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Third row from left
Harrig NMule* » Philip Lopokoiyit (Finance Director) = Puth Ngobi (Cormpany Secretary) = Prof, Joseph Kimura®
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Notice of Annual General Meeting 2004

NOTICE IS HEREBY GIVEN that the Fifty-Second Annual General Meeting of British American Teobacco Kenya Limited wilt be
hetd in the Ball Room, Haotel Intercontinental, Nairobi! on Thursday, 22 April 2004 at 2.30 p.m. for the following purposes:-

Ordinary Business

®

(i)

(B}

(V)

MOTES:

To receive and consider the Accounts for the year ended 31 December 2003 and the Repaorts of the Directors
and Auditors thereon,

To declare & dividend.
To elect Directors:

Mr. P. R. Lopokolyit who was appointed by the Board on 1January 2004 retires in accordance with Article 95
of the Articles of Association and being eligible, offers himseff for re-election.

Mr. M.M. Wanyoike relires by rotation and being eligible offers himself for re-election in accordance with Article
89 of the Articles of Assaciation.

Mr. 5. A, Welford retires by rotation and being eligible offers himself for re-election in accordance with Article
89 of the Articles of Association.

Mr. C.M. Burrell retires by rotation and being eligible offers himself for re-election in accordance with Article 89
of the Articlas of Association.

Ta authorise the Directors to fix the remuneration of the auditors, PricewaterhouseCoopers.

12 March 2004

Likoni Road, By Order of the Board
P. O. Box 30000-00104, R T Ngaobi
Nairobi Company Secretary

Ary Mermber who is entitted to attend and vote at the Annual General Meeting is entitied to appoint a proxy to
attend and vote in his stead. Such proxy need not be a member of the Compary.

A proxy form is provided with this report. Shareholders who do not propose to be at the Meeting are requested
1o complete and return the form to the Registered Office of the Company so as to arrive not laler than 2:30 p.nt

on Wednesday, 21 April 2004.



Chairman’s Review\Taarifa ya Mwenyekiti

Business Environment

The business smvircnment in 2003 axperienced renewed
oplimism it the recovery and growth of the economy. This
optimism was genarated by the peaceful politicat transition
at the close of 2002, the laudable policies and programmes
put in place by the new Government and the pledges of
substantial donor support. Inflation remained in single digits
and bank lending rates, while remaining relatively high,
maintained a dowrward trend. The Nairobi Stock Exchange

recorded an all time high trading in stocks during 2003 with

share prices of certain stocks recording phencmenal
increases. The GDP growth rate for 2003 is estimated at
1.4%, reflecting a marginal increase of about 0.5% over the
rate recorded in 2002.

The Government embarked on impiementation of positive
policies to create a favourable environment for investment.
The anti corruption drive, revival and strengthening of
institutions that serve key sectars of the economy, regular
consultations with key stakeholders including the private
sactor and the fiscal incentives offered to Industry and
Agriculture in the 2003 Budget are some of the initiatives
undertaken. However, nsecurity and poor road network
remmain major areas of concern.

In our industry, extiaustive consultations with the
Government resulted in & fundamental reform of the
excise tax policy. The old ad valorem excise tax system
on cigarettes was replaced by a new specific tax system
from mid 2003. There is clear avidence already that the
new excise system (afthough increasing industry tas
burden) is viglding higher tax revenues for the
Exchedquer while helping to level the playing field.

Performance

The overall domestic consumption of tobaceo

products stabilised in 2003, While consurner disposable

incomes remained weak, our key brands perfomed well.
Qur share of market recovered by 8 percentage points,

to close at 73% by the end of the vear

Mazingira y= Kibiashara

Mwaka wa 2003 ulleta matumamni mapya ya ufufuzi na ukuaji

wa Kiuchiurni katikka mazingirs yvolu ya kibiashara. Matumainf hava
yaliwezeshwa na mabadiiko yva kisiasa yaliyofanywa kwa rijia ya
arnani moarno mwisho wa mwaka wa 2002, mipango na sera

nzurl ziizowekwa na serkall moya na ahadi za kuungwa mkano

na watadhii. Kiwango cha gharama za maisha na riba kwa mikopo
Inayokopeshwa na benki kifendelea kuwa cha juu, huku kikioungua
pole pole. Blashara Kattka Soko la Hisa la Nairobi fiendslea kwa wingi
wakati wote katika miaka ya v punde, hulas bei va Risa ikongezeiea,
Fato iz Taffa kwa mwaka wa 2003, linakisiva Kuwa asiirmia 1.4 na
kudhinirisha ongezeke la karibu asffimia 0.5 diidi yva pato la mwaka
wa 2002,

