pension Plan (“Plan”) is automatically restricted to £4,000 per annum in line with the UK Government’s Tapered Annual Allowance.
The balance of any Company contributions due above this £4,000 limit is paid as a cash allowance or, alternatively, paid into the Defined
Contribution Unapproved Unfunded Retirement Benefits Scheme (DC UURBS). The DC UURBS closed to new entrants on 31 March 2021.
Employees can choose to opt out of the restriction and have all the Company contribution paid into the Plan.

163




BAT Annual Reportand Form 20-F 2021

Remuneration Report

Annual Statement on Remuneration
Continued

Variable remuneration

Short-term incentives

Short-term incentive schemes are designed to reward employees across the business for the delivery of financial, strategic and operational
targets. The Group operates various short-term incentive arrangements, as set out below, with participation dependent on role.

International Executive Incentive Scheme (IEIS) — globally aligned scheme for all managers in senior management roles (c. 1,700
employees), including the Executive Directors.

— Incentive opportunities for the IEIS participants are defined globally for each eligible grade.
— Aportion of any award receivable is deferred in BAT shares for three years, with the remaining portion paid in cash during the following year.
— Dividend-equivalent payments on all unvested deferred shares are paid quarterly in cash via payroll.

Corporate annual bonus plans — in operation for employees in corporate functions who are not eligible to participate in the IEIS (c.
15,000 employees).

— Designed to mirror the basic construct of the IEIS with opportunity levels set locally.
— Performance metrics aligned to those of the IEIS.

Functional incentive schemes - in operation for employees in non-corporate functions, examples include trade marketing or factory
incentive schemes.

— Opportunity levels are set locally and vary by grade.

— Functional performance measures are incorporated into each scheme to ensure line of sight for participants.

Long-termincentives

Long-term incentive schemes are designed to reward and retain our senior talent while aligning the interests of leaders with those of our
shareholders. From 2020, we have moved from a single LTI plan to a segmented approach by grade as set out below.

Restricted Share Plan (RSP) — globally aligned discretionary plan for managers at eligible grades in senior management roles (c.
540 employees), excluding the Executive Directors. Aligns scheme participants with the success of the Group through its share price.

— Opportunity levels are defined globally for each eligible grade.
— No performance conditions apply to awards.

— Awards are typically granted in March of each year, and vest in full following the end of the three-year vesting period provided the
participant remains an employee of the Group on the vesting date.

— Dividend-equivalent payments are paid on shares vesting.

Performance Share Plan (PSP) — discretionary plan for our most senior managers (c. 160 employees), including the Executive Directors,
which rewards their contribution to the long-term global performance of the Company.

— Consistent performance measures across all plan participants with opportunity levels defined globally for each eligible grade.
— Awards vest only to the extent that the performance conditions are satisfied at the end of the three-year performance period.
— Awards are typically granted in March of each year, and vest following the end of a three-year performance period.

— Dividend-equivalent payments are paid on any shares vesting.

All-employee share schemes

— Inthe UK, all employees are eligible to participate in the Company’s all-employee share schemes (c. 2,500 employees) — the Partnership
Share Scheme, the Sharesave Scheme and the Share Incentive Plan — all of which are HMRC-approved plans, which are designed to
incentivise employees by giving them an opportunity to build shareholdings in the Company.
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Processin setting Executive Directors’ remuneration

The Committee considers the budgeted salary increases for the UK-based employee population, the guidance given to managers on
the range of salary increases and other remuneration arrangements and employment conditions for all UK-based employees when
determining remuneration for the Executive Directors.

It is expected that future salary increases for the Executive Directors will be in line with the range set out in the salary review guidelines for
the general UK employee population, except in exceptional circumstances, such as where a recently appointed Executive Director’s salary
is increased to reflect his or her growth in the role over time or where significant additional responsibilities are added to the role.

As a key principle, management provides the Remuneration Committee with visibility of the potential impact of proposed changes to the
Executive Directors’ Remuneration Policy on the wider employee population.

Workforce engagement

The Board keeps up to date with the current views of our workforce and provides the workforce with information, including on how
executive pay and the pay of the wider workforce are aligned, through a combination of engagement methods across multiple
channels at different levels of our organisation. These include town halls, works councils, webcasts, global independently managed
Speak Up channels, our biennial “Your Voice’ global employee survey, and direct engagement through Directors’ market and site visits
where possible.

Feedback from these channels is collected across the Group and are independently analysed to define the priority themes.

The consolidated feedback and themes are reviewed by our Board each year, as part of our Workforce Voice in the Boardroom
programme. This focuses on ensuring the Board understands the views of our workforce, and reviews details of the key themes identified
and how we have responded.

The views of our workforce are a key consideration for the Remuneration Committee when reviewing the reward priorities of the organisation.

In 2021 we conducted our latest ‘Your Voice’ global employee survey, with the results of this survey also serving as a factor in shaping the reward
agenda of the organisation. Although employees are not specifically consulted on the policy for Directors’ remuneration, there continues to be an
ongoing dialogue with employees, through a variety of channels, about the Company’s broader pay practices.

In addition to the Workforce Voice in the Boardroom programme, the Remuneration Committee also receives updates from management
on feedback received during the year where relevant to remuneration matters considered by the Remuneration Committee and takes
feedback into account as applicable in determining executive remuneration.

The Remuneration Committee is regularly updated on the pay principles and practices in operation across the Group and considers them in relation to
the implementation of the Directors’ Remuneration Policy, and in ensuring there is an appropriate degree of alignment throughout the Group.

165




BAT Annual Reportand Form 20-F 2021

Governance

Responsibility of Directors

Statement of Directors’ Responsibilities in Respect
of the Annual Report and the Financial Statements®

The Directors are responsible for preparing the Annual Report and
the Group and Parent Company financial statements in accordance
with applicable law and regulations.

Company law requires the Directors to prepare Group and Parent
Company financial statements for each financial year. Under that
law they are required to prepare the Group financial statements
in accordance with UK-adopted international accounting
standards and applicable law and have elected to prepare the
Parent Company financial statements in accordance with UK
Accounting Standards and applicable law, including FRS 101
Reduced Disclosure Framework. In preparing these Group financial
statements, the Directors have also elected to comply with

IFRS as issued by the International Accounting Standards Board
(IFRS as issued by the IASB).

Under company law the Directors must not approve the financial
statements unless they are satisfied that they give a true and fair
view of the state of affairs of the Group and the Parent Company
and of the Group’s profit or loss for that period. In preparing each of
the Group and Parent Company financial statements, the Directors
are required to:

— select suitable accounting policies and then apply
them consistently;

— make judgements and estimates that are reasonable, relevant,
reliable and prudent;

— for the Group financial statements, state whether they have
been prepared in accordance with UK-adopted international
accounting standards;

— for the Parent Company financial statements, state whether
applicable UK Accounting Standards have been followed, subject
to any material departures disclosed and explained in the Parent
Company financial statements;

— assess the Group and Parent Company’s ability to continue as a
going concern, disclosing, as applicable, matters related to going
concern; and

— use the going concern basis of accounting unless the Directors
either intend to liquidate the Group or the Parent Company or to
cease operations, or have no realistic alternative but to do so.

The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the Parent
Company’s transactions and disclose with reasonable accuracy
at any time the financial position of the Parent Company and
enable them to ensure that its financial statements comply with
the Companies Act 2006. They are responsible for such internal
control as they determine is necessary to enable the preparation
of financial statements that are free from material misstatement,
whether due to fraud or error, and have general responsibility for
taking such steps as are reasonably open to them to safeguard
the assets of the Group and to prevent and detect fraud and
other irregularities.

Under applicable law and regulations, the Directors are also
responsible for preparing a Strategic Report, Directors’ Report,
Directors’ Remuneration Report and Corporate Governance
Statement that comply with that law and those regulations.

The Directors are responsible for the maintenance and integrity of
the Annual Report included on the Company’s website. Legislation
in the UK governing the preparation and dissemination of financial
statements may differ from legislation in other jurisdictions.

Directors’ Declaration in Relation to Relevant
Audit Information®

Having made appropriate enquiries, each of the Directors who held
office at the date of approval of this Annual Report confirms that:

— to the best of his or her knowledge and belief, there is no
relevant audit information of which the Company’s auditors
are unaware; and

— he or she has taken all steps that a Director might reasonably be
expected to have taken in order to make himself or herself aware
of relevant audit information and to establish that the Company’s
auditors are aware of that information.

Responsibility Statement of the Directors in Respect
of the Annual Financial Report®
We confirm that to the best of our knowledge:

— the financial statements, prepared in accordance with the
applicable set of accounting standards, give a true and fair view
of the assets, liabilities, financial position and profit or loss of the
Company and the undertakings included in the consolidation
taken as a whole; and

— the Strategic Report and the Directors’ Report include a fair
review of the development and performance of the business and
the position of the Company and the undertakings included in
the consolidation taken as a whole, together with a description of
the principal risks and uncertainties that they face.

This responsibility statement has been approved and is signed by
order of the Board by:

Tadeu Marroco
Finance and
Transformation Director

Luc Jobin
Chairman

10 February 2022

British American Tobacco p.l.c.
Registered in England and Wales No. 3407696

@ 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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Independent Auditor’s Report®

To the Members of British American Tobacco p.l.c.

1 Our Opinion is Unmodified

We have audited the financial statements of British American Tobacco p.l.c. (“the Company”) for the year ended 31 December 2021 which
comprise the Group Income Statement, the Group Statement of Comprehensive Income, the Group and parent Company Statement of
Changes in Equity, the Group and parent Company Balance Sheets, the Group Cash Flow Statement, and the related notes, including the
accounting policies in note 1.

In our opinion:

— the financial statements give a true and fair view of the state of the Group’s and of the parent Company’s affairs as at 31 December 2021
and of the Group’s profit for the year then ended;

— the Group financial statements have been properly prepared in accordance with UK-adopted international accounting standards;

— the parent Company financial statements have been properly prepared in accordance with UK accounting standards, including FRS 101
Reduced Disclosure Framework; and

— the financial statements have been prepared in accordance with the requirements of the Companies Act 2006.

Additional opinioninrelation to IFRS asissued by the IASB

As explained in the note to the Group financial statements, the Group, in addition to complying with its legal obligation to apply UK-
adopted international accounting standards, has also applied International Financial Reporting Standards as issued by the International
Accounting Standards Board (IASB).

In our opinion, the Group financial statements have been properly prepared in accordance with IFRS as issued by the IASB.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable law. Our responsibilities
are described below. We believe that the audit evidence we have obtained is a sufficient and appropriate basis for our opinion. Our audit
opinion is consistent with our report to the Audit Committee.

We were first appointed as auditor by the directors on 23 March 2015. The period of total uninterrupted engagement is for the 7 financial
years ended 31 December 2021. We have fulfilled our ethical responsibilities under, and we remain independent of the Group in accordance
with, UK ethical requirements including the FRC Ethical Standard as applied to listed public interest entities. No non-audit services
prohibited by that standard were provided.

2 Key Audit Matters: Our Assessment of Risks of Material Misstatement

Key audit matters are those matters that, in our professional judgement, were of most significance in the audit of the financial statements
and include the most significant assessed risks of material misstatement (whether or not due to fraud) identified by us, including those
which had the greatest effect on: the overall audit strategy; the allocation of resources in the audit; and directing the efforts of the
engagement team. We summarise below the key audit matters (unchanged from 2020), in decreasing order of audit significance, in
arriving at our audit opinion above, together with our key audit procedures to address those matters and, as required for public interest
entities, our results from those procedures. These matters were addressed, and our results are based on procedures undertaken, in

the context of, and solely for the purpose of, our audit of the financial statements as a whole, and in forming our opinion thereon, and
consequently are incidental to that opinion, and we do not provide a separate opinion on these matters.

Goodwill and trademarks with indefinite lives impairment analysis — arising from the Reynolds American Inc. acquisition in 2017.

Refer to page 122 (Audit Committee report), page 186 (accounting policy) and pages 206 to 210 (financial disclosures).
Risk vs 2020: 4p>

Therisk:

Forecast-based assessment: As a result of the 2017 acquisition of Reynolds American Inc. (“Reynolds American”), the Group, as at

31 December 2021 has goodwill and trademarks with indefinite lives of £33,021 million and £69,475 million, respectively (2020: goodwill

of £32,719 million and trademarks with indefinite lives of £68,839 million). There is inherent uncertainty with regard to assumptions and
estimates involved in the Group’s forecast-based assessment of the recoverability of the trademarks with indefinite lives and goodwill.
There is significant auditor judgement involved in evaluating: (i) the budgeted revenue and discount rates used in the analysis of the
recoverability of trademarks with indefinite lives and goodwill allocated to the Reynolds American cash-generating unit; and (ii) the
impact of the proposed menthol ban on the terminal value and the discount rate for the Camel and Newport indefinite life trademarks and
goodwill allocated to the Reynolds American cash-generating unit.

The effect of these matters is that, as part of our risk assessment for audit planning purposes, we determined that the value-in-use
calculations of both trademarks with indefinite lives and goodwill had a high degree of estimation uncertainty, with a potential range

of reasonable outcomes greater than our materiality for the financial statements as a whole, and possibly many times that amount.

In conducting our final audit work, we concluded that reasonably possible changes to the value-in-use of both trademarks with indefinite
lives and goodwill would not be expected to result in material impairment. The financial statements (note 12) disclose the sensitivity of the
carrying amounts of relevant trademarks with indefinite lives and goodwill estimated by the Group.
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Ourresponse:

Control design and operation: Evaluating the processes and controls within the goodwill and trademarks with indefinite lives impairment
testing process, including controls over the development of the budgeted revenue and assessment of the impact of the proposed
menthol ban on the assumptions listed above;

Benchmarking and assessing assumptions: Assessing and challenging Reynolds American’s budgeted revenue against externally derived
publicly available data, including, broker and analyst reports, industry reports, media reports, macro-economic assumptions, academic
and scientific studies, and regulatory changes. In addition, and specifically for the Newport and Camel indefinite lived trademarks and the
goodwill allocated to the Reynolds American cash-generating unit, using relevant elements of this information to assess and challenge
the terminal value used in Reynolds American’s value-in-use based assessment of the recoverability of those assets;

Historical comparisons: Challenging the reasonableness of the assumptions, particularly budgeted revenue, by comparing the historical
projections to actual results to assess the Group’s ability to accurately forecast;

Assessment of the discount rate: We independently developed a range of discount rates with the assistance of our own valuations
specialist and compared these rates to those utilised by Reynolds American to assess their reasonableness;

Sensitivity analysis: Performing sensitivity analysis on the budgeted revenue to assess its impact on the Group’s determination that the
fair values of the Reynolds American goodwill and trademarks with indefinite lives exceed their carrying value; and

Assessing transparency: Assessing whether the Group’s disclosures detail the key estimates, judgements, and sensitivities with regard to
the impairment testing of trademarks with indefinite lives and the goodwill arising from the Reynolds American acquisition.

Ourresults:

We found the conclusion that there is no impairment of trademarks with indefinite lives and goodwiill arising from the Reynolds American
acquisition to be acceptable (2020: acceptable).

Contingent liabilities arising from litigation in Canada

Refer to page 122 (Audit Committee report), page 189 (accounting policy) and pages 261 to 263 and 264 to 266 (financial disclosures).
Risk vs 2020: 4»>

Therisk:

Dispute outcome: The Group is subject to a large number of claims including class actions, which could have a significant impact on the
results if potential exposures were to materialise. For our 2021 audit, in our judgement, the most significant risk continues to relate to
ongoing litigation in Canada. Imperial Tobacco Canada Limited (“Imperial”’) has received an unfavourable judgement on the smoking and
health class actions certified by the Quebec Superior Court. As a result of this judgement, Imperial has filed for creditor protection under
the Companies’ Creditors Arrangement Act (the “CCAA”). In seeking protection under the CCAA, Imperial will look to resolve not only the
Quebec case but also all other tobacco litigation in Canada under an efficient and court supervised process, while continuing to trade in
the normal course of business.

The amounts involved are significant, and the Group’s application of accounting standards to determine the amount, if any, to be
provided as a liability or disclosed as a contingent liability, is inherently subjective. Significant judgement was involved in auditing this
determination, including evaluating the Group’s assessment of the relevant law, historical and pending court rulings, and the Group’s
ability to estimate the likelihood and extent of any future economic outflow arising from the ultimate resolution of the Canadian litigation.

The effect of these matters is that, as part of our risk assessment, we determined that the potential exposure to litigation requires a high
degree of judgement, with a potential range of reasonable outcomes greater than our materiality for the financial statements as a whole,
and possibly many times that amount.

Ourresponse:

Control design and operation: Evaluating the processes and controls within the legal exposure process, including controls over the
interpretation of relevant law and related court rulings and estimation of the likelihood and extent of any future economic outflow arising
from the ultimate resolution of the Canadian litigation;

Enquiry of lawyers: Reading letters received directly from the Group’s external and internal legal counsel that evaluated the current status
of the Canadian legal proceedings. We also inquired of internal legal counsel to evaluate their basis for conclusions in their letter, including
challenging that it is not possible to reliably estimate any potential liability based on the current status of the proceedings;

Assess local legal precedence: Assessing relevant historical and recent judgements passed by the judicial court authorities in relation to
the Canadian litigation and reading the related Canadian court rulings in order to challenge Imperial’s interpretation of the Canadian legal
proceedings and the related contingent liability disclosures; and

Assessing transparency: Assessing whether the Group’s disclosures in relation to the Canadian litigation adequately disclose the
potential liabilities.
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Ourresults:

From the evidence obtained, we found the Group’s treatment of the contingent liabilities and related disclosures arising from litigation in
Canada to be acceptable (2020: acceptable).

Recoverability of parent Company’s investment in subsidiaries.
Refer to page 294 (accounting policy) and page 295 (financial disclosures). Risk vs 2020: 4P

Therisk:

Low risk, high value: The carrying amount of the parent Company’s investments in subsidiaries is £27,809 million (2020: £27,995 million)
which represents 71% (2020: 77%) of the Company’s total assets. Their recoverability is not a high risk of significant misstatement or
subject to significant judgement.

However, due to the materiality of investments in subsidiaries in the context of the parent Company financial statements, this is
considered to be the area that had the greatest effect on our overall parent Company audit.

Ourresponse:

Tests of detail: Comparing the carrying amount of parent Company’s direct investments, representing 100% (2020: 100%) of the total
investment balance with the relevant subsidiary’s draft balance sheet to identify whether their net assets, being an approximation of their
minimum recoverable amount, were in excess of their carrying amount and assessing whether those subsidiaries have historically been
profit-making.

We performed the tests above rather than seeking to rely on any of the parent Company’s controls because the nature of the balance is
such that we would expect to obtain audit evidence primarily through the detailed procedures described.

Ourresults:
We found the conclusion that there is no impairment of the investment in subsidiaries to be acceptable (2020: acceptable).

3 Our Application of Materiality and an Overview of the Scope of Our Audit

Materiality for the Group financial statements as a whole was set at £425 million (2020: £420 million), determined with reference to a
benchmark of Group profit before taxation. This represents 4.6% (2020: 4.7%) of the Group’s reported profit before taxation. Materiality for
the parent Company financial statements as a whole was set at £55 million (2020: £50 million) which is the component materiality for

the parent Company determined by the group audit engagement team. This is lower than the materiality we would otherwise have
determined by reference to Company net assets and represents 0.15% of the Company’s net assets (2020: 0.15%).

In line with our audit methodology, our procedures on individual account balances and disclosures were performed to a lower threshold,
performance materiality, so as to reduce to an acceptable level the risk that individually immaterial misstatements in individual account
balances add up to a material amount across the financial statements as a whole.

Performance materiality for the Group was set at 75% (2020: 75%) of materiality for the financial statements as a whole, which equates to
£318 million (2020: £315 million). We applied this percentage in our determination of performance materiality because we did not identify
any factors indicating an elevated level of risk.

Performance materiality for the parent Company was set at 75% (2020: 75%) of materiality for the financial statements as a whole, which
equates to £41.2 million (2020: £37.5 million). We applied this percentage in our determination of performance materiality because we did
not identify any factors indicating an elevated level of risk.

We agreed to report to the Audit Committee any corrected or uncorrected identified misstatements exceeding £21 million
(2020: £20 million) in addition to other identified misstatements that warranted reporting on qualitative grounds.
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Scope of our audit

The Group operates three shared service centres (2020: three) in Romania, Malaysia and Costa Rica, the outputs of which are included in
the financial information of the reporting components they service and therefore they are not separate reporting components. Each of
the service centres is subject to specified risk-focused audit procedures, predominantly the testing of transaction processing and review
controls. Additional procedures are performed at certain reporting components to address the audit risks not covered by the work
performed over the shared service centres.

We performed full scope audits for Group reporting purposes of 23 components (2020: 23 components). Audits of these components
were performed using materiality levels assigned by the group audit team, which were lower than the materiality level for the Group as a
whole, ranging from £55 million to £220 million (2020: £50 million to £200 million), and determined by reference to the size and risk profile
of the components.

Audits of one or more account balances were performed in respect of a further 10 components (2020: 13), using a materiality ranging from
£45 million to £90 million (2020: £40 to £70 million) assigned by the Group audit team. Specified audit procedures have been performed

at 2 components (2020: 2) using a materiality of £45 million (2020: £40 million). These 12 components for which we performed work other
than full scope audits for group reporting purposes were not individually significant but were included in the scope of our Group reporting
work in order to provide further coverage over the Group’s results. This is consistent with the approach that was adopted in 2020.

