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British American Tobacco p.l.c. (No. 3407696) Annual Report 2017
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) for the 
year ended 31 December 2017, 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 SEC and certain phrases, paragraphs or similar sections denoted 
with a ‘»’ symbol do not form part of the Annual Report and Accounts. 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 drawn up 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 additional information. Our Strategic 
Report, pages 1 to 54, includes our vision and strategy, global market overview, 
business model, global performance, as well as our financial performance and 
principal group risk factors. The Strategic Report has been approved by the 
Board of Directors and signed on its behalf by Paul McCrory, Company Secretary. 
Our Governance Report, pages 55 to 99 contains detailed corporate governance 
information, our Committee reports and responsibility of Directors. The Directors’ 
Report on pages 55 to 72 (the Governance pages), page 99 (Responsibility of 
Directors)@ and 215 to 262 (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 100 to 198. The Other Information section commences on page 215.

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. This year, we have included a Non-GAAP measures 
section on pages 218 to 222 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.

BAT has shares listed on the London Stock Exchange (BATS) and the Johannesburg 
Stock Exchange (BTI), and, as American Depositary Shares (ADSs), on the New York 
Stock Exchange (BTI).

The Annual Report is published on www.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 tobacco 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 Report is 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 
addresses of BAT and Reynolds American Inc. (Reynolds American or RAI), 
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 239.

www.bat.com/reporting BAT IR appwww.bat.com/investors

More available online at 
bat.com/investors
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British American Tobacco (BAT) is 
one of the world’s leading consumer 
goods companies, with brands sold 
around the globe. We employ over 
55,000 people globally, partner 
with over 90,000 farmers and have 
factories in 42 countries, with offices 
in even more. 

At BAT, we have been 
satisfying consumers, 
delivering shareholder 
value and creating valued 
employment for over 
a century. 

However, we are entering 
the most dynamic period 
of change our industry has 
ever encountered. 

An unprecedented 
confluence of technology, 
societal change and public 
health awareness has created 
a unique opportunity: the 
opportunity to make a 
substantial leap forward 
in our long-held ambition 
to provide our consumers 
with lower risk tobacco and 
nicotine choices.

Our acquisition of Reynolds 
American Inc. (Reynolds 
American or RAI), which has 
transformed both the scale 
and geographic reach of our 
business and our portfolio 
of potentially reduced-risk 
products, now positions us 
perfectly to capitalise on 
this ambition.

We call this ambition 
‘transforming tobacco’ and 
we are fully committed to 
leading this transformation.

Transforming  
 Tobacco

Overview
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It is widely accepted 
that most of the harm 
associated with tobacco 
is caused by inhaling 
the smoke produced 
by the combustion of 
tobacco. That is why 
we are dedicated to the 
development and sale 
of a range of potentially 
reduced-risk products 
that provide the enjoyment 
of smoking without 
burning tobacco.

These potentially reduced-
risk products include 
Next Generation Products 
(NGPs), comprising vapour 
and tobacco heating 
products (THPs), as well as 
oral tobacco and nicotine 
products such as snus 
and moist snuff. 

Since 2012, together with 
Reynolds American, we 
have invested approximately 
US$2.5 billion in the growth 
of our range of NGPs. 
We have also significantly 
increased the size of our 
existing oral tobacco 
business with the addition  
of more snus and moist 
snuff brands in the US.

Our commitment to 
leading and accelerating 
this transformation is also 
demonstrated by the 
changes we are making in 
how we run our business – 
including our NGP activities 
being integrated into the 
heart of the Company across 
all functions and across 
all geographies. 

The advent of new and better consumer 
technologies meant that, in 2012, we 
articulated a new vision – to be the best 
at satisfying consumer moments in 
“tobacco and beyond” – with consumers 
right at the centre of our strategy.

We were clear then, as we are now, 
that we would build our business based 
on outstanding products, informed 
consumer choice and a drive towards 
a reduced-risk portfolio. More choice, 
more innovation, less risk.

Leading change  
to shape the future
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This transformation is 
larger than just BAT. Lasting 
change will only be achieved 
by a combination of the 
commitment and product 
investment from companies 
like BAT and the support 
of regulators through the 
establishment of sensible 
regulation promoting a 
spectrum of potentially 
reduced-risk products. 

We also need the objective 
and balanced support 
of public health bodies, 
politicians, media and 
academics in driving 
informed choice and 
consumer trust.