Serikafi lanzisha utekelezall wa maongozi nwvafaka ya kuburi
mazingira bora kwa wawekezay, Jubudi za kupambana na ufisack,
Kufufua na Kuimarisha Taasiel zinazohudurmia sekta muhimo za
kiuchumi, kushauiana mara kwa rmara na wahusika dau mohimu
ikiwerno sehta ya kibinafs na vishawishi vilvyotolewa kwa sekta za
Viwanda na Kifimo wakati wa bejeti ya mwaka wa 2003, ni bazdhi
va fitihada zilizotarnava, Hata Rivio hal va ukosaii wa ogalsma na
barabara mbovu ndiyo matatizo makubwa yanayoendeiea Kukithirt

Katika sekta yelu, mashaur kati yetu na serikali yaliwezesha kufarmewa
kwa marekebisho ya maongozi ya usiiury. Ushurt wa zarmari wet
sigara uigjulikana kama ad valorerm excise tax system uliondolewa

na mahala pake kuchukuliwa na ushuru mpya wa specifio fax systam,
kuanzia katf kat! ya mwaka wa 2003, Kuna ushahiol whio weasd tayard
wamba ushiury bud mpya ingawa Umeongezea meigo wa Ushur
kwa sekia hil, unaleta mapate zaidf ya ushury kwa hazina kuu ya
serikali huku Ukisaidia kusawarziaha urakelazai bizshara Wi,




Results

Gross furnover at Shs 9.4 bilion was marginally higher

than in 2002, However, pretax income increased by 28%

to Shs 1.67 billion refiecting the impact of increased axport
sates, as well g5 the banefit of past yvears’ overhead reduction
initiatives and lower re-organisation costs,

Strategy

The company carried out promotional activities to drive both
value and valumsa share of the markel. The community based
Sportsman wrand promation, “Jenga Jing” where the winner
got & cash prize and a project of choice for e community,
toosted the performance of our key volume brand.

We completed phase | of our program of migrating additional
cordract maonufacture into cur Kenya operation with the
launch of Burrus & Song and John Player Gold Leaf. These
brands were previously manufactured in Switzerland and the
UK for expori o the Horm of Africa. The decision to invest in
machinery and resources to manufacture these brands in
Kenya was driven by improved business prospects and
support of the Government. This is 2 vote of confidence in
British American Tobacco Kanya and the nation by our parent
Group.

The company ertered Into a leal growing partnership with
long Lime tobacco merchant, Stancom Tobacco (Kenya) Lid,
who have opened up new areas in acdition o taking up
somea of the existing regions. The tobacco grown by both
companies is processad in the Thika Leaf Processing Plant
out of which 60% is exporied to ovérseas markets.

Soccial Responsibility

Last yoar, the company initlated the Social Roporting

process which is a new concept to Corporate organisations
worldwide and indeed a first for any company in Kenya.,

Our compary is set to join other BAT sister companies
giobally in this process. In simpic terms, “Social Reporting” is
a business practice that independently audits the conduct of
an erganisation. Through this process, British American
Tobacco Kenya seeks to engage constructively with its
stakeholders in colleclively addressing the various issues
raised about our business as well as about our envircnmental
and sociast performance.

Cur performance is independently verified and is reporied
publicly, thus making the organisation accountable for its

ethical corduct in the same way that it is with its financial

resuls.

Kazi yotu:

Matumizi va hapa nohind ya bidhaa za turnbiaky yalendalea kuimarika
mwaks wa wa 2003, Huku mapato ya maturmizl kwa watela weld
yakiendelea kupungua, aina miball mbxak za bidhaa zetu zitendelea
kifurahiva, Biashare yetu licata asiimia & ya poingf na sufikisha
asilimia 73 kufilkia mwisho wa mwaka.