The work on 30 of the 35 components (2020: 33 of the 38 components) was performed by component auditors and the rest, including the
audit of the parent Company, was performed by the Group team.

The percentages of the Group’s revenue, the total profits and losses that make up the Group’s profit before taxation and the Group’s total
assets represented by the components within the scope of our work and procedures performed at corporate level are as follows:

Group revenue Group profit before tax Group total assets

83% 79% 96%
(84% 2020) (78% 2020) (95% 2020)

I Ful scope for Group audit purposes 2021

I Audit of one or more account balances 2021

1 Specified risk-focused audit procedures 2021
Full scope for Group audit purposes 2020

l Audit of one or more account balances 2020
Specified risk-focused audit procedures 2020

l Residual components

The remaining 17% (2020: 16%) of total group revenue, 21% (2020: 22%) of group profit before taxation and 4% (2020: 5%) of total group
assets is represented by 274 (2020: 295) reporting components, none of which individually represented more than 2% (2020: 2%) of any
of total Group revenue, Group profit before taxation or total Group assets. For the residual components, we performed analysis at an
aggregated Group level to re-examine our assessment that there were no significant risks of material misstatement within these.

The Group team instructed component auditors, and the auditors of the shared service centres, as to the significant areas to be covered,
including the relevant risks detailed above and the information to be reported back.
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We were able to rely upon the Group’s internal control over financial reporting in several areas of our audit, where our controls testing
supported this approach, which enabled us to reduce the scope of our substantive audit work; in the other areas the scope of the audit
work performed was fully substantive.

Due to the travel restrictions imposed as a result of COVID-19, the Group team limited physical site visits to one component location in
the United States for the purpose of business understanding, risk assessment and oversight procedures through discussions with the
component team. This was performed as a virtual site visit in 2020.

Consistent with 2020, the Group team performed virtual site visits at the shared service centres in Costa Rica, Malaysia, and Romania for
the purpose of business understanding, risk assessment and performing detailed file reviews.

In addition, the Group team held an audit risk planning and strategy virtual global conference which in-scope component auditors
attended. Further to these visits and conference, the Group team also held regular telephone and/or online meetings as part of the audit
planning phase to explain our audit instructions and discuss the component auditors’ audit plans as well as performing detailed remote
file reviews upon the completion of the component auditors’ engagements. The findings reported to the Group audit team were discussed
in more detail, and any further work required by the Group team that was then performed by the component auditor.

4 The Impact of Climate Change on Our Audit

In planning our audit, we considered the potential impacts of risks arising from climate change on the Group’s business and its
financial statements.

The Group has set its targets under the Paris Agreement to be net carbon neutral in scope 1and scope 2 emissions by 2030, and net
carbon neutral in scope 3 emissions by 2050. Further information has been provided in the Group’s Strategic Report on page 47. This year
has also seen the Group align their climate related disclosures with the recommendations of the Task Force on Climate Related Financial
Disclosure (“TCFD”) for the first time. These disclosures are included on pages 58 to 67 of the Annual Report.

Climate change risk could have a significant impact on the Group’s business as it adapts its strategy and operations to address the
potential financial risks which could arise from both the physical and transition risks associated with climate change. To evaluate and
assess the resilience of their business to climate change, the Group conducted a risk assessment exercise focusing on the impact of
climate change on their agricultural supply chain. Further information can be found on page 63 and 64.

As part of our audit, we have made enquiries of management to understand the extent of the potential impact of climate change risk on
the Group’s financial statements. We have performed a risk assessment of how climate risks facing the Group, particularly the agricultural
supply chain, and the Group’s strategy to mitigate these risks may affect the financial statements and our audit. Our risk assessment
focused on the risk climate change may pose to the determination of future cash flows. We also held discussions with our own climate
change professionals to challenge our risk assessment.

On the basis of our risk assessment, we determined that while climate change poses a risk to future access to tobacco and nicotine and
therefore to the forecast future cash flows, the risk to this year’s financial statements is not significant taking into account the extent

of headroom on the Reynolds American cash-generating unit and indefinite-life intangibles. As such, there was no impact on our key
audit matters.

We have read the climate related information in the front half of the Annual Report, which included the Group’s adoption of climate related
disclosures as recommended by the TCFD and considered consistency with the financial statements and our audit knowledge.

5 Going Concern

The Directors have prepared the financial statements on the going concern basis as they do not intend to liquidate the Group or the
Company or to cease their operations, and as they have concluded that the Group’s and the Company’s financial position means that this
is realistic. They have also concluded that there are no material uncertainties that could have cast significant doubt over their ability to
continue as a going concern for at least a year from the date of approval of the financial statements (“the going concern period”).

We used our knowledge of the Group, its industry, and the general economic environment to identify the inherent risks to its business
model and analysed how those risks might affect the Group’s and Company’s financial resources or ability to continue operations over the
going concern period. The risks that we considered most likely to adversely affect the Group’s and Company’s available financial resources
over this period were:

— The enactment of regulation that significantly impairs the Group’s ability to communicate, differentiate, market or launch its products; and
— Product liability, regulatory or other significant cases may be lost or compromised resulting in a material loss or other consequence.

We also considered less predictable but realistic second order impacts, such as the impact COVID-19 and the erosion of customer or
supplier confidence, which could result in a rapid reduction of available financial resources.
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We considered whether these risks could plausibly affect the liquidity in the going concern period by comparing severe, but plausible
downside scenarios that could arise from these risks individually and collectively against the level of available financial resources indicated
by the Group’s financial forecasts.

We considered whether the going concern disclosure in note 1to the financial statements gives a full and accurate description of the
Directors’ assessment of going concern.

Our conclusions based on this work:

— we consider that the directors’ use of the going concern basis of accounting in the preparation of the financial statements
is appropriate;

— we have not identified, and concur with the directors’ assessment that there is not, a material uncertainty related to events or
conditions that, individually or collectively, may cast significant doubt on the Group’s or Company’s ability to continue as a going
concern for the going concern period;

— we have nothing material to add or draw attention to in relation to the directors’ statement in note 1to the financial statements on
the use of the going concern basis of accounting with no material uncertainties that may cast significant doubt over the Group and
Company'’s use of that basis for the going concern period, and we found the going concern disclosure in note 1to be acceptable; and

— the related statement under the Listing Rules set out on page 83 is materially consistent with the financial statements and our
audit knowledge.

However, as we cannot predict all future events or conditions and as subsequent events may result in outcomes that are inconsistent with
judgements that were reasonable at the time they were made, the above conclusions are not a guarantee that the Group or the Company
will continue in operation.

6 Fraud and Breaches of Laws and Regulations — Ability to Detect

Identifying and responding to risks of material misstatement due to fraud

To identify risks of material misstatement due to fraud (“fraud risks”) we assessed events or conditions that could indicate an incentive or
pressure to commit fraud or provide an opportunity to commmit fraud. Our risk assessment procedures included:

— Enquiring of directors, the Audit Committee, and internal audit whether they have knowledge of any actual, suspected or alleged fraud,
and inspection of policy documentation as to the Group’s high-level policies and procedures to prevent and detect fraud, including the
internal audit function, and the Group’s channel for “whistleblowing”.

— Reading Board, Audit Committee, Remuneration Committee, Nominations Committee, Transactions Committee, Corporate Committee
and Committees of the Board’s minutes.

— Considering the International Executive Incentive Scheme and performance targets for senior management.
— Using analytical procedures to identify any unusual or unexpected relationships.

— Our forensic specialists assisted us in identifying fraud risk factors. This included attending the Risk Assessment and Planning
Discussion and participating in meetings with management to discuss matters relating to ongoing criminal investigations and
allegations of misconduct. With regards to anti-bribery and corruption, they assisted us in developing our audit approach to address
fraud risk factors and reviewed reporting deliverables submitted by component audit teams that were scoped in for additional anti-
bribery and corruption audit procedures.

We communicated identified fraud risks throughout the audit team and remained alert to any indications of fraud throughout the audit.
This included communication from the group to component audit teams of relevant fraud risks identified at the Group level and request to
component audit teams to report to the Group audit team any instances of fraud that could give rise to a material misstatement at Group.

As required by auditing standards, and taking into account possible pressures to meet profit targets, we perform procedures to address
the risk of management override of controls, in particular the risk that Group and component management may be in a position to

make inappropriate accounting entries and the risk of bias in accounting estimates. On this audit we do not believe there is a fraud risk
related to revenue recognition as the revenue model is non-complex with no material estimation or manual intervention, revenue is
disaggregated between a significant number of End Markets and remuneration targets are based on Group performance rather than End
Market performance.

We did not identify any additional fraud risks.
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In determining the audit procedures, we took into account the results of our evaluation and testing of the operating effectiveness of the
Group-wide fraud risk management controls.

We also performed procedures including:

— Identifying journal entries to test from a Group perspective based on risk criteria and comparing the identified entries to supporting
documentation. These included those posted to revenue accounts, those approved by an individual not authorised to approve postings,
those posted to accounts that contain significant estimates and period-end adjustments and those posted to accounts which could
drive certain key metrics such as the bonus calculation.

— Identifying journal entries to test for all components based on risk criteria and comparing the identified entries to supporting
documentation. These included those posted by senior finance management or directors, journal entry posted by a user who only
posted one entry for the fiscal year and those posted with an unusual combination.

— Assessing whether the judgements made in making accounting estimates are indicative of a potential bias.

Identifying and responding to risks of material misstatement due to non-compliance with laws and regulations

We identified areas of laws and regulations that could reasonably be expected to have a material effect on the financial statements
from our general commercial and sector experience, through discussion with the directors and other management (as required by
auditing standards), and from inspection of the Group’s regulatory and legal correspondence and discussed with the directors and other
management the policies and procedures regarding compliance with laws and regulations.

As the Group is regulated, our assessment of risks involved gaining an understanding of the control environment including the entity’s
procedures for complying with regulatory requirements.

We communicated identified laws and regulations throughout our team and remained alert to any indications of non-compliance
throughout the audit. This included communication from the Group to component audit teams of relevant laws and regulations identified
at the Group level, and a request for component auditors to report to the Group team any instances of non-compliance with laws and
regulations that could give rise to a material misstatement at the Group level.

The potential effect of these laws and regulations on the financial statements varies considerably.

Firstly, the Group is subject to laws and regulations that directly affect the financial statements including financial reporting legislation
(including related companies legislation), distributable profits legislation, taxation legislation and pension legislation and we assessed the
extent of compliance with these laws and regulations as part of our procedures on the related financial statement items.

Secondly, the Group is subject to many other laws and regulations where the consequences of non-compliance could have a material
effect on amounts or disclosures in the financial statements, for instance through the imposition of fines or litigation. We identified the
following areas as those most likely to have such an effect: health and safety, anti-bribery and corruption, money-laundering, sanctions,
environmental protection legislation, food and drug administration, data privacy, competition and contract legislation recognising the
financial and regulated nature of the Group’s activities. Auditing standards limit the required audit procedures to identify non-compliance
with these laws and regulations to enquiry of the directors and other management and inspection of regulatory and legal correspondence,
if any. Therefore if a breach of operational regulations is not disclosed to us or evident from relevant correspondence, an audit will not
detect that breach.

For the criminal investigations into allegations of misconduct by the governmental authorities’ matters discussed in note 31 we performed
inquiries, obtained legal confirmations, and assessed disclosures against our understanding from legal correspondence.

Context of the ability of the audit to detect fraud or breaches of law or regulation

Owing to the inherent limitations of an audit, there is an unavoidable risk that we may not have detected some material misstatements

in the financial statements, even though we have properly planned and performed our audit in accordance with auditing standards.

For example, the further removed non-compliance with laws and regulations is from the events and transactions reflected in the financial
statements, the less likely the inherently limited procedures required by auditing standards would identify it.

In addition, as with any audit, there remained a higher risk of non-detection of fraud, as these may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal controls. Our audit procedures are designed to detect material misstatement.
We are not responsible for preventing non-compliance or fraud and cannot be expected to detect non-compliance with all laws

and regulations.
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7 We Have Nothing to Report on the Other Information in the Annual Report

The directors are responsible for the other information presented in the Annual Report together with the financial statements. Our opinion
on the financial statements does not cover the other information and, accordingly, we do not express an audit opinion or, except as
explicitly stated below, any form of assurance conclusion thereon.

Our responsibility is to read the other information and, in doing so, consider whether, based on our financial statements audit work, the
information therein is materially misstated or inconsistent with the financial statements or our audit knowledge. Based solely on that work
we have not identified material misstatements in the other information.

Strategic report and directors’ report
Based solely on our work on the other information:

— we have not identified material misstatements in the strategic report and the directors’ report;
— inour opinion the information given in those reports for the financial year is consistent with the financial statements; and

— in our opinion those reports have been prepared in accordance with the Companies Act 2006.

Directors’ remunerationreport

In our opinion the part of the Directors’ Remuneration Report to be audited has been properly prepared in accordance with the Companies
Act 2006.

Disclosures of emerging and principal risks and longer-term viability

We are required to perform procedures to identify whether there is a material inconsistency between the directors’ disclosures in respect
of emerging and principal risks and the viability statement, and the financial statements and our audit knowledge.

Based on those procedures, we have nothing material to add or draw attention to in relation to:

— the directors’ confirmation within the viability statement on page 92 that they have carried out a robust assessment of the emerging
and principal risks facing the Group, including those that would threaten its business model, future performance, solvency and liquidity;

— the group principal risks disclosures describing these risks and how emerging risks are identified, and explaining how they are being
managed and mitigated; and

— the directors’ explanation in the viability statement of how they have assessed the prospects of the Group, over what period they have
done so and why they considered that period to be appropriate, and their statement as to whether they have a reasonable expectation
that the Group will be able to continue in operation and meet its liabilities as they fall due over the period of their assessment, including
any related disclosures drawing attention to any necessary qualifications or assumptions.

We are also required to review the viability statement, set out on page 92 under the Listing Rules. Based on the above procedures, we have
concluded that the above disclosures are materially consistent with the financial statements and our audit knowledge.

Our work is limited to assessing these matters in the context of only the knowledge acquired during our financial statements audit. As we
cannot predict all future events or conditions and as subsequent events may result in outcomes that are inconsistent with judgements
that were reasonable at the time they were made, the absence of anything to report on these statements is not a guarantee as to the
Group’s and Company’s longer-term viability.

Corporate governance disclosures

We are required to perform procedures to identify whether there is a material inconsistency between the directors’ corporate governance
disclosures and the financial statements and our audit knowledge.

Based on those procedures, we have concluded that each of the following is materially consistent with the financial statements and our
audit knowledge:

— the directors’ statement that they consider that the Annual Report and financial statements taken as a whole is fair, balanced and
understandable, and provides the information necessary for shareholders to assess the Group’s position and performance, business
model and strategy;

— the section of the Annual Report describing the work of the Audit Committee, including the significant issues that the Audit Committee
considered in relation to the financial statements, and how these issues were addressed; and

— the section of the Annual Report that describes the review of the effectiveness of the Group’s risk management and internal
control systems.

We are required to review the part of the Corporate Governance Statement relating to the Group’s compliance with the provisions of the
UK Corporate Governance Code specified by the Listing Rules for our review. We have nothing to report in these respects.
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8 We Have Nothing to Report on the Other Matters on Which We are Required to Report by Exception
Under the Companies Act 2006, we are required to report to you if, in our opinion:

— adequate accounting records have not been kept by the parent Company, or returns adequate for our audit have not been received from
branches not visited by us; or

— the parent Company financial statements and the part of the Directors’ Remuneration Report to be audited are not in agreement with
the accounting records and returns; or

— certain disclosures of directors’ remuneration specified by law are not made; or

— we have not received all the information and explanations we require for our audit.

We have nothing to report in these respects.

9 Respective Responsibilities

Directors’ responsibilities

As explained more fully in their statement set out on page 166, the directors are responsible for: the preparation of the financial
statements including being satisfied that they give a true and fair view; such internal control as they determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error; assessing the Group and
parent Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern; and using the going
concern basis of accounting unless they either intend to liquidate the Group or the parent Company or to cease operations, or have no
realistic alternative but to do so.

Auditor’s responsibilities

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue our opinion in an auditor’s report. Reasonable assurance is a high level of
assurance, but does not guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of the financial statements.

Afuller description of our responsibilities is provided on the FRC’s website at www.frc.org.uk/auditorsresponsibilities.

10 The Purpose of Our Audit Work and to Whom We Owe Our Responsibilities

This report is made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006

and the terms of our engagement by the Company. Our audit work has been undertaken so that we might state to the Company’s
members those matters we are required to state to them in an auditor’s report and the further matters we are required to state to them in
accordance with the terms agreed with the Company, and for no other purpose. To the fullest extent permitted by law, we do not accept
or assume responsibility to anyone other than the Company and the Company’s members, as a body, for our audit work, for this report, or
for the opinions we have formed.

Philip Smart (Senior Statutory Auditor)
for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

15 Canada Square
London
E145GL

10 February 2022
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2021 2020 2019
Notes £m £m £m
Revenue' 2 25,684 25,776 25,877
Raw materials and consumables used (4,542) (4,583) (4,599)
Changes in inventories of finished goods and work in progress 160 445 162
Employee benefit costs 3 (2,717) (2,744) (3,227)
Depreciation, amortisation and impairment costs 4 (1,076) (1,450) (1,512)
Other operating income 5 196 188 163
Loss on reclassification from amortised cost to fair value 3) 3) 3)
Other operating expenses 6 (7,468) (7,667) (7,851)
Profit from operations 2 10,234 9,962 9,016
Net finance costs 8 (1,486) (1,745) (1,602)
Share of post-tax results of associates and joint ventures 2,9 415 455 498
Profit before taxation 9,163 8,672 7912
Taxation on ordinary activities 10 (2,189) (2,108) (2,063)
Profit for the year 6,974 6,564 5,849
Attributable to:

Owners of the parent 6,801 6,400 5,704
Non-controlling interests 173 164 145
6,974 6,564 5,849

Earnings per share
Basic " 296.9p 280.0p 249.7p
Diluted il 295.6p 278.9p 249.0p

Note:
1. Revenue is net of duty, excise and other taxes of £38,595 million, £39,1772 million and £39,826 million for the years ended 31 December 2021, 2020 and 2019, respectively.

The accompanying notes are an integral part of these consolidated financial statements.
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Group Statement of Comprehensive Income

For the years ended 31 December

2021 2020 2019
Notes £m £m £m
Profit for the year 6,974 6,564 5,849
Other comprehensive income/(expense)
Items that may be reclassified subsequently to profit or loss: 509 (2,997) (3,216)
Foreign currency translation and hedges of net investments in foreign operations
— differences on exchange from translation of foreign operations 32 (2,597) (2,967)
— reclassified and reported in profit for the year 22(c) 291 - -
— net investment hedges — net fair value gains/(losses) on derivatives 75 (16) 21
— net investment hedges — differences on exchange on borrowings 24 (163) (18)
Cash flow hedges
— net fair value gains/(losses) 95 (257) (246)
— reclassified and reported in profit for the year 32 90 53
— tax on net fair value (gains)/losses in respect of cash flow hedges 10(f) (32) 44 56
Investments held at fair value
— net fair value gains 18 9 - -
Associates — share of OCI, net of tax 9 (17) (98) (M5)
Items that will not be reclassified subsequently to profit or loss: 313 55 (507)
Retirement benefit schemes
— net actuarial gains/(losses) 15 382 105 (582)
— surplus recognition 15 M 10 7)
— tax on actuarial (gains)/losses in respect of subsidiaries 10(f) (82) (26) 75
Associates — share of OCI, net of tax 9 14 (34) 7
Total other comprehensive income/(expense) for the year, net of tax 822 (2,942) (3,723)
Total comprehensive income for the year, net of tax 7,796 3,622 2,126
Attributable to:
Owners of the parent 7,622 3,474 2,000
Non-controlling interests 174 148 126
7,796 3,622 2,126

The accompanying notes are an integral part of these consolidated financial statements.
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Attributable to owners of the parent

Share
premium,
capital Total
redemption attributable Perpetual Non-
Share and merger Other Retained toowners hybrid controlling Total
capital reserves reserves earnings of parent bonds interests equity
Notes £m £m £m £m £m £m £m £m
Balance at1January 2021 614 26,618 (6,600) 42,041 62,673 - 282 62,955
Total comprehensive income for the
year comprising: - - 523 7,099 7,622 - 174 7,796
Profit for the year - - - 6,801 6,801 - 173 6,974
Other comprehensive income for the year - - 523 298 821 - 1 822
Other changes in equity
Cash flow hedges reclassified and
reported in total assets - - 45 - 45 - - 45
Employee share options
— value of employee services 28 - - - 76 76 - - 76
— treasury shares used for share
option schemes - 4 - (4) - - - -

Dividends and other appropriations
—ordinary shares 22(f) - - - (4,904) (4,904) - - (4,904)
(162) (162)

— to non-controlling interests - - - - -
Purchase of own shares

—held in employee share ownership trusts - - - (82) (82) - - (82)
Perpetual hybrid bonds

— proceeds, net of issuance fees 22(d) - - - - - 1,681 - 1,681
—tax onissuance fees - - - - - 4 - 4
— coupons paid - - - (6) (6) - - (6)
— tax on coupons paid - - - 1 1 - - 1
Non-controlling interests — acquisitions 27(b) - - - (5) (5) - - (5)
Other movements —

non-controlling interests 27(b) - - - - - - 6 6
Other movements - - - (4) (4) - - (4)
Balance at 31 December 2021 614 26,622 (6,032) 44,212 65,416 1,685 300 67,401