If we can all work 
successfully together 
we can drive a triple win. 
Our consumers will have 
a range of potentially 
safer choices; society 
could benefit from real 
progress in tobacco 
harm reduction; and our 
shareholders will own an 
even more sustainable 
and profitable business.

While we cannot be certain whether 
all smokers will switch to potentially 
reduced-risk products, we are committed 
to making a range of high-quality, 
innovative products as widely available 
as practicable to address the varied 
preferences of our consumers. 

We believe that by doing this, and working 
with regulators to establish supportive 
regulatory regimes, many millions of 
smokers will increasingly make the choice 
to switch.

…supported by  
proactive external  
engagement
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Today, we have industry-
leading products in 
vapour; in tobacco heating 
products; in oral tobacco 
(including snus and moist 
snuff); and in our tobacco-
free nicotine pouches. 
This is just a beginning. 
We aim for far more.

These smokeless 
products offer genuine 
choices to consumers 
searching for alternatives 
to traditional cigarettes.

This investment has been 
driven by our firmly held 
belief that our consumers 
are not all the same and 
so will need a range of 
different products to meet 
their varied and constantly 
evolving preferences.

However, this is just 
the start. To lead this 
transformation we must win 
the technology race, so our 
R&D investment, led by 
hundreds of scientists across 
the world, is predominantly 
focused on developing 
our pipeline of potentially 
reduced-risk products.

The investments that we have made 
are now delivering real, tangible 
results. Thanks to our commitment, 
we are now able to provide an 
unrivalled suite of potentially less 
harmful products that can address 
the many and varied preferences of 
today’s more demanding consumers.

Inspiring  
 products
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…that meet  
evolving  
consumer  
preferences
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These aims will not 
be easy to reach, but, 
with a combination 
of commitment and 
investment, we believe 
they are achievable.

However, even with these 
ambitious objectives, it 
is clear that conventional 
cigarettes will remain a key 
part of our business for 
many years to come and 
will continue to provide a 
vital source of investment 
for our NGPs. 

We often get asked why 
we don’t just stop selling 
cigarettes? In short, we 
don’t believe this would 
be commercially sensible 
or practical: the ongoing 
consumer demand for 
these products would 
either transfer straight 
to our competitors or, 
more worryingly, the 
black market and in many 
markets there are still 
real regulatory obstacles 
to launching NGPs.

That is why alongside 
our commitment to 
the transformation of 
our business, we also 
remain fully committed 
to our combustible 
tobacco business during 
this transformation.

All of the progress we have made to date 
gives us confidence to set clear ambitions 
for our future. 

By the end of 2018 our objective is to 
generate over £1 billion revenue from 
NGPs and by 2022 to have increased 
that figure fivefold to £5 billion.

Taken together with the growing revenue 
from our oral tobacco business, we fully 
expect that by 2030, a very significant 
percentage of Group revenue will be 
generated by our suite of potentially 
reduced-risk products.

This is only  
 the beginning
 £1bn 
In 2018, our aim is to 
double our NGP revenue 
to £1 billion. 

 £5bn
By 2022, our aim  
is to deliver £5 billion  
in NGP revenue. 
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A strong set of results
Welcome to our combined Annual Report 
and Form 20-F for 2017. During what has 
been a landmark year in the history of the 
Group, we have continued to deliver for 
shareholders and I am very pleased to report 
a strong set of results, with market share, 
revenue and profit all growing.

In a year when the Group became truly 
global following the acquisition of Reynolds 
American, we are now in an even better 
position to shape the future of our industry 
during a period of profound change which 
can deliver benefits for consumers, society 
and investors alike. 

Acquisition of Reynolds American
The deal to acquire Reynolds American 
not only creates a stronger, global tobacco 
and Next Generation Products business, 
committed to delivering sustained long-term 
profit growth and returns, it also enables us 
to leverage the complementary skills from 
our new, enlarged workforce. The Group 
now has a balanced presence across emerging 
markets and developed markets, including 
the attractive US market. 

We are committed to transforming tobacco 
by using our enhanced resources following 
the acquisition to deliver even greater 
choice for our adult consumers – across 
the combustible portfolio as well as those 
potentially reduced-risk products like vapour, 
heated and oral tobacco. 