Matokeao:

Pato ket la shilingr biliont 9.4 liiongezeka kidogeo ikilingantshwa na
mwaka wa 2002, Hata Rivys pato letul kabla yu kuloywa ushuy
fongezeka kwa asilimia 28 hadi shillngl Bivoni 1.67 kudhifiirisng
HIGeZeko I3 maura ya e na vile vile falda va miaka fyopita,
lupunguka Kwa gharama za vlendai frazf na ghararna za margkebisho.

Mbinu:

Kampuni fandaa shindano fa kutangaza bidhaa zake, kueleza thamani
na kiwango cfuy bicdhaa zetu katika soko, ambavia vyote virmeoloeeves
fowa Wirefis kalika taanfa ya vuzafl, Shindano la sigara airnz ya Sportsman
kwa jaimi inalofahamika kams “Jenga Jing” ambale rmshind alioata
zawad] yva pesa tasimu na mradi we farmil alicwchagua. Ifimsisha Luzai
wia aina il ya sigara.

Tufikamilisha awamu ¥ wearza ya mwadi waty wa Kuanzisha kandaras!
Faidf hapa nehind kwea kuzindua alna yu sigam va Burrus & Sons na

il v Jdohn Plaver Gold Leaf. Aing Hizl 22 sigara awah ziltkuwa
zikiterngenezwa nohind Switzerland na Uingereza Kwa uuzay kalifia noti
z& eneo la Upembe wa Afrika. Uamuzi wa kulgta mashine na rasirnal
Kulengensza ana Hizf za sigara haoe Kenva ulitokana na kumarika
kwa shughul za kibiashara ng kuurgwa Mikono na senikall. Hi ni ishara
ya kuwwg Kampuni yetl kuu Lingereza, Ing irmani 03 kampuni ya British
Amorican Tobacco Kenya na Talfa kwa jurla.

Hampuni [lingia katia usbirikiano wa UKuzaf tumbaku na kamouwy
va biashara ya tumbaku ya Slarcom Tebhacco (Kenya) LIl ambayas
fmeanza whurai wa lumbaku katika maseneo mapye:,




2003 was a year of good progress for your Company.
Turnover recorded a small increase in an otherwise fict total
market for tobacao products. Profit before tax increased
by 28%., buit upon increased export sales, the benefit of
past year's restructurings flowing through imo a reduced
cost base and lower reorganisation costs.

Tie principal driver of improved performance was the
ievoiling of the competitive playing field in the tobacco
industry. The flindamental shift in excise tax policy from
an ad valorem system of collection of excige to a spackHic
system of collection led to a reduction in the avallability
of extramcly iow price cigarettes in the market as the
capacity [or tax evasion by unethical manufacturers was
reduced. Your Company bengfited frorm this more levelled
competitive environment as did the Government with tax
revenues rom the iobacso industy in the second half of
the yesr improving significantiy.

After six years of consecuiive decling, the total market for
tobacco products in Kenya stabiised during 2003, Whilst
consumer disposabie incomes still remain weak, the level
of down-trading 1o very low priced products, a trend which
fas characiernised the market in recent years, was much
reduced due to more realistic industry pricing.

Cormpany share of market increased during the year
by five share points, closing the year at 73%. Our
continued long term focus of our resources on

our four key drive brands of Benson & Hedges,
Embassy, Sportsman and Safari continues to

prove highly successful. Together, the four brands
which represent our current and future sources of
prafitability, captured additionat rmarket share and

now represent 50% of the total cigaratte market.
Safari, our price fighter, grew impressively showing the
brand's capacity to compete effectively in the lower price
end of the rnarket.

During the past three financial years, we have critically
reviswed our productivity throughout the company taking
a series of opportunities to restructure all functions to
minimise our cost base and optimise our operationad
efficiency. These measures continued 1o bear fruit during
2003 with our cosl base reduced by 10% compared to the
prior year.