The accompanying notes are an integral part of these consolidated financial statements.
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Attributable to owners of the parent

Share
premium,
capital Total
redemption attributable Non-
Share and merger Other Retained toowners  controlling Total
capital reserves reserves earnings of parent interests equity
Notes £m £m £m £m £m £m £m
Balance at1January 2020 614 26,609 (3,555) 40,234 63,902 258 64,160
Total comprehensive income for the
year comprising: - - (3,012) 6,486 3,474 148 3,622
Profit for the year - - - 6,400 6,400 164 6,564
Other comprehensive (expense)/income
for the year - - (3,012) 86 (2,926) (16) (2,942)

Other changes in equity

Cash flow hedges reclassified and reported
in total assets - - (33) - (33) - (33)

Employee share options

— value of employee services 28 - - - 88 88 - 88
— proceeds from new shares issued - 2 - - 2 - 2
— treasury shares used for share

option schemes - 7 - (7) - - -
Dividends and other appropriations
— ordinary shares 22(f) - - - (4,747) (4,747) - (4,747)
— to non-controlling interests - - - - - (147) (147)
Purchase of own shares
—held in employee share ownership trusts - - - 17) 17) - 17)
Other movements non-controlling interests 27(b) - - - - - 17 17
Other movements - - - 4 4 - 4
Balance at 31 December 2020 614 26,618 (6,600) 42,041 62,673 282 62,955

Attributable to owners of the parent

Share
premium,
capital Total
redemption attributable Non-
Share and merger Other Retained toowners  controlling Total
capital reserves reserves earnings of parent interests equity
Notes £m £m £m £m £m £m £m
Balance at1January 2019 614 26,606 (333) 38,557 65,444 244 65,688
Total comprehensive income for the
year comprising: - - (3,190) 5,190 2,000 126 2,126
Profit for the year - - - 5,704 5,704 145 5,849
Other comprehensive expense for the year - - (3,190) (514) (3,704) (19) (3,723)

Other changes in equity

Cash flow hedges reclassified and reported
in total assets - - (32) - (32) - (32)

Employee share options

—value of employee services 28 - - - 15 15 - 15
— proceeds from shares issued - 3 - - 3 - 3
Dividends and other appropriations

— ordinary shares - - - (3,476) (3,476) - (3,476)
— to non-controlling interests - - - - - (148) (148)
Purchase of own shares

—held in employee share ownership trusts - - - mz) m7) - m7)
Other movements non-controlling interests  27(a),(b) - - - - - 36 36
Other movements - - - (35) (35) - (35)
Balance at 31 December 2019 614 26,609 (3,555) 40,234 63,902 258 64,160

The accompanying notes are an integral part of these consolidated financial statements.
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31 December

2021 2020
Notes £m £m
Assets
Intangible assets 12 115,625 115,343
Property, plant and equipment 13 4,953 5,060
Investments in associates and joint ventures 14 1,948 1,796
Retirement benefit assets 15 918 714
Deferred tax assets 16 61 534
Trade and other receivables 17 210 242
Investments held at fair value 18 50 22
Derivative financial instruments 19 243 367
Total non-current assets 124,558 124,078
Inventories 20 5,279 5,998
Income tax receivable 17 79
Trade and other receivables 7 3,951 3,721
Investments held at fair value 18 456 242
Derivative financial instruments 19 182 430
Cash and cash equivalents 21 2,809 3,139
12,794 13,609
Assets classified as held-for-sale 13 3
Total current assets 12,807 13,612
Total assets 137,365 137,690
Equity — capitaland reserves
Share capital 22(a) 614 614
Share premium, capital redemption and merger reserves 22(b) 26,622 26,618
Other reserves 22(c) (6,032) (6,600)
Retained earnings 22(c) 44,212 42,041
Owners of the parent 65,416 62,673
Perpetual hybrid bonds 22(d) 1,685 -
Non-controlling interests 22(e) 300 282
Total equity 67,401 62,955
Liabilities
Borrowings 23 35,666 39,927
Retirement benefit liabilities 15 1,239 1,524
Deferred tax liabilities 16 16,462 16,314
Other provisions for liabilities 24 392 387
Trade and other payables 25 982 1,064
Derivative financial instruments 19 79 41
Total non-current liabilities 54,820 59,257
Borrowings 23 3,992 4,041
Income tax payable 879 868
Other provisions for liabilities 24 461 598
Trade and other payables 25 9,577 9,693
Derivative financial instruments 19 235 278
Total current liabilities 15,144 15,478
Total equity and liabilities 137,365 137,690

The accompanying notes are an integral part of these consolidated financial statements.

On behalf of the Board

Luc Jobin
Chairman

10 February 2022
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Group Cash Flow Statement

For the years ended 31 December

2021 2020 2019
Notes £m £m £m
Profit for the year 6,974 6,564 5,849
Taxation on ordinary activities 2,189 2,108 2,063
Share of post-tax results of associates and joint ventures (415) (455) (498)
Net finance costs 1,486 1,745 1,602
Profit from operations 10,234 9,962 9,016
Adjustments for
— depreciation, amortisation and impairment costs 4 1,076 1,450 1,512
— decrease/(increase) in inventories 433 (144) (377)
— (increase)/decrease in trade and other receivables (393) 300 (699)
— decrease in receivables related to the charge in respect of the Quebec Class Actions 24 - - 436
— (decrease)/increase in Master Settlement Agreement payable 6 (36) 369 (124)
— increase/(decrease) in trade and other payables 183 (320) 730
— decrease in net retirement benefit liabilities (104) (96) (40)
— (decrease)/increase in other provisions for liabilities (145) - 382
— other non-cash items 27(d) 430 46 106
Cash generated from operating activities 11,678 11,567 10,948
Dividends received from associates 353 351 252
Tax paid (2,314) (2132) (2,204)
Net cash generated from operating activities 9,717 9,786 8,996
Cash flows from investing activities
Interest received 33 48 80
Purchases of property, plant and equipment (527) (51 (664)
Proceeds on disposal of property, plant and equipment 31 44 34
Purchases of intangibles (218) (244) (157)
Purchases of investments (369) (343) (191)
Proceeds on disposals of investments 141 184 339
Investment in associates and acquisitions of other subsidiaries net of cash acquired (133) 39 (86)
Disposal of subsidiary, net of cash disposed of 27(d) (98) - -
Net cash used ininvesting activities (1,140) (783) (639)
Cash flows from financing activities
Interest paid on borrowings and financing related activities (1,479) (1,737) (1,601)
Interest element of lease liabilities (23) (26) (32
Capital element of lease liabilities (154) (164) (154)
Proceeds from increases in and new borrowings 978 9,826 4,247
Reductions in and repayments of borrowings (4,843) (10,633) (5,640)
Inflows/(outflows) relating to derivative financial instruments 229 (283) (564)
Purchases of own shares held in employee share ownership trusts (82) (18) M7)
Proceeds from the issue of perpetual hybrid bonds, net of issuance costs 22(d) 1,681 - -
Coupon paid on perpetual hybrid bonds (6) - -
Dividends paid to owners of the parent (4,904) (4,745) (4,598)
Capital injection from and purchases of non-controlling interests 30 1 17 20
Dividends paid to non-controlling interests (150) (136) (157)
Other 3 2 3
Net cash used in financing activities (8,749) (7,897) (8,593)
Net cash flows (used in)/generated from operating, investing and financing activities 172) 1,106 (236)
Differences on exchange (253) (253) (57)
(Decrease)/increase in net cash and cash equivalents in the year (425) 853 (293)
Net cash and cash equivalents at 1January 2,888 2,035 2,328
Net cash and cash equivalents at 31 December 21 2,463 2,888 2,035

The accompanying notes are an integral part of these consolidated financial statements.
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1 Accounting Policies

Basis of preparation

The consolidated financial statements have been prepared in
accordance with International Financial Reporting Standards
(IFRS) as issued by the International Accounting Standards Board
(IASB) and UK-adopted international accounting standards®, and
in accordance with the provisions of the UK Companies Act 2006©.
UK-adopted international accounting standards differ in certain
respects from IFRS as issued by the IASB. The differences have no
impact on the Group’s consolidated financial statements for the
periods presented.

The consolidated financial statements have been prepared on a
going concern basis under the historical cost convention except as
described in the accounting policy below on financial instruments.
In performing its going concern assessment, management
considered forecasts and liquidity requirements within the going
concern period. This includes the impact of COVID-19, as well as
the payments arising from the Master Settlement Agreement due
in the U.S. in 2022 and other known liabilities or future payments
(including interim dividends), as they fall due.

The preparation of the consolidated financial statements requires
management to make estimates and assumptions that affect the
reported amounts of revenues, expenses, assets and liabilities, and
the disclosure of contingent liabilities at the date of the financial
statements. The key estimates and assumptions are set out in

the accounting policies below, together with the related notes to
the accounts.

The critical accounting judgements include:

— the identification and quantification of adjusting items, which are
separately disclosed as memorandum information, is explained
below and the impact of these on the calculation of adjusted
earnings per share is described in note 11;

— the determination as to whether to recognise provisions and the
exposures to contingent liabilities related to pending litigation or
other outstanding claims, as well as other contingent liabilities.
The accounting policy on contingent liabilities, which are not
provided for, is set out below and the contingent liabilities of the
Group are explained in note 31. Judgement is necessary to assess
the likelihood that a pending claim is probable (more likely than
not to succeed), possible or remote;

— the determination as to whether control (subsidiaries), joint
control (joint arrangements), or significant influence (associates)
exists in relation to the investments held by the Group. This is
assessed after taking into account the Group’s ability to appoint
Directors to the entity’s Board, its relative shareholding
compared with other shareholders, any significant contracts
or arrangements with the entity or its other shareholders and
other relevant facts and circumstances. The application of these
policies to Group subsidiaries in territories including Canada is
explained in note 32;

— the review of applicable exchange rates for transactions with and
translation of entities in territories where there are restrictions
on the free access to foreign currency, or multiple exchange
rates; and

— the determination as to whether perpetual hybrid bonds should
be classified as equity instead of borrowings (note 22(d)).

The critical accounting estimates include:

— thereview of asset values, especially indefinite life assets such as
goodwill and certain trademarks and similar intangibles. The key
assumptions used in respect of the impairment testing are
the determination of cash-generating units, the budgeted and
forecast cash flows of these units, the long-term growth rate for
cash flow projections and the rate used to discount the cash flow
projections. These are described in note 12;

— the estimation of and accounting for retirement benefit costs.
The determination of the carrying value of assets and liabilities,
as well as the charge for the year, and amounts recognised
in other comprehensive income, involves judgements made
in conjunction with independent actuaries. These involve
estimates about uncertain future events based on the
environment in different countries, including life expectancy
of scheme members, salary and pension increases, inflation,
as well as discount rates and asset values at the year-end.

The assumptions used by the Group and sensitivity analysis are
described in note 15; and

— the estimation of amounts to be recognised in respect of
taxation and legal matters, and the estimation of other provisions
for liabilities and charges are subject to uncertain future events,
may extend over several years and so the amount and/or timing
may differ from current assumptions. The accounting policy for
taxation is explained below. The recognised deferred tax assets
and liabilities, together with a note of unrecognised amounts,
are shown in note 16, and a contingent tax asset is explained in
note 10(b). Other provisions for liabilities and charges are as set
out in note 24. Litigation related deposits are shown in note 17.
The application of these accounting policies to the payments
made and credits recognised under the Master Settlement
Agreement by Reynolds American Inc. (Reynolds American) is
described in note 6(b).

Such estimates and assumptions are based on historical
experience and various other factors that are believed to be
reasonable in the circumstances and constitute management’s
best judgement at the date of the financial statements. In the
future, actual experience may deviate from these estimates and
assumptions, which could affect the financial statements as the
original estimates and assumptions are modified, as appropriate, in
the year in which the circumstances change.

These consolidated financial statements were authorised for issue
by the Board of Directors on 10 February 2022.

Basis of consolidation

The consolidated financial information includes the financial
statements of British American Tobacco p.l.c. and its subsidiary
undertakings, collectively ‘the Group’, together with the Group’s
share of the results of its associates and joint arrangements.

A subsidiary is an entity controlled by the Group. The Group
controls an entity when the Group is exposed to, or has rights to,
variable returns from its involvement with the entity and has the
ability to affect those returns through its power over the entity.
Non-controlling interests represent the share of earnings or equity
in subsidiaries that is not attributable, directly or indirectly, to
shareholders of the Group.
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Associates comprise investments in undertakings, which are not
subsidiary undertakings or joint arrangements, where the Group’s
interest in the equity capital is long-term and over whose operating
and financial policies the Group exercises a significant influence.
They are accounted for using the equity method.

Joint arrangements comprise contractual arrangements where two
or more parties have joint control and where decisions regarding the
relevant activities of the entity require unanimous consent.

Joint operations are jointly-controlled arrangements where the
parties to the arrangement have rights to the underlying assets and
obligations for the underlying liabilities relating to the arrangement.
The Group accounts for its share of the assets, liabilities, income
and expenses of any such arrangement.

Joint ventures comprise arrangements where the parties to the
arrangement have rights to the net assets of the arrangement.
They are accounted for using the equity method.

Foreign currencies and hyperinflationary territories

The functional currency of the Parent Company is sterling and
this is also the presentation currency of the Group. The income
and cash flow statements of Group undertakings expressed

in currencies other than sterling are translated to sterling
using exchange rates applicable to the dates of the underlying
transactions. Average rates of exchange in each year are used
where the average rate approximates the relevant exchange
rate at the date of the underlying transactions. Assets and
liabilities of Group undertakings are translated at the applicable
rates of exchange at the end of each year. In territories where
there are restrictions on the free access to foreign currency or
multiple exchange rates, the applicable rates of exchange are
regularly reviewed.

The differences between retained profits translated at average and
closing rates of exchange are taken to reserves, as are differences
arising on the retranslation to sterling (using closing rates of
exchange) of overseas net assets at the beginning of the year,

and are presented as a separate component of equity. They are
recognised in the income statement when the gain or loss on
disposal of a Group undertaking is recognised.

Foreign currency transactions are initially recognised in the
functional currency of each entity in the Group using the exchange
rate ruling at the date of the transaction. Foreign exchange gains
and losses resulting from the settlement of such transactions

and from the translation of foreign currency assets and liabilities
at year-end rates of exchange are recognised in the income
statement, except when deferred in equity as qualifying cash flow
hedges, on intercompany net investment loans and qualifying net
investment hedges. Foreign exchange gains or losses recognised in
the income statement are included in profit from operations or net
finance costs depending on the underlying transactions that gave
rise to these exchange differences.

In addition, for hyperinflationary countries where the effect on the
Group results would be significant, the financial statements in local
currency are adjusted to reflect the impact of local inflation prior

to translation into sterling, in accordance with IAS 29 Financial
Reporting in Hyperinflationary Economies. Where applicable,

IAS 29 requires all transactions to be indexed by an inflationary
factor to the balance sheet date, potentially leading to a monetary
gain or loss on indexation. In addition, the Group assesses the
carrying value of fixed assets after indexation and applies IAS 36
Impairment of Assets, where appropriate, to ensure that the
carrying value correctly reflects the economic value of such assets.

@ Denotes phrase, paragraph or similar that does not form part of BAT's Annual Report
on Form 20-F as filed with the SEC.

185

Governance Report Other Information

The results and balance sheets of operations in hyperinflationary
territories are translated at the period end rate. In the case of
Venezuela, the Group uses an estimated exchange rate calculated
by reflecting the development of the general price index since the
Group last achieved meaningful repatriation of dividends.

Revenue

Revenue principally comprises sales of cigarettes, other

tobacco products, and nicotine products, to external customers.
Revenue excludes duty, excise and other taxes related to salesin
the period and is stated after deducting rebates, returns and other
similar discounts and payments to direct and indirect customers.
For vast majority of the Group’s sales, revenue is recognised when
control of the goods is transferred to a customer at a point in time;
this is usually evidenced by a transfer of the significant risks and
rewards of ownership upon delivery to the customer, which in
terms of timing is not materially different to the date of shipping.

Retirement benefit costs

The Group operates both defined benefit and defined contribution
schemes including post-retirement healthcare schemes.

For defined benefit schemes, the actuarial cost charged to profit
from operations consists of current service cost, net interest on
the net defined benefit liability or asset, past service cost and

the impact of any settlements. The net deficit or surplus for each
defined benefit pension scheme is calculated in accordance with
IAS 19 Employee Benefits based on the present value of the defined
benefit obligation at the balance sheet date less the fair value of
the scheme assets adjusted, where appropriate, for any surplus
restrictions or the effect of minimum funding requirements.

Some benefits are provided through defined contribution schemes
and payments to these are charged as an expense as they fall due.

Share-based payments

The Group has equity-settled and cash-settled share-based
compensation plans.

Equity-settled share-based payments are measured at fair value
at the date of grant. The fair value determined at the grant date
of the equity-settled share-based payments is expensed over the
vesting period, based on the Group’s estimate of awards that will
eventually vest. For plans where vesting conditions are based on
total shareholder returns, the fair value at date of grant reflects
these conditions, whereas earnings per share vesting conditions
are reflected in the calculation of awards that will eventually vest
over the vesting period.

For cash-settled share-based payments, a liability equal to the
portion of the services received is recognised at its current fair
value determined at each balance sheet date.

Fair value is measured by the use of the Black-Scholes option
pricing model, except where vesting is dependent on market
conditions when the Monte-Carlo option pricing model is used.
The expected life used in the models has been adjusted, based on
management’s best estimate, for the effects of non-transferability,
exercise restrictions and behavioural considerations.
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Research and development

Research expenditure is charged to income in the year in which it
is incurred. Development expenditure is charged to income in the
year itis incurred, unless it meets the recognition criteria of IAS 38
Intangible Assets to be capitalised as an intangible asset.

Taxation

Taxation is chargeable on the profits for the period, together with
deferred taxation. The current income tax charge is calculated

on the basis of tax laws enacted or substantively enacted at the
balance sheet date in the countries where the Group’s subsidiaries,
associates and joint arrangements operate and generate

taxable income.

Deferred taxation is provided in full using the liability method for
temporary differences between the carrying amount of assets and
liabilities for financial reporting purposes and the amount used for
taxation purposes. A deferred tax asset is recognised only to the
extent that it is probable that future taxable profits will be available
against which the asset can be utilised.

Deferred tax is determined using the tax rates that have been
enacted or substantively enacted by the balance sheet date and
are expected to apply when the related deferred tax asset is
realised or deferred tax liability is settled.

Tax is recognised in the income statement except to the extent
that it relates to items recognised in other comprehensive income
or directly in equity, in which case it is recognised in the statement
of other comprehensive income or the statement of changes

in equity.

The Group has exposures in respect of the payment or recovery

of a number of taxes. With effect from 1January 2019, the Group
adopted the requirements of IFRIC 23 Uncertainty over Income Tax
Treatments which requires that, where there is uncertainty as to
whether a particular tax treatment will be accepted by the relevant
taxation authority, the financial statements reflect the probable
outcome with estimated amounts determined based on the most
likely amount or expected value, depending on which method is
expected to better predict the resolution of the uncertainty. Prior to
1January 2019, liabilities or assets for these payments or recoveries
were recognised at such time as an outcome became probable and
when the amount could reasonably be estimated.

Goodwill

Goodwill arising on acquisitions is capitalised and any impairment
of goodwill is recognised immediately in the income statement and
is not subsequently reversed.

Goodwill in respect of subsidiaries is included in intangible assets.
In respect of associates and joint ventures, goodwill is included in
the carrying value of the investment in the associated company or
joint venture. On disposal of a subsidiary, associate or joint venture,
the attributable amount of goodwill is included in the determination
of the profit or loss on disposal.

Intangible assets other than goodwiill

The intangible assets shown on the Group balance sheet
consist mainly of trademarks and similar intangibles, including
certain intellectual property, acquired by the Group’s subsidiary
undertakings and computer software.

Acquired trademarks and similar assets are carried at cost less
accumulated amortisation and impairment. Trademarks with
indefinite lives are not amortised but are reviewed annually for
impairment. Other trademarks and similar assets are amortised
on a straight-line basis over their remaining useful lives, consistent
with the pattern of economic benefits expected to be received,
which do not exceed 20 years. Any impairments of trademarks are
recognised in the income statement, but increases in trademark
values are not recognised.

Computer software is carried at cost less accumulated
amortisation and impairment, and, with the exception of global
software solutions, is amortised on a straight-line basis over
periods ranging from three years to five years. Global software
solutions are software assets designed to be implemented on a
global basis and used as a standard solution by all of the operating
companies in the Group. Prior to 2021, these assets were amortised
on a straight-line basis over periods not exceeding 10 years.

Since 2021, global software solutions are amortised on a straight-
line basis over periods not exceeding 13 years. The revision in useful
economic life is a result of ongoing use of global software solutions
due to the extension of third-party supplier support. In 2021 and
2022, the estimated impact of this change in accounting estimate
is a reduction in annual amortisation expense of £26 million and, in
2023, a reduction in annual amortisation expense of £12 million.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated
depreciation and impairment. Depreciation is calculated on a
straight-line basis to write off the assets over their useful economic
life. No depreciation is provided on freehold land or assets
classified as held-for-sale. Freehold and leasehold property are
depreciated at rates between 2.5% and 4% per annum, and plant
and equipment at rates between 3% and 25% per annum.