Additionally, increased access to a significant 
proportion of Group cash flows provides 
further support to the Company’s continued 
commitment to a dividend payout ratio of 
at least 65%. We will also retain a strong 
financial profile, with the Group targeting a 
solid investment grade credit rating through 
progressive deleveraging.

Quarterly dividends
The dividend in respect of 2017 is 195.2p, 
being an increase over 2016 of 15.2% 
(2016: 169.4p).

As announced in April 2017, the Group 
has moved to quarterly dividends with 
effect from 1 January 2018. In order to 
effect the transition to quarterly dividends, 
we committed to ensuring shareholders 
would receive an equivalent cash amount 
in 2018 under the quarterly dividend 
approach as they would have done under 
the previous methodology. 

As part of this process, a second interim 
dividend of 43.6p (equivalent to 25% of the 
cash dividend paid in 2017) was declared in 
December 2017 and paid in February 2018. 
The Board has declared an interim dividend 
of 195.2p per ordinary share, payable in 
four equal dividend payments of 48.8p per 
ordinary share, to shareholders registered 
on the UK main register or the South Africa 
branch register and to 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 page 37 of the Financial 
Review and page 241 in the Shareholder 
information section.

Board changes
We were very pleased to welcome Lionel 
Nowell, III, Holly Keller Koeppel and Luc 
Jobin who joined our Board as Non-Executive 
Directors from Reynolds American and I look 
forward to the insights that they will provide 
to the Board.

I would like to thank Ann Godbehere and 
Dr Pedro Malan, who will be retiring from the 
Board at the conclusion of the forthcoming 
AGM on 25 April 2018. Ms Godbehere has 
served as a Non-Executive Director since 
October 2011 and Dr Malan has served as a 
Non-Executive Director since February 2015. 

Our approach to governance
Good governance has long been a key priority 
for the Group. Continuing to meet all our 
obligations under the various frameworks 
with which we are bound by is not only about 
compliance with the law, but also about 
ensuring that the Group is delivering results 
with integrity.

With the Reynolds American acquisition 
now complete, not only are we a stronger 
business, but we are also subject to further 
requirements under US law. Whether through 
increased reporting transparency under the 
Sarbanes-Oxley Act, or through the Foreign 
Corrupt Practices Act, we have new legislation 
with which we have to comply. 

As a result of these new requirements, our 
Annual Report encompasses our obligations 
under the UK (as required by the Companies 
Act, the FCA Handbook, the Financial Reporting 
Council and London Stock Exchange Rules), 
South Africa (as required by the Johannesburg 
Stock Exchange) and US (as required by US 
securities laws, the Securities and Exchange 
Commission rules and the New York Stock 
Exchange) regulations. All of these requirements 
have been brought into this consolidated 
Annual Report and Form 20-F. 

Outlook
This is a very exciting time for the tobacco 
and nicotine industry, and for the Group in 
particular. The advent of new, potentially 
reduced-risk products that can satisfy 
consumers means there are new growth 
opportunities for the business.

While challenging conditions persist, the 
Group’s approach of placing the consumer at 
the centre of its strategy, along with a multi-
category portfolio of products designed to 
address their varying preferences, ensures that 
our business is in an even stronger position 
to deliver long-term, sustainable growth.

Richard Burrows
Chairman

Chairman’s introduction

“ During what has been a 
landmark year in the history 
of the Group, we have continued 
to deliver for shareholders”
Richard Burrows
Chairman
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Our strategy remains as relevant today to drive our 
transforming tobacco ambition as it was when it was 
first rolled out in 2012. It enables us to deliver growth 
today while driving the investment required to deliver 
our transformational agenda.

Our vision remains clear: while combustible tobacco 
products will remain at the core of our business for 
some time to come, we understand that long-term 
sustainability will be delivered by our transforming 
tobacco ambition.

Our strategic framework  
for transforming tobacco
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Our vision
World’s best at satisfying 
consumer moments in 
tobacco and beyond.

Our mission
Delivering our commitments 
to society, while championing 
informed consumer choice.

Strategic focus areas
Our four key focus areas remain 
fundamental to our strategy 
as we focus on our transforming 
tobacco ambition. 

Our consumers are at the core of everything 
we do and our success depends on addressing 
their preferences, concerns and behaviours. 

We know that these are fragmenting and 
evolving at an unprecedented pace, and 
consequently, we are focusing on providing 
a range of tobacco and nicotine products 
across the risk spectrum. In addition, we 
are clear that to win in this space we need 
to understand our consumers’ preferences 
and further invest in a pipeline of ever 
evolving innovations.