Capitalisedinterest

Borrowing costs which are directly attributable to the acquisition,
construction or production of intangible assets or property, plant
and equipment that takes a substantial period of time to get ready
for its intended use or sale, are capitalised as part of the cost of
the asset.

Leased assets

With effect from 1January 2019, the Group has applied IFRS 16
Leases to contractual arrangements which are, or contain, leases
of assets, and consequently recognises right-of-use assets and
lease liabilities at the commencement of the leasing arrangement,
with the assets included as part of property, plant and equipment
in note 13 and the liabilities included as part of borrowings in

note 23.

In adopting IFRS 16, the Group applied the modified retrospective
approach with no restatement of prior periods, as permitted

by the Standard. The Group took advantage of certain practical
expedients available under the Standard, including ‘grandfathering’
previously recognised lease arrangements such that contracts
were not reassessed at the implementation date as to whether
they were, or contained, a lease, and leases previously classified

as finance leases under IAS 17 Leases remained capitalised on the
adoption of IFRS 16.
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For leasing arrangements entered into after 1January 2019, the
Group has also adopted several practical expedients available
under the Standard including not applying the requirements

of IFRS 16 to leases of intangible assets, applying the portfolio
approach where appropriate to do so, and to not apply the
recognition and measurement requirements of IFRS 16 to short-
term leases (leases of less than 12 months maximum duration)
or leases of low-value assets. Except for property-related
leases, non-lease components have not been separated from
lease components.

Lease liabilities are initially recognised at an amount equal to the
present value of estimated contractual lease payments at the
inception of the lease, after taking into account any options to
extend the term of the lease. Lease commitments are discounted
to present value using the interest rate implicit in the lease if this
can be readily determined, or the applicable incremental rate of
borrowing, as appropriate. Right-of-use lease assets are initially
recognised at an amount equal to the lease liability, adjusted for
initial direct costs in relation to the assets, then depreciated over
the shorter of the lease term and their estimated useful lives.

Prior to 1January 2019, the Group applied IAS 17 Leases.
Arrangements where the Group had substantially all the risks and
rewards of ownership of the leased asset were classified as finance
leases and were included as part of property, plant and equipment.
Under IAS 17, leases which were not classified as finance leases
were classified as operating leases and such arrangements

were not capitalised. Rental payments under operating leases
were charged to operating profit on a straight-line basis over the
lease term.

Impairment of non-financial assets

Assets are reviewed for impairment whenever events indicate
that the carrying amount of a cash-generating unit may not be
recoverable. In addition, assets that have indefinite useful lives are
tested annually for impairment. An impairment loss is recognised
to the extent that the carrying value exceeds the higher of the
asset’s fair value less costs to sell and its value-in-use.

A cash-generating unit is the smallest identifiable group of assets
that generates cash flows which are largely independent of the
cash flows from other assets or groups of assets. At the acquisition
date, any goodwill acquired is allocated to the relevant cash-
generating unit or group of cash-generating units expected to
benefit from the acquisition for the purpose of impairment testing
of goodwill.

Impairment of financial assets held at amortised cost

Loss allowances for expected credit losses on financial assets
which are held at amortised cost are recognised on initial
recognition of the underlying asset. As permitted by IFRS 9
Financial Instruments, loss allowances on trade receivables arising
from the recognition of revenue under IFRS 15 Revenue from
Contracts with Customers are initially measured at an amount
equal to lifetime expected losses. Allowances in respect of loans
and other receivables are initially recognised at an amount equal
to 12-month expected credit losses. Allowances are measured
at an amount equal to the lifetime expected credit losses where
the credit risk on the receivables increases significantly after
initial recognition.
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Inventories

Inventories are stated at the lower of cost and net realisable

value. Cost is based on the weighted average cost incurred in
acquiring inventories and bringing them to their existing location
and condition, which will include raw materials, direct labour and
overheads, where appropriate. Net realisable value is the estimated
selling price less costs to completion and sale. Tobacco inventories
which have an operating cycle that exceeds 12 months are
classified as current assets, consistent with recognised

industry practice.

Biological Assets

The investments in associates and joint ventures shown in the
Group balance sheet include biological assets held by Organigram
Holdings Inc. In accordance with IAS 41 Agriculture, the Group
measures biological assets at fair value less costs to sell up to the
point of harvest, at which point this becomes the basis for the

cost of finished goods inventories after harvest with subsequent
expenditures incurred on these being capitalised, where applicable,
in accordance with IAS 2 Inventories. Unrealised fair value gains
and losses arising during the growth of biological assets are
recognised immediately in the income statement.

Equity instruments

Instruments are classified as either financial liabilities or as

equity in accordance with the substance of the contractual
arrangements. Instruments that cannot be settled in the Group’s
own equity instruments and that include no contractual obligation
to deliver cash or another financial asset are classified as equity.
Equity instruments issued by the Group are recognised at the
proceeds received, net of issuance costs.

On 27 September 2021, the Group issued two €1 billion perpetual
hybrid bonds. As the Group has the unconditional right to avoid
transferring cash or another financial asset in relation to these
bonds, they are classified as equity instruments in the consolidated
financial statements.

Financial instruments

The Group’s business model for managing financial assets is set
out in the Group Treasury Manual which notes that the primary
objective with regard to the management of cash and investments
is to protect against the loss of principal. Additionally, the Group
aims: to maximise Group liquidity by concentrating cash at the
Centre, to align the maturity profile of external investments with
that of the forecast liquidity profile, to wherever practicable,
match the interest rate profile of external investments to that

of debt maturities or fixings, and to optimise the investment
yield within the Group’s investment parameters. The majority

of financial assets are held in order to collect contractual cash
flows (typically cash and cash equivalents and loans and other
receivables), but some assets (typically investments) are held for
investment potential.

Financial assets and financial liabilities are recognised when

the Group becomes a party to the contractual provisions of the
relevant instrument and derecognised when it ceases to be a
party to such provisions. Such assets and liabilities are classified
as current if they are expected to be realised or settled within

12 months after the balance sheet date. If not, they are classified as
non-current. In addition, current liabilities include amounts where
the entity does not have an unconditional right to defer settlement
of the liability for at least 12 months after the balance sheet date.
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The Group early adopted the phase one and phase two
Amendments to IFRS 9 Financial Instruments and IFRS 7 Financial
Instruments: Disclosures regarding Interest Rate Benchmark
Reform in 2019 and 2020 respectively. The Amendments provide
an exemption for certain hedging relationships directly affected by
changes in interest rate benchmarks where the reform gives rise to
uncertainties regarding the interest rate designated as a hedged
risk, or the timing or amount of interest rate cashflows of either the
hedged item or of the hedging instrument, such that without the
exemption the relationship might not qualify for hedge accounting.
In addition, the Amendments provide a practical expedient for
financial assets and financial liabilities that are modified or have
existing contractual terms activated that change the basis for
determining the contractual cash flows as a result of Interest Rate
Benchmark Reform, such that the change to the contractual cash
flows is applied prospectively by revising the effective interest rate.

Non-derivative financial assets are classified on initial
recognition in accordance with the Group’s business model as
investments, loans and receivables, or cash and cash equivalents
and accounted for as follows:

— Investments: these are non-derivative financial assets
that cannot be classified as loans and other receivables or
cash and cash equivalents. Dividend and interest income
on these investments are included within finance income
when the Group’s right to receive payments is established.
This category includes financial assets at fair value through
profit and loss and financial assets at fair value through other
comprehensive income.

— Loans and other receivables: these are non-derivative
financial assets with fixed or determinable payments that
are solely payments of principal and interest on the principal
amount outstanding, that are primarily held in order to collect
contractual cash flows. These balances include trade and other
receivables, which are measured at amortised cost, using the
effective interest rate method, and stated net of allowances
for credit losses, and deposits with banks and other financial
institutions which cannot be classified as cash and cash
equivalents. In addition, as explained in note 17, certain litigation
related deposits are recognised as assets within loans and other
receivables where management has determined that these
payments represent a resource controlled by the entity as a
result of past events. These deposits are held at the fair value
of consideration transferred less impairment, if applicable, and
have not been discounted.

— Cash and cash equivalents: cash and cash equivalents include
cash in hand and deposits held on call, together with other
short-term highly liquid investments including investments
in certain money market funds. Cash equivalents normally
comprise instruments with maturities of three months or less
at their date of acquisition. In the cash flow statement, cash and
cash equivalents are shown net of bank overdrafts, which are
included as current borrowings in the liabilities section on the
balance sheet.

Fair values for quoted investments are based on observable market
prices. If there is no active market for a financial asset, the fair value
is established by using valuation techniques principally involving
discounted cash flow analysis.

Non-derivative financial liabilities, including borrowings and
trade payables, are stated at amortised cost using the effective
interest method. For borrowings, their carrying value includes
accrued interest payable, as well as unamortised issue costs.
As shown in note 23, certain borrowings are subject to fair value
hedges, as defined below.

Derivative financial assets and liabilities are initially recognised,
and subsequently measured, at fair value, which includes accrued
interest receivable and payable where relevant. Changes in their fair
values are recognised as follows:

— for derivatives that are designated as cash flow hedges, the changes
in their fair values are recognised directly in other comprehensive
income, to the extent that they are effective, with the ineffective
portion being recognised in the income statement. Where the
hedged item results in a non-financial asset, the accumulated
gains and losses, previously recognised in other comprehensive
income, are included in the initial carrying value of the asset (basis
adjustment) and recognised in the income statement in the same
periods as the hedged item. Where the underlying transaction does
not result in such an asset, the accumulated gains and losses are
reclassified to the income statement in the same periods as the
hedged item;

— for derivatives that are designated as fair value hedges, the carrying
value of the hedged item is adjusted for the fair value changes
attributable to the risk being hedged, with the corresponding entry
being made in the income statement. The changes in fair value of
these derivatives are also recognised in the income statement;

— for derivatives that are designated as hedges of net investments in
foreign operations, the changes in their fair values are recognised
directly in other comprehensive income, to the extent that they
are effective, with the ineffective portion being recognised in the
income statement. Where non-derivatives such as foreign currency
borrowings are designated as net investment hedges, the relevant
exchange differences are similarly recognised. The accumulated
gains and losses are reclassified to the income statement when the
foreign operation is disposed of; and

— for derivatives that do not qualify for hedge accounting or are not
designated as hedges, the changes in their fair values are recognised
in the income statement in the period in which they arise. These are
referred to as ‘held-for-trading’.

In order to qualify for hedge accounting, the Group is required to
document prospectively the economic relationship between the item
being hedged and the hedging instrument. The Group is also required
to demonstrate an assessment of the economic relationship between
the hedged item and the hedging instrument, which shows that the
hedge will be highly effective on an ongoing basis. This effectiveness
testing is re-performed periodically to ensure that the hedge has
remained, and is expected to remain, highly effective.

Hedge accounting is discontinued when a hedging instrument is
derecognised (e.g. through expiry or disposal), or no longer qualifies
for hedge accounting. Where the hedged item is a highly probable
forecast transaction, the related gains and losses remain in equity
until the transaction takes place, when they are reclassified to the
income statement in the same manner as for cash flow hedges

as described above. When a hedged future transaction is no

longer expected to occur, any related gains and losses, previously
recognised in other comprehensive income, are immediately
reclassified to the income statement.

Derivative fair value changes recognised in the income statement
are either reflected in arriving at profit from operations (if the
hedged item is similarly reflected) or in finance costs.

188




BAT Annual Reportand Form 20-F 2021 Strategic Report

1 Accounting Policies Continued

Dividends

The Company pays interim quarterly dividends, and the Group
recognises the interim dividend in the period in which it is paid.

Segmental analysis

The Group is organised and managed on the basis of its geographic
regions. These are the reportable segments for the Group as they
form the focus of the Group’s internal reporting systems and are
the basis used by the chief operating decision maker, identified

as the Management Board, for assessing performance and
allocating resources.

The Group is primarily a single product business providing
cigarettes and other tobacco products. While the Group has
clearly differentiated brands, global segmentation between a wide
portfolio of brands is not part of the regular internally reported
financial information. The results of New Category products are
reported as part of the results of each geographic region, and
currently individually and in aggregate represent less than 10% of
the Group’s revenue and operating profit in total.

The prices agreed between Group companies for intra-group

sales of materials, manufactured goods, charges for royalties,
commissions, services and fees, are based on normal commercial
practices which would apply between independent businesses.
Royalty income, less related expenditure, is included in the region in
which the licensor is based.

Adjustingitems

Adjusting items are significant items of income or expense in
revenue, profit from operations, net finance costs, taxation and
the Group’s share of the post-tax results of associates and joint
ventures which individually or, if of a similar type, in aggregate,
are relevant to an understanding of the Group’s underlying
financial performance because of their size, nature or incidence.
In identifying and quantifying adjusting items, the Group
consistently applies a policy that defines criteria that are required
to be met for an item to be classified as adjusting. These items are
separately disclosed in the segmental analyses or in the notes to
the accounts as appropriate.

The Group believes that these items are useful to users of the
Group financial statements in helping them to understand the
underlying business performance and are used to derive the
Group’s principal non-GAAP measures of adjusted revenue,
adjusted profit from operations, adjusted diluted earnings per
share and ®operating cash flow conversion ratio®, all of which are
before the impact of adjusting items and which are reconciled from
revenue, profit from operations, diluted earnings per share, ®cash
conversion ratio and net cash generated from operating activities®.

Provisions

Provisions are recognised when either a legal or constructive
obligation as a result of a past event exists at the balance sheet
date, it is probable that an outflow of economic resources will be
required to settle the obligation and a reasonable estimate can be
made of the amount of the obligation.

@ 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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Contingent liabilities and contingent assets

Subsidiaries and associate companies are defendants in tobacco-
related and other litigation. Provision for this litigation (including
legal costs) is made at such time as an unfavourable outcome
becomes probable and the amount can be reasonably estimated.

Contingent assets are possible assets whose existence will only
be confirmed by future events not wholly within the control of
the entity and are not recognised as assets until the realisation of
income is virtually certain.

Where a provision has not been recognised, the Group records its
external legal fees and other external defence costs for tobacco-
related and other litigation as these costs are incurred.

As explained in note 17, certain litigation-related deposits are
recognised as assets within loans and other receivables where
management has determined that these payments represent a
resource controlled by the entity. These deposits are held at the fair
value of consideration transferred less impairment, if applicable,
and have not been discounted.

Repurchase of share capital

When share capital is repurchased, the amount of consideration
paid, including directly attributable costs, is recognised as

a deduction from equity. Repurchased shares which are not
cancelled, or shares purchased for the employee share ownership
trusts, are classified as treasury shares and presented as a
deduction from total equity.

Future changes to accounting policies

A number of interpretations and revisions to existing standards
have been issued which will be applicable to the Group financial
statements in future years, but are not expected to have a material
effect on reported profit or equity or on the disclosures in the
financial statements.
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The chief operating decision maker, the Management Board, reviews adjusted profit from operations at constant currencies to evaluate
segment performance and allocate resources to the overall business on a geographic region basis. The Management Board also reviews
at constant currencies adjusted revenues on a geographic region basis, which are included within adjusted profit from operations.

Regional Directors are responsible for delivering the operating and financial results of their Region inclusive of all product categories.
Therefore, the results of New Categories (comprising Tobacco Heating Products, Vapour products and Modern Oral products) are
reported to the Management Board as part of the results of each geographic region. However, additional information has been provided
to disaggregate revenue based on product category to enable investors to better compare the Group’s business performance across
periods and by reference to the Group’s investment activity. Interest income, interest expense, share of post-tax results of associates and
joint ventures and taxation are centrally managed, and accordingly, such items are not presented by segment as they are excluded from
the measure of segment profitability.

The four geographic regions are the reportable segments for the Group as they form the focus of the Group’s internal reporting systems
and are the basis used by the Management Board for assessing performance and allocating resources. Transactions between Group
subsidiaries are conducted on arm’s length terms in accordance with appropriate transfer pricing rules and Organisation for Economic
Cooperation & Development (OECD) principles. The Management Board reviews current and prior year adjusted segmental revenue and
adjusted profit from operations at constant rates of exchange. The constant rate comparison provided for reporting segment information
is based on a retranslation, at prior year exchange rates, of the current year results of the Group, including intercompany royalties payable
in foreign currency to UK entities. However, the Group does not adjust for the normal transactional gains and losses in operations which
are generated by movements in exchange rates.

In respect of the U.S. region, all financial statements and financial information provided by or with respect to the U.S. business or RAI (and/
or RAl and its subsidiaries (collectively, the ‘Reynolds Group’)) are prepared on the basis of US GAAP and constitute the primary financial
statements or financial information of the U.S. business or RAI (and/or the Reynolds Group). Solely for the purpose of consolidation within
the results of BAT p.l.c. and the BAT Group, this financial information is then converted to IFRS. To the extent any such financial information
provided in these financial statements relates to the U.S. business or RAI (and/or the Reynolds Group), it is provided as an explanation of
the U.S. business’s or RAI's (and/or the Reynolds Group’s) primary US GAAP based financial statements and information.

Effective 1January 2022, the North African markets of Algeria, Egypt, Libya, Morocco, Sudan and Tunisia, which currently form part of the
ENA region, will be moved to the APME region.

The following table shows 2021 revenue and adjusted revenue at current rates, and 2021 adjusted revenue translated using 2020 rates of
exchange. The 2020 figures are stated at the 2020 rates of exchange.

2021 2020
Adjusted Adjusted  Adjusting
Revenue Revenue items Revenue

Constant Translation Current Current Current Adjusted Adjusting
rates exchange rates rates rates Revenue items Revenue
£m £m £m £m £m £m £m £m
us. 12,530 (839) 11,691 - 11,691 1,473 - 1,473
APME 4,535 (344) 4,191 - 4,191 4,537 - 4,537
AMSSA 4,067 (266) 3,801 - 3,801 3,772 - 3,772
ENA 6,429 (428) 6,001 - 6,001 5,994 - 5,994
Revenue 27,561 (1,877) 25,684 - 25,684 25,776 - 25,776

Note: adjusting items in revenue are in respect of excise included in goods acquired from a third party under short-term arrangements and then passed on to customers. This is deemed as
adjusting due to the distorting nature to revenue and operating margin. From 2020 onwards, such arrangements have been discontinued or are immaterial such that no adjustments have been
made in 2020 and 2021.

The following table shows 2020 revenue and adjusted revenue at current rates, and 2020 adjusted revenue translated using 2019 rates of
exchange. The 2019 figures are stated at the 2019 rates of exchange.

2020 2019
Adjusted Adjusted Adjusting
Revenue Revenue items Revenue

Constant  Translation Current Current Current Adjusted Adjusting
rates exchange rates rates rates Revenue items Revenue
£m £m £m £m £m £m £m £m
u.s. 11,536 (63) 1,473 - 1,473 10,373 - 10,373
APME 4,644 (107) 4,537 - 4,537 5153 - 5153
AMSSA 4,321 (549) 3,772 - 3,772 4,261 - 4,261
ENA 6,169 (175) 5,994 - 5,994 6,040 50 6,090
Revenue 26,670 (894) 25,776 - 25,776 25,827 50 25,877

Note: adjusting items in revenue are in respect of excise included in goods acquired from a third party under short-term arrangements and then passed on to customers. This is deemed as
adjusting due to the distorting nature to revenue and operating margin.
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2 Segmental Analyses Continued

The following table shows 2021 profit from operations and adjusted profit from operations at current rates, and 2021 adjusted profit from
operations translated using 2020 rates of exchange. The 2020 figures are stated at the 2020 rates of exchange.

2021 2020
Adjusted* Adjusted*
segment segment Segment
result result result Adjusted*
Constant Translation Current  Adjusting* Current segment Adjusting* Segment
rates exchange rates items rates result items result
£m £m £m £m £m £m £m £m
u.s. 6,343 (456) 5,887 (321) 5,566 5,784 (809) 4,975
APME 1,833 (116) 1,717 (430) 1,287 1,853 (3817) 1,472
AMSSA 1,688 (98) 1,590 (94) 1,496 1,618 (65) 1,553
ENA 2,088 (132) 1,956 (71) 1,885 2,110 (148) 1,962
Profit from operations 11,952 (802) 11,150 (916) 10,234 1,365 (1,403) 9,962
Net finance costs (1,486) (1,745)
Share of post-tax results of associates
and joint ventures 415 455
Profit before taxation 9,163 8,672
Taxation on ordinary activities (2,189) (2,108)
Profit for the year 6,974 6,564

* The adjustments to profit from operations are explained in notes 3, 4, 6(d), 6(f), 6(g) and 7.

The following table shows 2020 profit from operations and adjusted profit from operations at current rates, and 2020 adjusted profit from
operations translated using 2019 rates of exchange. The 2019 figures are stated at the 2019 rates of exchange.

2020 2019
Adjusted* Adjusted*
segment segment Segment
result result result Adjusted*
Constant Translation Current Adjusting* Current segment Adjusting* Segment
rates exchange rates items rates result items result
£m £m £m £m £m £m £m £m
u.s. 5,816 (32 5,784 (809) 4,975 5,036 (626) 4,410
APME 1,909 (56) 1,853 (381) 1,472 2,059 (306) 1,753
AMSSA 1,796 (178) 1,618 (65) 1,553 1,842 (638) 1,204
ENA 2,140 (30) 2,110 (148) 1,962 2,193 (544) 1,649
Profit from operations 1,661 (296) 1,365 (1,403) 9,962 11,130 (2M4) 9,016
Net finance costs (1,745) (1,602)
Share of post-tax results of associates
and joint ventures 455 498
Profit before taxation 8,672 7912
Taxation on ordinary activities (2,08) (2,063)
Profit for the year 6,564 5,849

* The adjustments to profit from operations are explained in notes 4, 5, 6(d), 6(f), 6(g) and 7.
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Adjusted profit from operations at constant rates of £11,952 million (2020: £11,661 million; 2019: £11,032 million) excludes adjusting
depreciation, amortisation and impairment charges as explained in notes 4 and 7. These are excluded from segmental adjusted profit from
operations at constant rates as follows:

2021 2020
Adjusted Adjusted
depreciation, depreciation,
amortisation amortisation Depreciation, Adjusted
and and amortisation depreciation, Depreciation,
impairment impairment and amortisation amortisation
Constant Translation Current Adjusting impairment and Adjusting and
rates exchange rates items Currentrates impairment items  impairment
£m £m £m £m £m £m £m £m
u.s. 210 (7) 203 276 479 204 272 476
APME 154 (8) 146 20 166 167 274 441
AMSSA 131 (8) 123 56 179 121 34 155
ENA 266 (14) 252 - 252 259 19 378
761 (37) 724 352 1,076 751 699 1,450
2020 2019
Adjusted Adjusted
depreciation, depreciation, Depreciation,
amortisation amortisation amortisation Adjusted
and and and depreciation, Depreciation,
impairment impairment impairment amortisation amortisation
Constant  Translation Current Adjusting Current and Adjusting and
rates exchange rates items rates  impairment items  impairment
£m £m £m £m £m £m £m £m
us. 205 (1 204 272 476 258 391 649
APME 170 3) 167 274 441 163 182 345
AMSSA 137 (16) 121 34 155 137 35 172
ENA 266 (7) 259 19 378 216 130 346
778 (27) 751 699 1,450 774 738 1,512

Additional information by product category

Although the Group’s operations are managed on a Regional basis, additional information for revenue is provided based on product
category as follows:

2021 2020 2019

Revenue £m £m £m
Combustibles 22,029 22,752 23,001
New Categories 2,054 1,443 1,255
Vapour 927 611 401
THP 853 634 728
Modern Oral 274 198 126
Traditional Oral 1,118 1,160 1,081
Other 483 421 540
Revenue 25,684 25,776 25,877
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External revenue and non-current assets other than financial instruments, deferred tax assets and retirement benefit assets are analysed
between the UK and all foreign countries at current rates of exchange as follows:

United Kingdom All foreign countries Group

2021 2020 2019 2021 2020 2019 2021 2020 2019

Revenue is based on location of sale £m £m £m £m £m £fm £m £m £m
External revenue 209 188 178 25,475 25,588 25,699 25,684 25,776 25,877
United Kingdom All foreign countries Group

2021 2020 2021 2020 2021 2020

£m £m £m £fm £m £fm

Intangible assets 481 487 115,144 114,856 115,625 115,343
Property, plant and equipment 339 344 4,614 4,716 4,953 5,060
Investments in associates and joint ventures 8 8 1,940 1,788 1,948 1,796

The consolidated results of the Reynolds Group operating in the U.S. met the criteria for separate disclosure under the requirements
of IFRS 8 Operating Segments. Revenue arising from the operations of the Reynolds Group, inclusive of the sales made to fellow
Group companies, in 2021, 2020 and 2019 was £11,707 million, £11,481 million and £10,417 million, respectively. The majority of sales
are to customers based in the U.S. Non-current assets attributable to the operations of the Reynolds Group were £106,495 million
(2020: £105,549 million).

The main acquisitions comprising the goodwill balance of £43,194 million (2020: £43,319 million), included in intangible assets, are provided
in note 12. Included in investments in associates and joint ventures are amounts of £1,759 million (2020: £1,724 million) attributable to the
investment in ITC Ltd. Further information is provided in notes 9 and 14.

3 Employee Benefit Costs

2021 2020 2019

£m £m £m

Wages and salaries 2,315 2,277 2,651
Social security costs 185 194 223
Other pension and retirement benefit costs (note 15) 139 182 227
Share-based payments — equity and cash-settled (note 28) 78 91 120
2,717 2,744 3,221

Included within employee benefits costs are expenses in relation to the Group’s restructuring and integration initiatives of £160 million
(2020: £91 million; 2019: £364 million), as explained in note 7.

On 7 October 2021, a partial buy-out was concluded in the U.S. with approximately US$1.9 billion (£1.4 billion) of plan liabilities being
removed from the balance sheet, resulting in a settlement gain of £35 million, which is reported in the income statement, and recognised
as an adjusting item.

4 Depreciation, Amortisation and Impairment Costs

2021 2020 2019

£m £m £m

Intangibles —amortisation and impairment of trademarks and similar intangibles 333 360 508
—amortisation and impairment of computer software 129 129 108

— impairment of goodwvill 57 209 194

Property, plant and equipment — depreciation and impairment 557 752 702
1,076 1,450 1,512

Enumerated below are movements in costs that have impacted depreciation, amortisation and impairment in 2021, 2020 and 2019.
These include changes in our underlying business performance, as well as impact of adjusting items, as defined in note 1.

193




BAT Annual Reportand Form 20-F 2021

Notes on Accounts
Continued
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Intangibles —amortisation and impairment of trademarks and similar intangibles

Acquisitions in previous years have resulted in the capitalisation of trademarks and similar intangibles, including those which are
amortised over their expected useful lives, which do not exceed 20 years. The amortisation and impairment of these acquired trademarks
and similar intangibles are charged to the income statement as adjusting. In 2021, the amortisation and impairment of these acquired
trademarks and similar intangibles is £306 million (2020: £339 million; 2019: £481 million). In 2019, the Group incurred an impairment charge
of £129 million, which included the partial impairment of the Kodiak brand as a result of declining volumes.

Impairment of goodwill
The impairment of goodwill is charged to the income statement as adjusting, and further information is provided in note 12(e).

During 2021, the Group impaired £3 million of goodwill held in Myanmar as a result of the decision to cease activities in the market.
The Group also recognised a goodwill impairment charge of £54 million in 2021 due to continued difficult trading conditions in Peru as
a consequence of the COVID-19 pandemic.

During 2020, the Group impaired the goodwill arising from Malaysia amounting to £197 million, goodwill arising from the acquisition
of Twisp of £11 million and goodwill arising from the acquisition of Blue Nile of £1 million.

During 2019, the Group impaired the goodwill arising from the Bentoel acquisition, amounting to £172 million, goodwill arising from
the VapeWild acquisition of £12 million and goodwill arising from the Highendsmoke acquisition of £10 million.

Property, plant and equipment — depreciation and impairment
The following items are included within depreciation and impairment of property, plant and equipment:

— Restructuring and integration related depreciation and impairment costs and reversals were a net credit of £11 million (2020: £151 million
net cost; 2019: £63 million net cost) resulting from obsolete machines in relation to downsizing and factory rationalisation as mentioned
in note 7; and

— Gains and losses recognised on disposal of property, plant and equipment.

5 Other Operating Income

Other operating income of £196 million (2020: £188 million; 2019: £163 million) comprises income that is associated with the Group’s
normal activities, but which falls outside the definition of turnover and includes one-off capital profits on property sales and one-off
disposals of fixed assets.

As explained in note 31, the Group recognised £5 million (2020: £58 million; 2019: £86 million) in respect of a tax case in Brazil. In addition,
during 2021, £130 million of the unrecognised contingent asset in respect of historical VAT on social contributions claims was sold to
financial institutions for £45 million.

Also, in 2021, R.J. Reynolds Tobacco Company (RJRT) reached an agreement with several Master Settlement Agreement (MSA) states to
waive RJRT’s claims under the MSA in connection with a settlement between those MSA states and a non-participating manufacturer,
S&M Brands, Inc. (S&M Brands), under which the states released certain claims against S&M Brands in exchange for receiving a portion
of the funds S&M Brands had deposited into escrow accounts in those states pursuant to the states’ escrow statutes. In consideration
for waiving claims, RJRT, together with Santa Fe Natural Tobacco Company, received approximately £40 million from the escrow funds
paid to those MSA states under their settlement with S&M Brands.

In 2019, as discussed in note 7, certain items of operating income have been incurred as part of the Group’s restructuring and
integration activities.
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6 Other Operating Expenses

(a) temsincluded within other operating expenses
The following items are included within other operating expenses:

2021 2020 2019
£m £m £m
Other operating expenses 7,468 7,667 7,851
The following items are included within other operating expenses:
Master settlement agreement (note 6(b),(d)) 2,486 2,783 2,163
Marketing expenses in operating profit (note 6(c)) 1,242 1,096 1,149
Inventory write-offs (note 20) 215 309 255
Research and development expenses (excluding employee benefit costs and depreciation) (note 6(e)) 141 121 126
Loss on disposal of BAT Pars (note 6(f)) 358 - -
Excise, VAT and penalties in respect of disputes in Turkey, South Korea and Russia (note 6(g)) 26 (40) 202
Judgment in respect of Quebec class actions (note 6(h)) - - 436
Exchange differences 19 (29) 22
Hedge ineffectiveness within operating profit (5) 3) 5)
Expenses relating to short-term leases 8 10 16
Expenses relating to leases of low-value assets 1 1 1
Gains arising from sale and leaseback transactions - m -
Auditor’s remuneration (note 6(i)) 271 28.3 25.3

(b) Master Settlement Agreement

In 1998, the major U.S. cigarette manufacturers (including the R.J. Reynolds Tobacco Company, Lorillard and Brown & Williamson,
businesses which are now part of the Reynolds Group) entered into the Master Settlement Agreement (MSA) with attorneys general representing
most U.S. states and territories. The MSA imposes a perpetual stream of future payment obligations on the major U.S. cigarette manufacturers.
The amounts of money that the participating manufacturers are required to annually contribute are based upon, amongst other things, the
volume of cigarettes sold and market share (based on cigarette shipments in that year).

During 2012, R.J. Reynolds Tobacco Company, Santa Fe Natural Tobacco Company (SFNTC), various other tobacco manufacturers, 17 states, the
District of Columbia and Puerto Rico reached an agreement related to the Non-Participating Manufacturer (NPM) adjustment under the MSA,
and three more states joined the agreement in 2013. Under this agreement, R.J. Reynolds Tobacco Company has received credits of more than
USS1 billion, in respect of its Non-Participating Manufacturer (NPM) Adjustment claims related to the period from 2003 to 2012. These credits
have been applied against the companies’ MSA payments over a period of five years from 2013, subject to, and dependent upon, meeting the
various ongoing performance obligations. During 2014, two additional states agreed to settle NPM disputes related to claims for the period

2003 to 2012. R.J. Reynolds Tobacco Company has received US$170 million in credits, which has been applied over a five-year period from 2014.
During 2015, another state agreed to settle NPM disputes related to claims for the period 2004 to 2014 and included a method to determine future
adjustments from 2015 forward. R.J. Reynolds Tobacco Company has received US$285 million in credits, which was applied over a four-year
period from 2016. During 2016, no additional states agreed to settle NPM disputes. During 2017, two more states agreed to settle NPM disputes
related to claims for the period 2004 to 2014. It is estimated that R.J. Reynolds Tobacco Company will receive US$61 million in credits, which will
be applied over a five-year period from 2017. During 2018, nine more states agreed to settle NPM disputes related to claims for the period 2004 to
2019, with an option through 2022, subject to certain conditions. It is estimated that R.J. Reynolds Tobacco Company will receive US$182 million in
credits for settled periods through 2017, which will be applied over a five-year period from 2018. Also, in 2018, one additional state agreed to settle
NPM disputes related to claims for the period 2004 to 2024, subject to certain conditions. It is estimated that R.J. Reynolds Tobacco Company
will receive US$205 million in credits for settled periods through 2017, which will be applied over a five-year period from 2019. In the first quarter of
2020, certain conditions set forth in the 2017 and 2018 agreements were met for those 10 states. In addition, in August 2020, 24 states, the District
of Columbia and Puerto Rico agreed to settle NPM disputes related to claims for the period 2018 to 2022. Credits in respect of future years’
payments and the NPM Adjustment claims would be accounted for in the applicable year and will not be treated as adjusting items. Only credits
in respect of prior year payments are included as adjusting items.

In 2020, R.J. Reynolds Tobacco Company recognised additional expenses under the state settlement agreements in the States of Mississippi,
Florida, Texas and Minnesota. R.J. Reynolds Tobacco Company recognised US$241 million of expense for payment obligations to the State of
Florida for the ITG Brands, LLC acquired brands from the date of divestiture, June 12, 2015, as a result of an unfavourable judgment. In addition,
R.J. Reynolds Tobacco Company recognised US$264 million related to the resolution of claims against it in the States of Texas, Minnesota

and Mississippi for payment obligations to those states for the ITG Brands, LLC acquired brands from the date of divestiture. Finally, R.J.
Reynolds Tobacco Company settled certain related claims with Phillip Morris USA under the state settlemnent agreements in the states of
Mississippi, Texas and Minnesota for US$8 million. Additional information related to the resolution of these claims is included in notes 6(d) and 31.
During 2021, an additional USS17 million expense was recognised in relation to the final resolution of the Texas and Minnesota claims.

The BAT Group is subject to substantial payment obligations under the MSA and the state settlement agreements with the States of
Mississippi, Florida, Texas and Minnesota (such settlement agreements, collectively State Settlement Agreements). Reynolds Group’s
operating subsidiaries’ expenses and payments under the MSA and the State Settlement Agreements for 2021 amounted to
US$3,420 million (2020: USS$3,572 million; 2019: USS$2,762 million) in respect of settlement expenses and US$3,744 million (2020:
USS$2,848 million; 2019: US$2,918 million) in respect of settlement cash payments.
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(c) Marketing expenses in operating profit

Certain marketing activities, such as discounts or allowances provided to customers, are required to be deducted from revenue as
explained in note 1. Other marketing expenses, such as point of sale and promotional materials, media advertising and sponsorship,
and consumer research, are reported as operating expenses and have been shown in the table above.

(d) Litigation costs

Litigation costs included within other operating expenses, and reported as an adjusting item, were £54 million (2020: £87 million;
2019: £236 million) predominantly related to other litigation costs including Engle progeny.

In 2020, also included as an adjusting item was a charge of £400 million incurred largely in respect of charges following the development
in cases regarding payment obligations under the state settlement agreements with Florida, Texas, Minnesota and Mississippi for brands
previously sold to a third party. The Group recognised a charge of £188 million in the period for a final judgment of a case in the Florida
court. The Group continues to pursue indemnification remedies in a Delaware court for payments made to Florida as a result of this
judgment, as explained in note 31. During 2020, the Group also recognised a provision of £212 million related to the settlement discussions
with other manufacturers and the States of Texas, Minnesota and Mississippi for payment obligations related to these brands in prior
years. During 2021, an additional £12 million expense was recognised in relation to the final resolution of the Texas and Minnesota claims.

(e) Research and development

Total research and development costs, including employee benefit costs and depreciation, are £304 million (2020: £307 million;

2019: £376 million). Included in the 2019 research and development costs is £65 million of costs primarily related to packages in respect
of employee benefit reductions as part of the Group’s 2019 restructuring initiative (Quantum), as discussed in note 7.

(f) Loss on disposal of BAT Pars

On 6 August 2021, the Group disposed of its Iranian subsidiary, B.A.T. Pars Company PJSC (BAT Pars). Included within other operating
expenses, and recognised as an adjusting item, is a charge of £358 million comprising £272 million of foreign exchange reclassified from
other comprehensive income (note 22(c)(i)) and an impairment charge and associated costs of £88 million. In addition, a credit of £2 million
was recognised in relation to a partial unwind of discounting on the deferred proceeds. More information has been provided in note 27(d).

(g) Tax disputes in Turkey, South Korea and Russia
The settlement of tax disputes in Turkey, South Korea and Russia were recognised as adjusting items.

Turkey

As explained in note 31, British American Tobacco Tutun Mamulleri Sanayi ve Ticaret Anonim Sirketi (BAT Tutun) was subject to a series

of tax audits mainly on inventory movements for the years 2015, 2016 and 2019. In August 2021, BAT Tutun applied under the relevant tax
amnesty law to settle its retrospective tax assessments. Based on the settlement through the tax amnesty procedure, BAT Tutun agreed
to pay £47 million in 18 instalments from 1 November 2021 until 31July 2024. Of the £47 million, £30 million of excise and penalties were
recognised and charged to operating profit, £11 million as interest in net finance costs (note 8(b)) and £6 million in taxation.

South Korea

As explained in note 31, on 16 September 2021, Rothmans Far East B.V. Korea Branch Office received £4 million in relation to a VAT case.
In line with the treatment of the associated expense incurred in 2016, the cash received was recognised as an adjusting item.

Russia

In August 2019, the Russian tax authority issued a final audit report to JSC British American Tobacco-SPb (BAT SpB) related to the
application of legislation introduced in 2017 that prospectively limited the amount of production that could take place prior to excise tax
increases, without being subject to higher excise tax rates. The final audit report sought to retrospectively apply the legislation to the
years 2015 to 2017. BAT SpB submitted an appeal to the Federal Tax Services (FTS) objecting to the findings. The FTS accepted some

of BAT SpB’s arguments and, on 27 January 2020, a final claim was issued by the FTS. As a consequence, the Group recognised a charge
of £202 million. The Group also recognised an interest charge of £50 million (note 8(b)).

In 2020, a credit of £40 million was recognised in relation to the 2019 charge discussed above, of which £14 million was offset in the
adjusting items included in taxation (note 10(d)).

(h) Quebec class actions

In 2019, a charge of £436 million was incurred in respect of the Quebec class actions, as explained in note 31, and charged as an
adjusting item.

196




BAT Annual Reportand Form 20-F 2021 Strategic Report Governance Report Other Information

6 Other Operating Expenses Continued

(i) Auditor’s remuneration

2021 2020 2019
£m £m £m

Auditor’s remuneration
Total expense for audit services pursuant to legislation:
— fees to KPMG LLP for Parent Company and Group audit 8.7 8.7 6.8
— fees to KPMG LLP firms and associates for local statutory and Group reporting audits 9.5 9.9 9.0
Total audit fees expense — KPMG LLP firms and associates 18.2 18.6 15.8
Audit fees expense to other firms 0.2 0.2 0.1
Total audit fees expense 18.4 18.8 15.9
Fees to KPMG LLP firms and associates for other services:
— audit-related assurance services 8.0 8.5 8.5
— other assurance services 0.3 0.5 0.5

— tax advisory services - — _
— tax compliance - — _
— audit of defined benefit schemes of the Company 0.4 0.5 0.4
— other non-audit services - - _

8.7 9.5 9.4

The total auditor’s remuneration to KPMG firms and associates included above are £26.9 million (2020: £28.1 million; 2019: £25.2 million).

Under SEC regulations, the remuneration to KPMG firms and associates of £26.9 million in 2021 (2020: £28.1 million; 2019: £25.1 million)

is required to be presented as follows: audit fees £26.2 million (2020: £27.5 million; 2019: £24.7 million), audit-related fees £0.4 million
(2020: £0.5 million; 2019: £0.4 million), tax fees £nil (2020: £nil; 2019: £nil) and all other fees £0.3 million (2020: £0.1 million; 2019: £0.1 million).
Audit-related fees are in respect of services provided to associated pension schemes. All other fees are in respect of other assurance
services, including those provided over information derived from the financial information systems subject to audit or over the controls
over those systems.

7 Restructuring and Integration Costs

Restructuring costs reflect the costs incurred as a result of initiatives to improve the effectiveness and the efficiency of the Group as

a globally integrated enterprise. These costs represent additional expenses incurred that are not related to the normal business and
day-to-day activities. These initiatives include the costs associated with Quantum, being a review of the Group’s organisational structure
announced in 2019 to simplify the business and create a more efficient, agile and focused company. In 2019 and 2020, these also included
a review of the Group’s manufacturing operations. It is expected that such restructuring programmes (related to Quantum) will be
substantially complete by the end of 2022.

The costs of the Group’s initiatives are included in profit from operations under the following headings:

2021 2020 2019

£m £m £m

Employee benefit costs (note 3) 160 91 364
Depreciation, amortisation and impairment costs (note 4) (11) 151 63
Other operating income (note 5) - - (7)
Other operating expenses 1 166 145
150 408 565

The adjusting charge in 2021 relates to the cost of employee packages in respect of Quantum and the ongoing costs associated with
initiatives to improve the effectiveness and efficiency of the Group as a globally integrated organisation. In addition, Quantum initiatives in
certain countries have resulted in the move to above market business models utilising local distributors as importers. As a consequence,
with the cessation of a physical presence in these markets, foreign exchange previously recognised in Other Comprehensive Income for
these countries has been reclassified to the income statement and reported within other operating expenses (note 22(c)(i)).

Included under the Quantum initiatives above is a charge of £27 million, including £4 million for foreign exchange reclassified from equity
(note 22(c)(i)), related to the Group’s withdrawal from Myanmar. In addition, as set out in note 4, goodwiill in relation to Myanmar was
impaired and charged to the income statement. These costs were recognised in 2021 as an adjusting item.

197




BAT Annual Reportand Form 20-F 2021

Notes on Accounts
Continued

7 Restructuring and Integration Costs Continued

The depreciation, amortisation and impairment costs in 2021 include a credit of £25 million due to a partial reversal of previously estimated
impairment following the revision of factory rationalisation initiatives.