We have long known that, as a major 
international business, we have a responsibility 
to address societal issues with our tobacco 
products, and that, as our business continues 
to grow, so does our influence and the 
responsibility that comes with it.

We are also clear that we have a duty to 
our shareholders to ensure we continue to 
deliver today and invest for a sustainable 
future and to our consumers to provide, in 
addition to our combustible products, a range 
of potentially reduced-risk products such as 
NGPs and oral tobacco products.

Our transforming tobacco ambition, with 
its core objective of providing consumers 
with more choice, more innovation and less 
risk will allow us to: satisfy these consumers; 
address societal concerns at large through the 
growth of multiple categories of potentially 
reduced-risk tobacco and nicotine products; 
and provide a sustainable, profitable future 
for our shareholders.

Growth page 20

Constantly developing our portfolio of 
potentially reduced-risk products and 
new technologies while continuing to 
drive revenue growth from our traditional 
combustible products.

Productivity page 23

Effectively deploying resources between 
product categories and managing our 
cost base to release funds for investment.

Winning organisation page 25

Ensuring we have great people with the 
right skill sets in the right teams to drive 
the transformation of our business.

Sustainability page 27

Ensuring a sustainable business that meets the 
expectations of all our various stakeholders.

Read about our industry page 15

Guiding Principles
Our Guiding Principles provide clarity about what we stand for.  
They form the core of our culture and guide how we deliver our strategy.

Enterprising  
spirit
We value enterprise from all of 
our employees across the world, 
giving us a great breadth of ideas 
and viewpoints to enhance the 
way we do business. We have the 
confidence to passionately pursue 
growth and new opportunities 
while accepting the considered 
entrepreneurial risk that comes 
with it. We are bold and strive to 
overcome challenges. This is the 
cornerstone of our success.

Freedom through 
responsibility
We give our people the 
freedom to operate in their local 
environment, providing them 
with the benefits of our scale 
but also the ability to succeed 
locally. We always strive to do 
the right thing, exercising our 
responsibility to society and other 
stakeholders. We use our freedom 
to take decisions and act in the 
best interest of consumers.

Open  
minded
Our corporate culture is a great 
strength of the business and one 
of the reasons we have been, and 
will continue to be, successful. 
We are forward-looking and 
anticipate consumer preferences, 
winning with innovative, high-
quality products. We listen to, 
and genuinely consider, other 
perspectives and changing social 
expectations. We are open to 
new ways of doing things.

Strength from  
diversity
Our management population 
comprises people from over 
140 nations, giving us unique 
insights into local markets and 
enhancing our ability to compete 
across the world. We respect and 
celebrate each other’s differences 
and enjoy working together. 
We harness diversity – of our 
people, cultures, viewpoints, 
brands, markets and ideas – to 
strengthen our business. We value 
what makes each of us unique.
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Our progress: The Group delivered another 
year of growth across our key metrics.

Our year in numbers

Non-GAAP

KPI

GDB overall market share (ex US) growth

+110 bps 
2016: +100 bps 
2015: +120 bps

Group market share of key markets 

+40 bps 
KPI

2016: +50 bps 
2015: +40 bps

Group cigarette (and tobacco heating 
products – THP) volume

686bn
+3.2% (-2.6% organic3) 
2016: +0.2% (-0.8% organic) 
2015: -0.5%

Total dividends per share  
(p)

195.2p
+15.2% 
2017
2016
2015

+15%
+10%
+4%

Definition: Dividend per share in respect of the 
financial year

Target: To increase dividend in sterling terms, based 
upon the Group’s policy to pay dividends of 65% of 
long-term sustainable earnings.

Change in adjusted2 profit from 
operations at constant rates1 (%)

+39.9%
 Non-GAAP

KPI

2017
2017(org3)
2016
2015

+40%
+4%
+4%
+4%

Definition: Change in profit from operations before the 
impact of adjusting items and the impact of fluctuations 
in foreign exchange rates.

Profit from operations  
(£m)

£6,476m 
+39.1%
2017
2016
2015

+39%
+2%
+0%

£6,476m
£4,655m
£4,557m

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.