Included within other operating expenses is a credit of £59 million representing the release of an accrual on the successful conclusion of
the dispute with former shareholders of Reynolds American, as explained in note 31.

The adjusting charges in 2020 and 2019 relate to the ongoing restructuring costs associated with the implementation of revisions to the
Group’s operating model, mainly in relation to Quantum, including the cost of packages in respect of permanent headcount reduction
and permanent employee benefit reductions in the Group. The costs also cover the downsizing and factory rationalisation activities in the
Netherlands and Hungary in 2020, Germany in 2019, and Russia and APME in both 2020 and 2019.

Also, in 2020, as a consequence of a reduction in volumes due to the significant increase in excise in Indonesia, the Group announced
arestructuring programme which included the partial closure of the factory operations in Indonesia. As a result of this decision, a

£69 million impairment was recognised in respect of machinery. This impairment charge related to some of the machinery in use as well
as machinery held for future use which, following the significant changes in consumer preferences, is not expected to be brought in to
manufacturing in the future.

Also included in other operating income in 2019 are amounts related to cash and reversal of deferred consideration associated with the
acquisition of TDR d.o.o. (TDR) (note 27).

8 Net finance Costs

(a) Net finance costs/(income)

2021 2020 2019

£m £m £m

Interest expense 1,436 1,605 1,676
Interest expense on lease liabilities 24 26 32
Facility fees 33 23 10
Interest and fair value related to early repurchase of bonds (note 8(b)) - 142 -
Interest related to adjusting tax payables (note 8(b)) 31 " 80
Fair value changes on derivative financial instruments and hedged items 252 (217) 367
Fair value change on other financial items (note 8(b)) 24 - -
Exchange differences (279) 205 (479)
Finance costs 1,521 1,795 1,686
Interest under the effective interest method (35) (50) (84)
Financeincome (35) (50) (84)
Net finance costs 1,486 1,745 1,602

The Group manages foreign exchange gains and losses and fair value changes on a net basis excluding adjusting items, which are
explained in note 8(b). The derivatives that generate the fair value changes are explained in note 19.

Facility fees principally relate to the Group’s central banking facilities.

In October 2020, the Group completed a tender offer to repurchase sterling-equivalent £2,653 million of bonds, including £24 million

of accrued interest. Following this, in November 2020, the Group also completed a ‘make-whole’ bond redemption exercise of sterling-
equivalent £462 million of bonds, including £6 million of accrued interest. Further details on the tender offer and ‘make-whole’ redemption
exercise are provided in note 26. Other costs directly associated with the early repurchase of bonds, including the premium paid, were
treated as adjusting items, as detailed in note 8(b).

(b) Adjusting items included in net finance costs

Adjusting items are significant items in net finance costs which individually or, if of a similar type, in aggregate, are relevant to an
understanding of the Group’s underlying financial performance.

In 2021, as part of the disposal of the Group’s operations in Iran (note 27(d)), a provision of £24 million was charged to net finance costs
against non-current investments held at fair value due to the uncertainty around recovery of these funds.

In addition, the Group recognised interest on adjusting tax payables of £31 million (2020: £11 million; 2019: £80 million), which included
interest of £20 million (2020: £21 million; 2019: £28 million) in relation to the Franked Investment Income Group Litigation Order (FIl GLO)
(note 10(b)), an amnesty tax payment in Turkey of £11 million (2020: £nil; 2019: £nil) and £nil (2020: net credit of £10 million; 2019: charge of
£50 million) in respect of the excise dispute (note 6(g)) and withholding tax in Russia.

In 2020, the Group incurred additional interest costs of £157 million and fair value gains of £15 million in relation to the early repurchase
of bonds.
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2021 2020 2019

Group’s Group’s Group’s

Total share Total share Total share

£m £m £m £m £m £m

Revenue 7,668 2,164 7,001 1,983 7,581 2,158
Profit from operations 1,911 567 2,006 591 2,386 704
Net finance costs 13 2 (6) 2 (7) 2)
Profit on ordinary activities before taxation 1,924 569 2,000 589 2,379 702
Taxation on ordinary activities (499) (147) (421) (125) (666) (196)
Profit on ordinary activities after taxation 1,425 422 1,579 464 1,713 506
Non-controlling interests (22) (7) (30) 9) (27) (8)
Post-tax results of associates and joint ventures 1,403 415 1,549 455 1,686 498

Enumerated below are movements that have impacted the post-tax results of associates and joint ventures in 2021, 2020 and 2019.
The amounts below were reported as adjusting items under the share of profit from associates in the income statement.
(a) Adjusting items

In 2021, the Group’s interest in ITC Ltd. (ITC) decreased from 29.42% to 29.38% (2020: 29.46% to 29.42%; 2019: 29.57% to 29.46%) as a
result of ITC issuing ordinary shares under the ITC Employee Share Option Scheme. The issue of these shares and change in the Group’s
share of ITC resulted in a gain of £6 million (2020: £17 million; 2019: £25 million), which is treated as a deemed partial disposal and included
in the income statement.

In 2021, due to a challenging operating environment, the investment in Kamaran Industry & Investment Company, one of the Group’s
associates in Yemen, was impaired. This resulted in a charge of £18 million to the income statement.

As detailed in note 14, as a result of the liquidation of Tisak d.d., the Group reclassified the foreign exchange previously recognised in other
comprehensive income to the income statement. This resulted in a credit of £2 million to the income statement.

Also, in 2021, the Group incurred a £2 million charge in relation to the amortisation of acquired intangibles associated with the acquisition
of Organigram in March 2021, as described in note 14.

In 2020, ITC recognised a charge in respect of the cost of leaf tobacco stocks destroyed in a third-party warehouse fire, the Group’s share
of which was £4 million.

(b) Other financial information

The Group’s share of the results of associates and joint ventures is shown in the table below.

2021 2020 2019
Group’s Group’s Group’s
share share share
£m £m £m

Profit on ordinary activities after taxation
— attributable to owners of the Parent 415 455 498

Other comprehensive income:

Iltems that may be reclassified to profit and loss 7) (98) M5)
Iltems that will not be reclassified to profit and loss 14 (34) 7
Total comprehensive income 412 323 390
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Summarised financial information of the Group’s associates and joint ventures is shown below.

2021

ITC Others Total

£m £m £m

Revenue 5,312 2,356 7,668
Profit on ordinary activities before taxation 1,931 (7) 1,924
Post-tax results of associates and joint ventures 1,427 (24) 1,403
Other comprehensive income ()] - ()]
Total comprehensive income 1,416 (24) 1,392
2020

ITC Others Total

£m £m £m

Revenue 4,892 2,109 7,001
Profit on ordinary activities before taxation 1,930 70 2,000
Post-tax results of associates and joint ventures 1,495 54 1,549
Other comprehensive income (450) - (450)
Total comprehensive income 1,045 54 1,099
2019

ITC Others Total

£m £m £m

Revenue 5,556 2,025 7,581
Profit on ordinary activities before taxation 2,322 57 2,379
Post-tax results of associates and joint ventures 1,646 40 1,686
Other comprehensive income (365) - (365)
Total comprehensive income 1,281 40 1,321
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(a) Summary of taxation on ordinary activities

2021 2020 2019
£m £m £m
UK corporation tax (25) 38 8
Comeprising:
— current year tax expense 1 38 41
—adjustments in respect of prior periods (26) - (33)
Overseas tax 2,401 2,387 2,047
Comprising:
— current year tax expense 2,418 2,369 2,074
—adjustments in respect of prior periods 17) 18 (27)
Total current tax 2,376 2,425 2,055
Deferred tax (187) (317) 8
Comprising:
— deferred tax relating to origination and reversal of temporary differences (29) (184) 55
— deferred tax relating to changes in tax rates (158) (133) (47)
2,189 2,108 2,063

(b) Franked Investment Income Group Litigation Order

The Group is the principal test claimant in an action in the United Kingdom against HM Revenue and Customs (HMRC) in the Franked
Investment Income Group Litigation Order (FIl GLO). There were 18 corporate groups in the FIl GLO as at 31 December 2021. The case
concerns the treatment for UK corporate tax purposes of profits earned overseas and distributed to the UK.

The original claim was filed in 2003. The trial of the claim was split broadly into issues of liability and quantification. The main liability issues
were heard by the High Court, Court of Appeal and Supreme Court in the UK and the European Court of Justice in the period to November
2012. The detailed technical issues of the quantification mechanics of the claim were heard by the High Court during May and June 2014
and the judgment handed down on 18 December 2014. The High Court determined that in respect of issues concerning the calculation of
unlawfully charged corporation tax and advance corporation tax, the law of restitution including the defence on change of position and
questions concerning the calculation of overpaid interest, the approach of the Group was broadly preferred. The conclusion reached by
the High Court would, if upheld, produce an estimated receivable of £1.2 billion for the Group. Appeals on a majority of the issues were
made to the Court of Appeal, which heard the arguments in June 2016. The Court of Appeal determined in November 2016 on the majority
of issues that the conclusion reached by the High Court should be upheld. The Supreme Court gave permission for a number of issues to
be appealed in two separate hearings. The first, in February 2020, concerned the time limit for bringing claims. HMRC sought to challenge
existing case law. In November 2020, the Supreme Court handed down its judgment. The Supreme Court agreed to overturn existing case
law partially but introduced a new test for determining whether claims of this type are in time. The case has been remitted to the High
Court to apply that new test to the facts. The second hearing was heard in December 2020 and concerned issues relating to the type of
claims BAT is entitled to bring. The judgment from the second hearing was handed down in July 2021. Applying that judgment reduces the
value of the Fll claim to approximately £0.3 billion, mainly as the result of the application of simple interest and the limitation to claims for
advance corporation tax offset against lawful corporation tax charges, which is subject to the determination of the timing issue by the
High Court and any subsequent appeal.

During 2015, HMRC paid to the Group a gross amount of £1,224 million in two separate payments. The payments made by HMRC have
been made without any admission of liability and are subject to refund were HMRC to succeed on appeal. The second payment in
November 2015 followed the introduction of a new 45% tax on the interest component of restitution claims against HMRC. HMRC held
back £261 million from the second payment contending that it represents the new 45% tax on that payment, leading to total cash received
by the Group of £963 million. Actions challenging the legality of the withholding of the 45% tax have been lodged by the Group. The First
Tier Tribunal found in favour of HMRC in July 2017 and the Group’s appeal to the Upper Tribunal was heard in July 2018 and judgment has
not yet been handed down.

The net £0.9 billion held by the Group is higher than the current value of the claim referred to above. Due to the uncertainty of the amounts
and eventual outcome, the Group has not recognised any impact in the Income Statement in the current or prior period. The receipt, net of
the deduction by HMRC, is held within trade and other payables as disclosed in note 25. Any future recognition as income will be treated
as an adjusting item, due to the size of the amount, with interest of £20 million for the 12 months to 31 December 2021 (2020: £21 million;
2019: £28 million) accruing on the balance, which was also treated as an adjusting item.

The final resolution of all issues in the litigation is likely to take a number of years and the Group intends from 2022 onwards to commence
annual interim repayments to HMRC of at least £50 million per annum.
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(c) Factors affecting the taxation charge

The taxation charge differs from the standard 19% (2020: 19%; 2019: 19%) rate of corporation tax in the UK. The major causes of this
difference are listed below:

2021 2020 2019
£m % £m % £m %
Profit before tax 9,163 8,672 7,912
Less: share of post-tax results of associates and joint ventures
(see note 9) (415) (455) (498)
8,748 8,217 7,414
Tax at 19% (2020 and 2019: 19%) on the above 1,662 19.0 1,561 19.0 1,409 19.0
Factors affecting the tax rate:
Tax at standard rates other than UK corporation tax rate 319 3.6 368 4.5 353 4.8
Other national tax charges 184 21 142 1.7 47 2.0
Permanent differences 87 1.0 20 0.3 122 1.6
Overseas withholding taxes 189 2.2 155 1.9 106 1.4
Double taxation relief on UK profits (23) (0.3) (22) (0.3) (29) (0.4)
(Utilised)/unutilised tax losses (10) (0.1) 5 0.1 16 0.2
Adjustments in respect of prior periods (43) (0.5) 18 0.2 (60) (0.8)
Deferred tax relating to changes in tax rates (158) (1.8) (133) (1.6) (47) (0.6)
Additional net deferred tax (credits)/charges (18) (0.2) (6) [(OX))] 46 0.6
2,189 25.0 2,108 25.7 2,063 27.8

(d) Adjusting items included in taxation

In 2021, adjusting items in taxation included a net credit of £91 million mainly relating to the revaluation of deferred tax liabilities arising on
trademarks recognised in the Reynolds American acquisition in 2017 due to changes in U.S. state tax rates.

In 2020, adjusting items in taxation included a net credit of £35 million mainly relating to the release of a provision regarding the
application of overseas withholding tax, the revaluation of deferred tax liabilities arising on trademarks recognised in the Reynolds
American acquisition in 2017 due to changes in U.S. state tax rates and the excise dispute in Russia (note 6(Q)).

In 2019, adjusting items in taxation total a credit of £65 million relating primarily to changes in U.S. state tax rates, relating to the
revaluation of deferred tax liabilities arising on trademarks recognised in the Reynolds American acquisition in 2017.
(e) Tax on adjusting items

In addition, the tax on adjusting items, separated between the different categories, as per note 11, amounted to £119 million
(2020: £287 million; 2019: £373 million). The adjustment to the adjusted earnings per share (note 11) also includes £6 million
(2020: £8 million; 2019: £17 million) in respect of the non-controlling interests’ share of the adjusting items net of tax.

(f) Tax onitems recognised directly in other comprehensive income

2021 2020 2019

£m £m £m
Current tax (4) () 7)
Deferred tax (110) 23 138
(Charged)/credited to other comprehensive income (M4) 18 131

(g) Tax onitems recognised directly in equity

In relation to the perpetual hybrid bonds issued on 27 September 2021 (note 22(d)), tax relief of £5 million has been recognised on the
issuance costs and coupon incurred.
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Earnings used in the basic, diluted and headline earnings per share calculation represent the profit attributable to the ordinary equity
shareholders after deducting amounts representing the coupon on perpetual hybrid bonds on a pro-rata basis regardless of whether
coupons have been deferred or paid in the period. Below is a reconciliation of the earnings used to calculate earnings per share:

2021 2020 2019
£m £m £m
Earnings attributable to owners of the parent 6,801 6,400 5,704
Coupon on perpetual hybrid bonds (15) - -
Tax on coupon on perpetual hybrid bonds 3 - -
Earnings 6,789 6,400 5,704
Below is a reconciliation from basic to diluted earnings per share:
2021 2020 2019
Weighted Weighted Weighted
average average average
number of Earnings number of Earnings number of Earnings
Earnings shares pershare Earnings shares per share Earnings shares per share
£m m pence £m m pence £m m pence
Basic earnings per share (ordinary
shares of 25p each) 6,789 2,287 296.9 6,400 2,286 280.0 5,704 2,284 249.7
Share options - 10 (1.3) - 9 1.1 - 7 0.7)
Diluted earnings per share 6,789 2,297 295.6 6,400 2,295 278.9 5,704 2,291 249.0

Adjusted earnings per share calculation

Earnings have been affected by a number of adjusting items, which are described in notes 3 to 10. Adjusting items are significant items
in the profit from operations, net finance costs, taxation and the Group’s share of the post-tax results of associates and joint ventures
which individually or, if of a similar type, in aggregate, are relevant to an understanding of the Group’s underlying financial performance.
The Group believes that these items are useful to users of the Group financial statements in helping them to understand the underlying
business performance. To illustrate the impact of these items, an adjusted earnings per share calculation is shown below.

Basic
2021 2020 2019
Earnings Earnings Earnings
Earnings per share Earnings per share Earnings per share
Notes £m pence £m pence £fm pence
Basic earnings per share 6,789 296.9 6,400 280.0 5,704 249.7
Effect of restructuring and integration costs 7 150 6.5 408 17.8 565 24.7
Tax and non-controlling interests on restructuring
and integration costs (39) 1.7) (64) (2.8) (107) (4.4)
Effect of amortisation and impairment of goodwill,
trademarks and similar intangibles 4 363 15.9 548 24.0 675 29.6
Tax and non-controlling interests on amortisation
and impairment of goodwill, trademarks and
similar intangibles (71) (3.1) (77) (3.4) (15) (5.0
Effect of associates’ adjusting items net of tax 9(a) 12 0.5 (13) (0.6) (25) 1.1
Effect of Quebec class action 6(h) - - - - 436 191
Tax on Quebec class action - - - - (124) (5.4)
Effect of excise and VAT disputes 6(9) 26 11 (40) (1.7) 202 8.9
Tax on excise and VAT disputes 10(d) (€)] (0.1) 14 0.6 (16) (0.7)
Effect of disposal of BAT Pars 6(f) 358 15.7 - - - -
Other adjusting items 3,6(d) 19 0.8 487 21.2 236 10.3
Tax effect on other adjusting items (5) (0.2) (104) (4.5) (50) (2.2)
Deferred tax relating to changes in tax rates 10 (98) (4.3) 21 (0.9) (49) (2.2)
Effect of early repurchase of bonds 8(b) - - 142 6.2 - -
Tax effect of early repurchase of bonds - - (32) (1.4) - -
Effect of interest on FIl GLO settlement and other 8(b) 55 2.4 n 0.5 80 3.5
Tax effect of interest on FIl GLO settlement
and other - - (4) (0.2) - -
Effect of retrospective guidance on WHT 10(d) - - (42) (1.8) - -
Adjusted earnings per share (basic) 7,556 330.4 7,613 333.0 7,418 324.8
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Diluted
2021 2020 2019
Earnings Earnings Earnings
Earnings pershare Earnings per share Earnings per share
Notes £m pence £m pence £m pence
Diluted earnings per share 6,789 295.6 6,400 278.9 5,704 249.0
Effect of restructuring and integration costs 7 150 6.6 408 7.7 565 24.7
Tax and non-controlling interests on restructuring
and integration costs (39) 1.7) (64) (2.8) (107) (4.4)
Effect of amortisation and impairment of goodwill,
trademarks and similar intangibles 4 363 15.8 548 23.9 675 29.5
Tax and non-controlling interests on amortisation
and impairment of goodwiill, trademarks and
similar intangibles (71) (3.1) (77) (3.4) (M5) (5.0)
Effect of associates’ adjusting items net of tax 9(a) 12 0.5 (13) (0.6) (25) (M)
Effect of Quebec class action 6(h) - - - - 436 19.0
Tax on Quebec class action - - - - (124) (5.4)
Effect of excise and VAT disputes 6(9) 26 11 (40) 1.7) 202 8.8
Tax on excise and VAT disputes 10(d) 3) (0.1) 14 0.6 (16) 0.7)
Effect of disposal of BAT Pars 6(f) 358 15.6 - - - -
Other adjusting items 3,6(d) 19 0.8 487 21.2 236 10.3
Tax effect on other adjusting items (5) (0.2) (104) (4.5) (50) (2.2)
Deferred tax relating to changes in tax rates 10 (98) (4.3) (21) (0.9) (49) (2.2)
Effect of early repurchase of bonds 8(b) - - 142 6.2 - -
Tax effect of early repurchase of bonds - - (32) (1.4) - -
Effect of interest on FIl GLO settlement and other 8(b) 55 2.4 M 0.5 80 35
Tax effect of interest on FIl GLO settlement
and other - - 4) 0.2) - -
Effect of retrospective guidance on WHT 10(d) - - (42) (1.8) - -
Adjusted earnings per share (diluted) 7,556 329.0 7,613 3317 7,418 323.8
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Headline earnings per share as required by the JSE Limited

The presentation of headline earnings per share, as an alternative measure of earnings per share, is mandated under the JSE Listing
Requirements. It is calculated in accordance with Circular 1/2021 ‘Headline Earnings’, as issued by the South African Institute of
Chartered Accountants.

Basic

2021 2020 2019

Earnings Earnings Earnings

Earnings per share Earnings per share Earnings per share

£m pence £m pence £fm pence

Basic earnings per share 6,789 296.9 6,400 280.0 5,704 249.7

Effect of impairment of intangibles, property, plant and

equipment and assets held-for-sale 138 6.0 465 20.3 518 22.7
Tax and non-controlling interests on impairment of intangibles

and property, plant and equipment (42) (1.8) (74) (3.3) (79) (3.5)

Effect of (gains)/losses on disposal of property, plant and

equipment, held-for-sale assets, partial/full termination of IFRS

16 leases, and sale and leaseback (10) (0.4) (26) 1.1 7 0.3
Tax and non-controlling interests on disposal of property, plant

and equipment, held-for-sale assets, partial/full termination of

IFRS 16 leases, and sale and leaseback 2 01 8 0.3 M -
Effect of impairment of BAT Pars 83 3.6 - - - -
Tax on impairment of BAT Pars - - - - - -
Effect of foreign exchange reclassification from reserves to the

income statement

— Subsidiaries 291 12.7 - - - -

- Associates (2) (0.1 - - - -

Issue of shares and change in shareholding in associate (6) (0.3) 17) (0.7) (25) 1.1

Headline earnings per share (basic) 7,243 316.7 6,756 295.5 6,124 268.1

Diluted

2021 2020 2019

Earnings Earnings Earnings

Earnings per share Earnings per share Earnings per share

£m pence £m pence £m pence

Diluted earnings per share 6,789 295.6 6,400 278.9 5,704 249.0

Effect of impairment of intangibles, property, plant and

equipment and assets held-for-sale 138 6.0 465 20.3 518 225
Tax and non-controlling interests on impairment of intangibles

and property, plant and equipment (42) (1.8) (74) (3.3) (79) (3.4)

Effect of (gains)/losses on disposal of property, plant and

equipment, held-for-sale assets, partial/full termination of IFRS

16 leases, and sale and leaseback (10) (0.4) (26) 1. 7 0.3
Tax and non-controlling interests on disposal of property, plant

and equipment, held-for-sale assets, partial/full termination of

IFRS 16 leases, and sale and leaseback 2 0.1 8 0.3 m -
Effect of impairment of BAT Pars 83 3.6 - - - -
Tax on impairment of BAT Pars - - - - - -
Effect of foreign exchange reclassification from reserves to the

income statement

— Subsidiaries 291 12.6 - - - -
— Associates (2) (0.1) - - - -
Issue of shares and change in shareholding in associate (6) (0.3) 17) 0.7) (25) 1.1
Headline earnings per share (diluted) 7,243 315.3 6,756 294.4 6,124 267.3
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(a) Overview of intangible assets

2021
Trademarks
and Assetsin
Computer similar the course of
Goodwill software intangibles development Total
£m £m £m £m £m
1January
Cost 43,319 1,307 73,598 120 118,344
Accumulated amortisation and impairment (885) (2,116) (3,001)
Net book value at1January 43,319 422 71,482 120 115,343
Differences on exchange (68) (3) 640 - 569
Additions
—internal development - - - 139 139
— separately acquired - - 60 33 93
Reallocations - 18 18 (136) -
Amortisation charge - (116) (319) - (435)
Impairment (57) (13) (14) - (84)
31December
Cost 43,194 1,266 74,227 156 118,843
Accumulated amortisation and impairment (858) (2,360) (3,218)
Net book value at 31 December 43,194 408 71,867 156 115,625
2020
Trademarks
and Assetsin
Computer similar the course of
Goodwill software intangibles development Total
£m £m £m £m £m
1January
Cost 44,316 1,207 75,726 15 121,364
Accumulated amortisation and impairment (780) (1,797) (2,577)
Net book value at1January 44,316 427 73,929 15 18,787
Differences on exchange (824) 3) (2,252) - (3,079)
Additions
—internal development - - - 142 142
—acquisitions (note 27) 36 - 39 - 75
— separately acquired - - 103 13 16
Reallocations - 127 23 (150) -
Amortisation charge - (121) (338) - (459)
Impairment (209) (8) (22) - (239)
31December
Cost 43,319 1,307 73,598 120 18,344
Accumulated amortisation and impairment (885) 216) (3,001
Net book value at 31 December 43,319 422 71,482 120 115,343
(b) Goodwill

Goodwill of £43,194 million (2020: £43,319 million) is included in intangible assets in the balance sheet of which the following are the
significant acquisitions: Reynolds American £33,021 million (2020: £32,719 million); Rothmans Group £4,408 million (2020: £4,591 million);
Imperial Tobacco Canada £2,345 million (2020: £2,304 million); ETI (Italy) £1,384 million (2020: £1,474 million) and ST (principally
Scandinavia) £1,043 million (2020: £1,111 million). The principal allocations of goodwill in the Rothmans’ acquisition are to the cash-
generating units of Europe and South Africa, with the remainder mainly relating to operations in APME.

During 2021, the Group recognised a goodwill impairment charge of £57 million (2020: £209 million) as explained in note 12(e)(iv) below.

206




BAT Annual Reportand Form 20-F 2021 Strategic Report Governance Report Other Information

12 Intangible Assets Continued

(c) Trademarks and similar intangibles
Trademarks and similar intangibles with indefinite lives

The net book value of trademarks and similar intangibles with indefinite lives is £69,475 million (2020: £68,839 million) and relates to the
acquisition of Reynolds American. The trademarks acquired, including Newport, Camel, Natural American Spirit, Grizzly and Pall Mall, all
of which are part of the Group’s Strategic Portfolio of key brands, form the core focus of the U.S. business and receive significant support
in the form of dedicated internal resources, forecasting and, where appropriate, marketing investment. These trademarks have significant
market share and positive cashflow growth expectations. There are no regulatory or contractual restrictions on the use of the trademarks,
and there are no plans by management to significantly redirect resources elsewhere. Consequently, in the view of management, these
trademarks do not have a foreseeable and definite end to their ability to generate future cash flows and hence are not amortised.

Trademarks and similar intangibles with definite lives

The majority of trademarks and similar intangibles with definite lives relate to trademarks acquired in previous years. These trademarks
are amortised over their expected useful lives, which do not exceed 20 years. Included in the net book value of trademarks and similar
intangibles are trademarks relating to the acquisition of Reynolds American £2,038 million (2020: £2,260 million). In 2020, the Group
acquired the formulations, brands, associated know-how and other relevant assets owned by Dryft Sciences, LLC, relating to its white
nicotine pouch products. These have been accounted as trademarks with a value of £103 million (see note 27(c)).

Also, in 2020, due to the migration to Vuse and difficult trading conditions in South Africa and the delisting of certain brands in Belize,
the Group recognised an impairment charge of £18 million.

(d) Computer software and assetsin the course of development

Included in computer software and assets in the course of development are internally developed assets with a carrying value of
£517 million (2020: £513 million). The costs of internally developed assets include capitalised expenses of employees working full time on
software development projects, third-party consultants and software licence fees from third-party suppliers.

The Group has £2 million of future contractual commitments (2020: £6 million) related to intangible assets.

(e) Impairment testing
(i) Overview

a. Estimation uncertainty
As described in note 1, the critical accounting estimates used in the preparation of the consolidated financial statements include the
review of asset values, especially indefinite life assets such as goodwill and certain trademarks and similar intangibles.

There is significant judgement with regard to assumptions and estimates involved in the forecasting of future cash flows, which form the
basis of the assessment of the recoverability of these assets, with the effect that the value-in-use of calculations incorporate estimation
uncertainty, particularly for certain assets held in relation to the Canadian, U.S., Malaysian, Peruvian and South African markets and the
Global Travel Retail (GTR) business.

b.Impact of climate change

The impact of climate change on the future cash flows has been considered for scenarios analysed in terms of future access to tobacco
and nicotine. The climate change scenario analyses — conducted in line with TCFD recommendations — undertaken this year did not
identify any material financial impact.

(ii) Impairment testing — Trademarks and similar intangibles with indefinite lives (brands)

The trademarks and similar intangibles with indefinite lives (brands) have been tested for impairment on a value-in-use basis. The value-
in-use calculations use cash flows based on detailed brand budgets prepared by management using projected sales volumes, revenues
and projected brand profitability covering a five-year horizon and, thereafter, grown into perpetuity. Corporate costs are allocated to

the brand budgets based on either specific allocations, where appropriate, or based on volumes. The pre-tax discount rates, ranging
between 8.71% and 9.94%, and long-term growth rates of between 0.75% and 1%, applied to the brand value-in-use calculations have been
determined by local management based on experience, specific market and brand trends and pricing and cost expectations. Following the
application of a reasonable range of sensitivities, there was no indication of impairment.

Refer to note 12(e)(v) for further information on the Newport and Camel brand impairment testing. As the trademarks and similar
intangibles with indefinite lives relate to the acquisition of Reynolds American, the brand budgets used in the value-in-use calculations
have also been incorporated into the budget information used in the impairment testing of the Reynolds American goodwiill.
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(iii) Cash-generating units and information on goodwillimpairment testing

In 2021, goodwill was allocated for impairment testing purposes to 17 (2020: 19) individual cash-generating units — one in the U.S.
(2020: one), six in APME (2020: six), six in AMSSA (2020: seven) and four in ENA (2020: five).

The number of cash-generating units in AMSSA and ENA reduced by one as a result of the 2020 impairment of goodwill in Twisp and
Blue Nile (note 12(e)(iv)).

2021 2020
Pre-tax
Carrying discount Carrying Pre-tax
amount rate amount discount rate
£m % £m %
Cash-generating unit

Reynolds American 33,021 8.4 32,719 7.6
Europe 5,362 6.1 5,639 6.2
Canada 2,345 19.3 2,304 191
Australia 719 6.8 756 7.9
South Africa 512 14.6 552 (UES)
Singapore 352 8.2 356 9.6
GTR 233 7.7 241 6.5
Malaysia 226 1.2 232 10.3
Peru N 10.7 145 9.5
Other 333 6.8 375 7.8

Total 43,194 43,319

Included within ‘Other’ above is goodwill arising on various acquisitions that have been allocated to eight cash-generating units which are, individually, insignificant. The pre-tax discount rate
represents the weighted average pre-tax discount rate.

The recoverable amounts of all cash-generating units have been determined on a value-in-use basis. The key assumptions for the
recoverable amounts of all units are the budgeted volumes, revenues, operating margins and terminal growth rates, which directly impact
the cash flows, and the discount rates used in the calculation. The long-term growth rate is used purely for the impairment testing of
goodwill under IAS 36 Impairment of Assets and does not reflect long-term planning assumptions used by the Group for investment
proposals or for any other assessments.

Pre-tax discount rates, as shown above, were used in the impairment testing, based on the Group’s weighted average cost of

capital, taking into account the cost of capital and borrowings, to which specific market-related premium adjustments are made.
These adjustments are derived from external sources and are based on the spread between bonds (or credit default swaps, or similar
indicators) issued by the U.S. or comparable governments and by the relevant local government, adjusted for the Group’s own credit
market risk. For ease of use and consistency in application, these results are periodically calibrated into bands based on internationally
recognised credit ratings. The long-term growth rates and discount rates have been applied to the budgeted cash flows of each cash-
generating unit. These cash flows have been determined by local management based on experience, specific market and brand trends,
as well as pricing and cost expectations. These have been endorsed by Group management as part of the consolidated Group’s budget.

(iv) Impairment testing — Goodwill (excluding Reynolds American and Canada)

The value-in-use calculations use cash flows based on detailed financial budgets prepared by management covering a one-year period
extrapolated over a 10-year horizon with growth of 3% (2020: 3%) in years 2 to 10 having been assumed as the long-term volume decline

is more than offset by pricing to drive revenue growth. A 10-year horizon is considered appropriate based on the Group’s history of profit
and cash growth, its well-balanced portfolio of brands and the industry in which it operates. For recent acquisitions and start-up ventures
the detailed financial budget is expanded to reflect the medium-term plan of the country or market management spanning five years

or beyond.

As a result of difficult trading conditions, the above assumptions were amended to reflect the short- to medium-term plans of the country
or area management spanning up to a period of five years for the Malaysian, GTR, South African and Peruvian cash-generating units.

Having recognised an impairment charge in 2020 due to difficult trading conditions in Malaysia (£197 million), including high incidence

of illicit trade and downtrading, the Malaysian CGU assessment was amended to reflect the short- to medium-term country plans.

As aresult of the assessment, in 2021, no further deterioration in performance was identified requiring further impairment consideration.
The Group will continue to monitor Malaysia’s performance going forward to identify if any impairment triggers materialise.

During 2021, GTR continued to experience difficult trading conditions as a consequence of the COVID-19 pandemic, as global travel
continued to be significantly constrained. As a result, management prepared forecasted cashflows assuming a phased recovery,
alongside maintaining the long-term growth rate at 0%. Following the application of a reasonable range of sensitivities, there was no
indication of impairment. For the GTR cash-generating unit headroom to reduce to £nil, the forecast cash flows would need to reduce by
a further 79% in each forecast year or the pre-tax discount rate would need to increase to 29.7%. Management believes that the duty-free
business will recover and therefore both scenarios are not considered, at this stage, to be reasonably possible.
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South Africa continues to recover from a five-month sales ban in 2020, with the forecasted cashflows prepared to reflect the continued
expected recovery. Following the application of a reasonable range of sensitivities, there was no indication of impairment. For the South
African cash-generating unit headroom to reduce to £nil, the forecast cash flows would need to reduce by a further 23% in each forecast
year or the pre-tax discount rate would need to increase to 18.9%. Management believes that the post-ban recovery will continue in South
Africa and therefore both scenarios are not considered by management, at this stage, to be reasonably possible.

In Peru, due to continued difficult trading conditions as a consequence of the COVID-19 pandemic and its impact on the forecasted
operating cashflows, the Group had recognised an impairment charge of £54 million in 2021. This partial impairment reduces the carrying
value of goodwiill to £91 million. Also, in 2021, the Group impaired in full the goodwill of Myanmar resulting in an impairment charge of

£3 million.

The table below shows the headroom and the impairment charge that would be recognised if the assumptions used in the value-in-use
calculation were changed:

Carrying Increasein Increasein
amount of discount Decreasein terminal
CGU  Headroom rate’ cash flows' value'

£m £m £m £m £m

Change in headroom/impairment charge

Cash-generating unit
Pery! 91 - (14) (10) (1)

Note:

1. Peru: reasonably possible changes in key assumptions that would result in additional impairment would be a 1.6% increase in the pre-tax discount rate, a 10% decrease in forecast cash flows
reflecting a permanent loss in volumes arising from the COVID-19 pandemic or a 1% increase in terminal decline.

With the exception of the Peruvian cash-generating unit, following the application of a reasonable range of sensitivities to all the cash-
generating units, and after reflecting the impairments above, there was no indication of any further impairment.

In 2020, the Group also impaired in full the goodwill arising from the acquisitions of Twisp in South Africa and Blue Nile in Sudan due
to difficult trading conditions in these markets. This resulted in the recognition of impairment charges of £11 million and £1 million,
respectively.

(v) Impairment testing — Reynolds American

Gooduwill relating to Reynolds American and the Newport and Camel trademarks

On 29 April 2021, the FDA reconfirmed its intention to issue a proposed product standard to ban menthol as a characterising flavour in
cigarettes. Management notes that the FDA announcement does not itself constitute a ban on menthol in cigarettes, and any proposed
regulation of menthol in cigarettes would need to be introduced through the established U.S. comprehensive rule-making process, the
timetable and outcome for which was, and remains, uncertain. Management continues to believe that any ban, given the mechanisms and
processes required to be followed in the U.S,, is unlikely to be implemented within the next five years. In addition, it is unclear how any such
potential U.S. regulation might affect the manufacture and marketing of Group combustible brands containing menthol. The base case
scenario used in the impairment model therefore does not include any potential impact of changes in regulation in relation to menthol
flavourings in combustibles within the five-year discrete forecast period. Any potential impacts have been captured within the terminal
growth rate and discount rates applied.

The Group has a long-standing track record of managing regulatory shifts and, in the event of regulatory change, the Group remains
confident in its ability to navigate that environment successfully.

Since 2018, having considered the combination of the risk of implementation and impact of any change in regulations, the Group has not
recognised any impairment on either the Newport or Camel brands or the Reynolds American goodwill, as management concluded that
there would not be a significant impact to the value-in-use.

The carrying amounts for Reynolds American goodwill, Newport and Camel brands intangibles were £33,021 million, £29,517 million

and £12,485 million, respectively (2020: £32,719 million, £29,248 million and £12,371 million). The value-in-use calculations for brands,

as described in note 12(e)(ii) above, have been incorporated in the base case scenario used in the Reynolds American goodwill model.
The value-in-use calculations have been prepared based on a five-year cash flow forecast which assumes long-term volume decline

of cigarettes. This decline is more than offset by pricing. After this forecast, a growth rate of 1% has been assumed for Reynolds
American goodwiill, 0.75% for Newport and 0.85% for Camel and a pre-tax discount rate of 8.4% (2020: 7.6%), 9.9% (2020: 8.3%) and 9.4%
(2020: 8.3%), respectively.
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The excess of value-in-use earnings over the carrying values (headroom) of the Reynolds American goodwill and the Newport and Camel
brands intangibles would be reduced to nil if the following individual changes, none of which are considered reasonably possible by
management, were made to the key assumptions used in the impairment model.

Reynolds

American
goodwill Newport Camel
% % %

Assumptions

Decrease in revenue by 7.2 151 15.2
Increase in pre-tax discount rate by 1.6 25 2.9
Decrease in terminal value rate by 1.4 5.1 5.6

For Reynolds American goodwill, the change in revenue assumption is based on combustibles revenue in the five-year forecast reducing
by 7.2% in each year and assumes that other assumptions are not changed. For Newport and Camel, the change in revenue assumption is
based on the revenue in the five-year forecast reducing by 15.1% and 15.2%, respectively in each year and assumes that other assumptions
are not changed.

(vi) Impairment testing — Canada

Gooduwill relating to Imperial Tobacco Canada Ltd (ITCAN)

In March 2019, ITCAN obtained an Initial Order from the Ontario Superior Court of Justice granting it protection under the Companies’
Creditors Arrangement Act (CCAA). If the CCAA bankruptcy protection were to end, significant liabilities might crystallise. As a
consequence, to reflect the risk to future operating cash flows, the value-in-use calculations have been prepared based on a five-
year cash flow forecast, after which a growth rate of -2.5% and a pre-tax discount rate of 19.3% (2020: 19.1%) have been assumed.
Further information on the Quebec Class Actions and CCAA can be found in note 31.

In addition to the increase in discount rate, a reasonable range of sensitivities was applied to the value-in-use calculation, and there was
no indication of impairment.

The excess of value-in-use earnings over the carrying values (headroom) of the ITCAN goodwill would be reduced to nil if the following
individual changes, none of which are considered reasonably possible by management, were made to the key assumptions used in the
impairment model. The change in revenue assumption is based on combustibles revenue in the five-year forecast reducing by 27.4% in
each year and assumes that other assumptions are not changed.

Canada
goodwill
%

Assumptions
Decrease in revenue by 27.4
Increase in pre-tax discount rate by 14.7

The £2,345 million of goodwill relating to ITCAN on the Group’s balance sheet at 31 December 2021 will continue to be reviewed on
aregular basis. Any future impairment charge would result in a non-cash charge to the income statement that will be treated as an
adjusting item.
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(a) Overview of property, plant and equipment, including right-of-use assets

2021
Plant, Plant,
equipment equipment Assetsinthe
Freehold Leasehold and other and other course of
property property owned leased construction Total
£m £m £m £m £m £m
1January
Cost 1,518 798 5,807 217 764 9,104
Accumulated depreciation and impairment (444) (315) (3,175) (1Mo) (4,044)
Net book value at1January 1,074 483 2,632 107 764 5,060
Differences on exchange (23) (22) (135) (5) (18) (203)
Additions
—right-of-use assets - 88 - 76 - 164
— separately acquired - 1 45 - 508 554
Reallocations 44 51 441 1 (537) -
Depreciation (35) (110) (303) (57) - (505)
Impairment (4) (2) (37) - 11) (54)
Right-of-use assets — reassessments, modifications
and terminations - M) - (5) - (16)
Disposals (7) (1) (12) - - (20)
Net reclassifications as held-for-sale (16) - ()] - - (27)
31December
Cost 1,421 847 5,750 247 706 8,971
Accumulated depreciation and impairment (388) (370) (3,130) (130) (4,018)
Net book value at 31 December 1,033 477 2,620 17 706 4,953
2020
Plant, Plant,
equipment  equipment Assetsinthe
Freehold Leasehold and other and other course of
property property owned leased construction Total
£m £m £m £m £m £m
1January
Cost 1,503 785 5,795 215 921 9,219
Accumulated depreciation and impairment (427) (229) (2,974) 71 (3,701
Net book value at1January 1,076 556 2,821 144 921 5,518
Differences on exchange (38) (25) (150) (%) (55) (272)
Additions
— right-of-use assets - 67 - 36 - 103
— separately acquired 2 - 40 - 459 501
—acquisition of subsidiaries (note 27(a)) - 1 - - - 1
Reallocations 84 14 427 - (525) -
Depreciation (38) ma) (313) (62) - (531)
Impairment 5) ) (184) - (36) (226)
Right-of-use assets — reassessments, modifications
and terminations - 1) - 7) - (18)
Disposals (7) - 9) - - (16)
Net reclassifications as held-for-sale - - - - - -
31December
Cost 1,518 798 5,807 217 764 9,104
Accumulated depreciation and impairment (444) (315) (3,175) (10) (4,044)
Net book value at 31 December 1,074 483 2,632 107 764 5,060

Refer to notes 4 and 7 for more information on property, plant and equipment impairments. The £27 million (2020: £nil) of assets
reclassified as held-for-sale primarily relates to the disposal of the Iranian subsidiary, BAT Pars, as disclosed on note 27(d).

The Group has £90 million of future contractual commitments (2020: £110 million) related to property, plant and equipment.
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(b) Right-of-use assets

In accordance with IFRS 16 Leases, the right-of-use assets related to leased properties have been included in the asset class ‘Leasehold
Property’ (note 13(c)) and other right-of-use assets have been reported under ‘Plant, equipment and other leased.

The Group leases various offices, warehouses, retail spaces, equipment and vehicles through its subsidiaries across the globe.
Arrangements are entered into in the course of ordinary business, and lease terms are negotiated on an individual basis and contain a
wide range of different terms and conditions reflecting local commercial practice. The lease agreements do not impose any covenants
other than the security interests in the leased assets that are held by the lessor. Leased assets may not be used as security for
borrowing purposes.

Assets representing ‘plant, equipment and other’ relate to leases of various assets including tobacco vending machines, industrial
equipment and distribution vehicles in Brazil, Japan, Pakistan, Poland, Romania, Switzerland, U.S. and other countries.

(c) Leasehold property

As of 31 December 2021, the Group holds £165 million (2020: £132 million) of leasehold properties acquired and another £312 million
(2020: £351 million) of right-of-use leased properties.