Revenue  
(£m)

£20,292m 
+37.6%
2017
2016
2015

+38%
+13%

-6%

£20,292m
£14,751m

£13,104m

Definition: Revenue recognised, net of duty, 
excise and other taxes.

Change in adjusted2 revenue  
at constant rates1 (%)

+30.7%
 Non-GAAP

KPI

2017
2017(org3)
2016
2015

+31%
+3%
+7%
+5% 

Definition: Change in revenue before the impact of 
adjusting items and the impact of fluctuations in foreign 
exchange rates.

Global Drive and Key Strategic Brands 
(GDSBs) total cigarettes and THP volume

405bn
+17.2% (+7.5% organic3)  KPI

2017
2016
2015

405bn
346bn
323bn

2016: +7.2% 
2015: +8.0%

Global Drive Brands (GDBs) 
cigarette and THP volume

357bn
+10.0% (+7.6% organic3)  
2017
2016
2015

357bn
324bn
301bn

2016: +7.5% 
2015: +8.5%

Total shareholder return (TSR) of the 
FMCG group – 1 January 2015  
to 31 December 2017 (%) 
The FMCG group comparison is based  
on three months’ average values

Median 
9.3%

BAT
15.7%30

25

20

15

10

5

0

 Upper quartile 
 Lower quartile KPI
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Operating cash flow conversion ratio@ 
(%)

79%
 Non-GAAP

KPI

2017
2016
2015

79%
93%
92%

Definition: Operating cash flow, as defined on page 
221 as a percentage of adjusted profit from operations. 
Operating cash flow is not a measure defined by IFRS.

Change in adjusted2 diluted EPS  
at constant rates1 (%)

+9.9%
 Non-GAAP

KPI

2017
2016
2015

+10%
+10%
+10%

Definition: Change in diluted earnings per share 
before the impact of adjusting items and the impact 
of fluctuations in foreign exchange rates.

Cash conversion  
(%)

83%
2017
2016
2015

83%
99%

104%

Definition: Net cash generated from operating activities 
as a percentage of profit from operations.

Operating margin 
(%)

31.9%
2017
2016
2015

31.9%
31.6%
34.8%

Definition: Profit from operations as a percentage 
of revenue. 
 

Change in adjusted2 cash generated from 
operations at constant rates1 (%)@

+0.3%
 Non-GAAP

KPI

2017
2016
2015

0%
+21%
+2%

Definition: Change in adjusted cash generated from 
operations, as defined on page 222, before the impact 
of fluctuations in foreign exchange rates.

Change in adjusted2 diluted EPS 
(%)

+14.9%
 Non-GAAP

KPI

2017
2016
2015

+15%
+19%

0%

Definition: Change in diluted earnings per share 
before the impact of adjusting items.

Net cash generated from operating 
activities (£m)

£5,347m 
+16.0%
2017
2016
2015

+16%
-2%

+27%

£5,347m
£4,610m
£4,720m

Definition: Movement in net cash and cash equivalents 
before the impact of net cash used in financing activities, 
net cash used in investing activities and differences 
on exchange. 
 

 

Diluted earnings per share (EPS)  
(p)

1,830.0p 
+634%
2017
2016
2015

+634%
+8%

+38%

1,830.0p
249.2p
230.3p

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. 

Adjusted2 operating margin 
(%)

39.9%
 Non-GAAP

2017
2016
2015

39.9%
37.2%
38.1%

Definition: Adjusted profit from operations 
as a percentage of adjusted revenue.

Notes: To supplement our results of operations presented in accordance with IFRS, the information presented also includes several non-GAAP 
measures used by management to monitor the Group’s performance. See the section Non-GAAP Measures beginning on page 218 for 
information on these non-GAAP measures, including their definitions and reconciliations to the most directly comparable IFRS measure, 
where applicable. Certain of our measures are presented based on constant rates of exchange, on an adjusted basis and on an organic basis. 

1. Where measures are presented ‘at constant rates’, the measures are calculated based on a retranslation, at the prior year’s exchange 
rates, of the current year results of the Group and, where applicable, its segments. See pages 41 and 224 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. 

3. Where measures are presented as ‘organic’ or ‘org’, they are presented before the impact of the contribution of businesses acquired 
during 2017, including Reynolds American, Bulgartabac, Winnington and Fabrika Duhana Sarajevo.

@ denotes table and accompanying text that does not form part 
of BAT’s Annual Report on Form 20-F as filed with the SEC.
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