Assets representing ‘leasehold property’ relate to leases in respect of offices, retail space, warehouses and manufacturing facilities
occupied by Group subsidiaries and include property leases with lease terms of more than five years in Brazil, Bangladesh, Germany,
Mexico, Romania, Singapore and Vietnam, amongst other countries. In addition, capitalised expenditure representing leasehold
improvements is included in this asset class.

2021 2020
£m £m

Leasehold land and property comprises
— net book value of long leasehold 14 17
— net book value of short leasehold 463 466
477 483
2021
Netbook Netbook
valueat Differences Depreciationand Other net value at
Leasehold property net book value movements for the year 1January onexchange impairment movements* 31December
ended 31December 2021 £m £m £m £m £m
— Property acquired (IAS16) 132 (8) (13) 54 165
— Right-of-use properties (IFRS16) 351 (14) (99) 74 312
483 (22) (12) 128 477
2020

Net book

value at Differenceson  Depreciation and Other net Net bookvalue
Leasehold property net book value movements for the year 1January exchange impairment movements* at 31 December
ended 31 December 2020 £m £m £m £m £m
— Property acquired (IAS16) 135 (6) (W) 14 132
— Right-of-use properties (IFRS16) 421 (19) (108) 57 351
556 (25) (119) 71 483

* Property acquired (IAS 16 Property, plant and equipment) other net movements represent additions (directly acquired and/or transferred from assets in the course of construction) net of
disposals, whereas the right-of-use properties (IFRS 16) other net movements relates to new leases net of reassessments, modifications and terminations as reported in the Property, plant
and equipment movement table in note 13(a). Other net movements also includes £nil (2020: £1 million) in relation to acquired companies.

(d) Freehold property

As of 31 December 2021, the Group owns freehold property amounting to £1,033 million (2020: £1,074 million), representing factories,
warehouses and office buildings together with adjoining land, mainly in the U.S., UK, Bangladesh, Indonesia and South Korea.

2021 2020
£m £m
Cost of freehold land within freehold property on which no depreciation is provided 242 251
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2021 2020

£m £m

1January 1,796 1,860
Total comprehensive income (note 9) 412 323
Dividends (392) (394)
Additions (note 27(c)) 130 5
Other equity movements 2 2
31December 1,948 1,796
Non-current assets 1,286 1,021
Current assets 1144 1,155
Non-current liabilities (83) ©1)
Current liabilities (399) (319)
1,948 1,796

ITC Ltd. (Group’s share of the market value is £7,839 million (2020: £7,574 million)) 1,759 1,724
Other listed associates (Group’s share of the market value is £232 million (2020: £184 million)) 154 26
Unlisted associates 35 46
1,948 1,796

The principal associate undertaking of the Group is ITC Ltd. (ITC). Included within the dividends amount of £392 million (2020: £394 million)
are £383 million (2020: £386 million) attributable to dividends declared by ITC.

OrganigramInc.

On 11 March 2021, the Group announced a strategic collaboration agreement with Organigram Inc., a wholly owned subsidiary of publicly
traded Organigram Holdings Inc. (collectively, Organigram). Under the terms of the transaction, a Group subsidiary acquired a 19.9%
equity stake in Organigram Holdings Inc. (listed on both the Nasdaqg and Toronto Stock Exchange under the symbol ‘OGI’) to become its
largest shareholder.

The Group’s share of the fair value of net assets acquired included £49 million of intangibles and £30 million of goodwill, representing a
strategic premium to enter the legal cannabis market in North America.

The carrying value of the investment at 31 December 2021is £125 million, which is higher than the value implied by the market price of
individual shares at that date. Due to the likelihood of short-term volatility in the share price, third-party valuations were considered which
indicate a valuation for the Group’s investment in excess of the current carrying value. Any potential impairment of the investment would
be immaterial to the Group. Management will continue to monitor the carrying value, in line with IAS 36, over the course of future periods.

Tisakd.d.

The Group’s investment in Tisak d.d. (Tisak) was acquired as part of the TDR transaction (note 27). During 2016, the Group entered into

an agreement with Tisak’s parent Agrokor d.d. (Agrokor) to convert certain outstanding trading balances into long-term loans and an
additional shareholding in Tisak. As part of the agreement, Agrokor had the right to reacquire the additional shareholding in Tisak. As a
consequence of this, while the Group had legal ownership of the additional shareholding, it did not consider that the shares provided any
additional equity interest and continued to account for 26% of the equity of Tisak. In 2017, due to the financial difficulties of Agrokor and
Tisak, the Group fully impaired this investment resulting in a charge of £27 million to the income statement in that year that was reported
as an adjusting item. In July 2018, Agrokor’s creditors approved a settlement plan proposed by Agrokor’s administrators. The settlement
plan has not returned any value to the Group, and Tisak was liquidated on 21 September 2021.
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ITCLtd.

ITC is an Indian conglomerate based in Kolkata and maintains a presence in cigarettes, hotels, paper and packaging, agri-business and other
fast-moving goods (e.g. confectionery, branded apparel, personal care, stationery and safety matches). BAT's interest in ITC is 29.38%.

ITC prepares accounts on a quarterly basis with a 31 March year-end. As permitted by IAS 28 Investments in associates and joint ventures,
results up to 30 September 2021 have been used in applying the equity method. This is driven by the availability of information at the
half-year, to be consistent with the treatment in the Group’s interim accounts. Any further information available after the date used for
reporting purposes is reviewed and any material items adjusted for in the final results. The latest published information available is at

31 December 2021.

2021 2020

£m £m

Non-current assets 3,889 3,399
Current assets 3,391 3,513
Non-current liabilities (231) (194)
Current liabilities (1,061) (858)
5,988 5,860

Group’s share of ITC Ltd. (2021: 29.38%; 2020: 29.42%) 1,759 1,724

15 Retirement Benefit Schemes

The Group operates various funded and unfunded defined benefit schemes, including pension and post-retirement healthcare schemes, and
defined contribution pension schemes through its subsidiary undertakings in multiple jurisdictions, with its most significant arrangements being
inthe U.S., UK, Canada, Germany, Switzerland and the Netherlands. Together, schemes in these territories account for over 90% of the total
underlying obligations of the Group’s defined benefit arrangements and over 70% of the defined benefit net costs charged to adjusted profit.

Pension obligations consist mainly of final salary pension schemes which provide benefits to members in the form of a guaranteed
level of pension payable for life. The level of benefits provided depends on members’ length of service and their salary in the final years
leading up to retirement. In addition, the Group operates several healthcare benefit schemes, of which the most significant are in the
U.S. and Canada. The majority of defined benefit schemes allow for the future accrual of benefits. With the exception of arrangements
required under local regulations, most of the Group’s arrangements are closed to new entrants.

Benefits provided through defined contribution schemes are charged as an expense as payments fall due. The liabilities arising in respect
of defined benefit schemes are determined in accordance with the advice of independent, professionally qualified actuaries, using the
projected unit credit method. It is Group policy that all schemes are formally valued at least every three years.

Through its defined benefit pension schemes and healthcare benefit schemes, the Group is exposed to a number of risks, including:

— Asset volatility: The scheme liabilities are calculated using discount rates set by reference to bond yields. If scheme assets
underperform this yield, e.g. due to stock market volatility, this will create a deficit. However, most funded schemes hold a proportion of
assets which are expected to outperform bonds in the long term, and the majority of schemes by value are subject to local regulation
regarding funding deficits.

— Changes in bond yields: A decrease in corporate bond yields will increase scheme liabilities, although this will be partially offset by an
increase in the value of the schemes’ bond holdings, ‘buy-in’ insurance assets or other hedging instruments.

— Inflation risk: Some of the Group’s pension obligations are linked to inflation, and higher inflation will lead to higher liabilities, although
in most cases, caps on the level of inflationary increases are in place in the scheme rules, while some assets and derivatives provide
specific inflation protection.

— Life expectancy: The majority of the schemes’ obligations are to provide benefits for the life of the member, so increases in life
expectancy will result in an increase in the plans’ liabilities. Assumptions regarding mortality and mortality improvements are regularly
reviewed in line with actuarial tables and scheme specific experience.

The Group has an internal body, the Pensions Executive Committee (PEC), that is chaired by the Finance and Transformation Director. The PEC
sets and oversees a set of philosophies, policies and practices in respect of post-employment benefits including, but not limited to, design,
funding, investment strategy, risk management and governance. It also reviews significant changes to defined benefit schemes in the countries
with the most significant liabilities, and defined contribution schemes in the countries with the most significant costs. Significant changes to
defined benefit arrangements include scheme closures to future accrual and risk management exercises such as the ‘buy-in"and ‘buy-out’
transactions referred to below.

A ‘buy-out’ transaction is where a pension scheme derecognises all (or part) of its liabilities, removing it from the balance sheet, by
permanently transferring those obligations from the sponsoring employer to a third-party provider and eliminating all further legal or
constructive obligation to the pension scheme or to the sponsoring employer. By contrast, with a ‘buy-in’ transaction the scheme liabilities
remain on the balance sheet and the sponsoring employer remains responsible for the fulfilment of the pension obligations. However,
these obligations are de-risked through the purchase of an insurance product designed to match the underlying cash flows of the pension
liability reducing the risks associated with improved longevity and interest and discount rate movements. The Group consequently
benefits from the ‘buy-in’ as it reduces the individual scheme’s reliance on the Group for future cash funding requirements.
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All of the Group’s arrangements, including funded schemes where formal trusts or equivalents are required, have been developed

and are operated in accordance with local practices and regulations where applicable in the countries concerned. Responsibility for

the governance of these schemes, including specific investment decisions and funding contribution schedules, generally lies with the
trustees, or equivalent bodies, of each arrangement. The trustees will usually consist of representatives appointed by both the sponsoring
company and the beneficiaries.

The funded arrangements in the Group have policies on investment management, including strategies over a preferred long-term
investment profile, and schemes in certain territories including Canada and the Netherlands manage their bond portfolios to match

the weighted average duration of scheme liabilities. In addition, as noted below, certain arrangements in the UK and Canada have been
de-risked through the purchase of insurance policies. The majority of funded schemes are subject to local regulations regarding funding
requirements. Contributions to defined benefit schemes are determined after consultation with the respective trustees and actuaries
of the individual externally funded schemes, and after taking into account regulatory requirements in each territory. The Group’s
contributions to funded defined benefit schemes in 2022 in total are expected to be £83 million compared to £74 million in 2021.

U.s.

In the U.S,, the main funded pension plans are the Reynolds American Retirement Plan (PEP) and the Retirement Income Plan for Certain
RAI Affiliates (Affiliates), and the only funded healthcare scheme is the Brown & Williamson Tobacco Corporation Welfare & Fringe Benefit
Plan, all of which are established with corporate trustees that are required to run the plans in accordance with the plan’s rules and to
comply with all relevant legislation, including the Employee Retirement Income Security Act of 1974.

The corporate trustees act as custodians with a committee of local management acting in a fiduciary capacity with regard to investment
decisions, risk mitigation and administration of the arrangements. Contributions to the various funded plans are agreed with the named
fiduciary, scheme actuaries and the committee of local management after taking account of statutory requirements including the
Pension Protection Act of 2006, as amended. Through its U.S. subsidiaries, the Group may make significant contributions, either as
required by statutory requirements or at the discretion of the Group, with the aim of maintaining a funding status of at least 90% and
remaining fully funded in the long term. During 2021, the Group did not contribute to its funded pension and post-retirement plans in the
U.S. and does not expect to do so in 2022.

For funded plans in the U.S., the trustees employ a risk mitigation strategy which seeks to balance pension plan returns with a reasonable
level of funded status volatility. Based on this framework, the asset allocation has two primary components. The first component is the
hedging portfolio, which uses extended duration fixed income holdings (typically U.S. Government and investment grade corporate bonds)
and, to a lesser extent, derivatives to match a portion of the interest rate risk associated with the benefit obligations, thereby reducing
expected funded status volatility. The second component is the return-seeking portfolio, which is designed to enhance portfolio returns.
The return-seeking portfolio is broadly diversified across asset classes.

On 7 October 2021, the Group concluded a transaction affecting portions of the membership of the PEP and the Affiliates plans referred
to above, allowing the Group to fully settle portions of its liability by transferring the obligations to the Metropolitan Tower Life Insurance
Company in a buy-out. Approximately US$1.9 billion (£1.4 billion) of plan liabilities have been removed from the balance sheet, resulting in a
settlement gain of £35 million.

At 31 December 2021, the PEP and Affiliates plans referred to above were reporting surpluses under IAS 19 totalling £463 million
(2020: £232 million). Under the rules of these plans, after assuming the gradual settlement of the plan liabilities over the lives of the
arrangements, any surplus would be returnable to the Group in the event of a termination or could otherwise be repurposed for other
existing or replacement benefit plans, and accordingly, no surplus restrictions have been recognised.

United Kingdom

In the UK, the main pension arrangement is the British American Tobacco UK Pension Fund (UKPF), which is established under trust law
and has a corporate trustee that is required to run the scheme in accordance with the UKPF's Trust Deed and Rules and to comply with
the Pension Scheme Act 1993, Pensions Act 1995, Pensions Act 2004 and all other relevant legislation. With effect from 1 July 2020, UKPF
was closed to further accrual of benefits with all active members becoming deferred members. A past service credit was recognised on
the difference between the salary increase assumption for active members and the inflation assumption for deferred members at the
date of the plan amendment and curtailment of benefits.

The formal triennial actuarial valuation of the UKPF was last carried out with an effective date of 31 March 2020. This showed that UKPF
had a surplus of £139 million on a Technical Provisions basis, in accordance with the statutory funding objective. The Trustee also has a
Long-Term Funding Target to be fully funded on a Solvency Liabilities basis by 2026, and on this basis UKPF had a surplus of £7 million at
the valuation date. Under IAS 19, this was reported as a net retirement benefit asset of £293 million (2020: £389 million).

Following the completion of the valuation noted above, the Trustee and the Group agreed a new Schedule of Contributions with an effective
date of 5 October 2020. This schedule was subsequently replaced with a new Schedule with an effective date of 30 March 2021, such that
the Group made no contributions in 2021 but is committed to pay £18 million in July 2022 and £18 million in July 2023 as contributions towards
further de-risking of UKPF's assets and securing members’ benefits. Contributions were £21 million in 2020 and £30 million in 2019.

Under the UKPF scheme rules, the Trustee does not have a unilateral power to commence a wind up of UKPF, and the Group has
recognised a surplus as an unconditional right to a refund assuming the gradual settlement of the UKPF liabilities over the life of the
scheme with any future surplus returnable to the Group at the end of the life of the scheme. The funding commitment is not considered
onerous and no additional liabilities or surplus restrictions have been recognised.
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As part of its risk management strategy, on 31 May 2019, the UK Trustee entered into a buy-in agreement with Pension Insurance
Corporation plc (‘PIC’) to acquire an insurance policy with the intent of matching a specific part of UKPF’s future cash flows arising from
the accrued pension liabilities of retired and deferred members and improving the security to the UKPF and its members. On an IAS 19
basis, the subsequent fair value of the insurance policy matches the present value of the liabilities being insured. On 19 May 2021, the
Trustee entered into an agreement with PIC to acquire a second buy-in policy which involved the transfer of £383 million of assets held by
UKPF to PIC. As a result of these transactions, approximately 84% of the assets held by UKPF (2020: 75%) are represented by the buy-in
contracts, covering 91% of UKPF’s liabilities (2020: 83%).

For the residual assets held by UKPF, the current allocation is broadly split as 75% in risk reducing assets and 25% in return seeking assets.
The return seeking portfolio is invested in illiquid assets which, in the normal course of events, will wind down naturally over time, with
their value being realised as the investments mature. This is consistent with the Trustee’s ultimate target which is to be 100% invested

in risk reducing assets or matching assets. Given the strong funding position of UKPF as shown in the 31 March 2020 Actuarial valuation,
the Trustee will continue to review the investment strategy and may look to increase the proportion of risk-reducing or matching assets,
commensurate with their ultimate target to further reduce UKPF’s exposure to asset volatility.

Other territories

Payments made to pensioners by the operating companies in Germany, net of income on scheme assets, are deemed to be company
contributions to the Contractual Trust Arrangements and are anticipated to be around £37 million in 2022 and £33 million per annum for
the four years after that. Contributions to pension schemes in Canada, Netherlands and Switzerland in total are anticipated to be around
£11 million in 2022 and then also around £11 million per annum for the four years after that.

For schemes in the Netherlands reporting surpluses of £77 million (2020: £26 million), these surpluses have been recognised as an
unconditional right to a refund assuming the gradual settlement of the pension liabilities over the life of the scheme, with any future
surplus returnable to the Group at the end of the life of the scheme. For schemes in surplus in Canada of £27 million (2020: £19 million), the
economic benefit has been calculated as a combination of the expected level of administration expenses which may be charged to the
plan assets in accordance with the plan rules, which economically represents a potential surplus refund, and the value of the employer
reserve account as defined in legislation, which represents a potential reduction in contributions on an ongoing basis or a surplus refund at
the end of the life of the scheme.

On 2 September 2021, the Group through its Canadian subsidiaries entered into a buy-in agreement with five insurers to acquire insurance
policies that operate as assets of its largest Canadian scheme, the Imasco Pension Fund Society Plan (Society Plan), by transferring plan
assets of CAD $766 million (£451 million). The transaction was met entirely from the pension plan assets with no further funding required
from the Group. The buy-in covered all the Society Plan’s liabilities in relation to pensioners and deferred members as well as the pensions
accrued up to 31 December 2020 for active members. The Group consequently benefits from the buy-in as it reduces the Society Plan’s
reliance on the Group for future cash funding requirements. For the residual assets, the Society Plan is 100% invested in risk reducing
assets, consistent with the Canadian subsidiary’s ultimate de-risking target.

Unfunded arrangements

The majority of benefit payments are from trustee administered funds, however, there are also a number of unfunded schemes where the
sponsoring company meets the benefit payment obligation as it falls due, including UK-based Defined Benefit and Defined Contribution
Unapproved Unfunded Retirement Benefit Schemes (DB UURBS and DC UURBS respectively). The DC UURBS credits accrued in the year
are increased in line with the Company’s Weighted Average Cost of Debt and the scheme is therefore treated as a defined benefit scheme
under IAS 19. For unfunded pension schemes in the U.S. and UK, 38% of the liabilities reported at year-end are expected to be settled by
the Group within 10 years, 28% between 10 and 20 years, 19% between 20 and 30 years, and 15% thereafter. For unfunded healthcare
schemes in the U.S. and Canada, 63% of the liabilities reported at year-end are expected to be settled by the Group within 10 years, 27%
between 10 and 20 years, 8% between 20 and 30 years, and 2% thereafter.

The amounts recognised in the balance sheet are determined as follows:

Pension schemes Healthcare schemes Total

2021 2020 2021 2020 2021 2020

£m £m £m £m £m £m

Present value of funded scheme liabilities (9,859) (M,970) (225) (253) (10,084) (12,223)
Fair value of funded scheme assets 10,644 12,403 172 173 10,816 12,576
785 433 (53) (80) 732 353

Unrecognised funded scheme surpluses (16) (16) - - (16) (16)
769 417 (53) (80) 716 337

Present value of unfunded scheme liabilities (555) (602) (482) (545) (1,037) (1147)
214 (185) (535) (625) (321) (810)

The above net (liability)/asset is recognised in the balance sheet as follows:

—retirement benefit scheme liabilities (702) (897) (537) (627) (1,239) (1,524)
— retirement benefit scheme assets 916 712 2 2 918 714
214 (185) (535) (625) (321) (810)
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The net liabilities of funded pension schemes by territory are as follows:

Liabilities Assets Total

2021 2020 2021 2020 2021 2020

£m £m £m £m £m £m

-Us. (3,378) (5,012) 3,748 5144 370 132
- UK (3,357) (3,485) 3,645 3,866 288 381
— Germany (913) (1,035) 896 918 17) M7)
—Canada (706) (756) 724 758 18 2
— Netherlands (769) (873) 846 893 77 20
— Switzerland (317) (348) 31 312 (6) (36)
— Rest of Group (419) (461) 474 512 55 51
Funded schemes (9,859) (11,970) 10,644 12,403 785 433

Of the Group’s unfunded pension schemes, 57% (2020: 54%) relate to arrangements in the UK and 32% (2020: 32%) relate to arrangements
in the U.S., while 85% (2020: 85%) of the Group’s unfunded healthcare arrangements relate to arrangements in the U.S.

The amounts recognised in the income statement are as follows:

Pension schemes Healthcare schemes Total
2021 2020 2021 2020 2021 2020
£m £m £m £m £m £fm
Defined benefit schemes
Service cost
— current service cost 60 72 2 2 62 74
— past service credit, curtailments and settlements (29) (12) - - (29) (12)
Net interest on the net defined benefit liability
— interest on scheme liabilities 226 300 19 27 245 327
—interest on scheme assets (226) (289) (5) 7) (231) (296)
—interest on unrecognised funded scheme surpluses 1 1 - - 1 1
32 72 16 22 48 94
Defined contribution schemes 91 88 - - 91 88
Totalamountrecognised in the income statement (note 3) 123 160 16 22 139 182

The above charges are recognised within employee benefit costs in note 3 and include a credit of £23 million in 2021 (2020: charge of
£10 million) in respect of settlements, past service costs and defined contribution costs reported as part of the restructuring costs
and other adjusting items charged in arriving at profit from operations (note 7). Included in current service cost in 2021is £15 million
(2020: £16