I 2002, we annocunced a major strategic intiative by the
British American Tobacco Group that impacts favourably
upon your Company. This is the establishment of our
MNairabi factory as a ¢centre of manufacturing excellence
for Eastern Africa and the progressive migration of
considerable valurnes of production from Eurapearn
factories into local production. The brands are being
manufactured under contract far supply to gready
astablished markets. During 2003, we commenaced this
two year project with the manufacture of fwo new brands,
Burrus & Sons and John RPlayer Gold Leai. Further brends
will commence manufacture in 2004 fsllowing the
compietion of a Shs 500m investment in naw
manufaciunng capacity to ensure owr product gualkity
remains the match of any simitar manufaciuring facility
anywhera in the world.




In tobacco growing, we embarked upon a new strategy

of focussing growing on supplying domestic requirements.
Ve entered into a parinership with our [ong time export
ageant, Stancom Tobhacco (Kenya) Lid, which enabled them
o begin growing Flue Cured Virgirie tobaccos for the first
tirmea. The partnership benefits farmers as it ensures
continuad rural income generation in all growing regions,
ensures good capacity utiisation of our Thika green leaf
processing plant whilst removing the commercial risk of
exports to your Company.

We continue to support the delivery of sensible regulation
in the tobacco sector. We are encouraged that suggestions
that we have made for incorporation irto a Tobacco Bil
that will help deliver sensible and unambiguous legislation
are being given consideration. We believe that this will
contribute to ensuring that the entire tobacco industry
pehaves ethically and responsibly in a mannear consistent
with British American Tobacoo's own International
Marketing Standards.

During the year, we embarked upon a process of Social
Reporting, the first cormpany in Kenya to do so. During

a seres of dialogue sessions, we engaged directly with

a broad cross section of stakeholders over issuss
surrounding our business in a constructive and transparent
manner. Our goal is 1o better understand our stakeholders
50 ensuring that we meet our commercial objectives in a
mannear consistert with reasonable public expectations of
a responsible tohacco company.

Your Cormpany mproved its excellent credit rating from
Gilobat Credit Ratings with our long term rating impiroving
to AA from AA {negative). This makes your Company the
highest independently rated corporate in the country, a
reflection of our strong management team and rcbust
financial positicn.

Strong cashflows generated by your Company enable your
Board of Directors to recommend a final dividend of She
4.50 per Shse 10 ordirary share. Together with inlerirm
dividends already paid, this represents total dividends per
share of Shs 12.50 far 2003, up 38% on the prior year,

We beligve that we will continue to meet the challenges
that face us in 2004 and that we will cantinue to generate
more value for all of owr stakeholders,

The Management thanks each and every ane of our
customers, consumers, employvees, valued business
partners and shareholders, as well as the Board of
Directors for their continued suppott and co-operation
diring 2003.
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Leaf Growing

I the 2003 scason, your Company supporied over 8,000
farmers who grew 4.7 m kgs of green leaf tobaccao.

This reflected a 4% expansion on the prior year with
farmers earmirg over Shs 270 m In revenue from the crop.
This represeniad & 32% increase on earnings principally
driven By our successiul "back to basics” campaign which
drives crop quality mprovemesents though alf aspects of leaf
growing and curing.

2003 saw further efforts through our extension services to
drive quality and yield in order to further improve farmer
incarme. This lad to the re-introduction of medium term
curing barn leans and a continued emphasis on agronomic
hest practices, ripe reaping and optimal curing.

Mid year, we announced an evolution in our feaf growing
strategy. Commencing with the curant cropping season.
your Company wili focus on growing tobacco for domestic
manu;‘acturing'requirements. Stancom Tobacco (Kenya)
Ltd, our export agents expanded their operations into Flue
Cured Virginia tobaceo growing in addition to the growing
of Dark Fire Cured tobaccos which began in 2001, All
{obaccos grown by Stancorn will continue to be processed
thraough our Thika green leaf processing plant. The
partnership is beneficial to all parties concernad in that it
removes export risk from your Company, earns a return
an assets though optimisation of the Thika processing
capacity and guarantees security of supply for domestic
manufacturs. For our farmers it assuras the expansion
of leaf growing in key growing areas.

Afforestation received continued focus with more
emphasis placed on survivability of the raised

seedings ta ensurs the effectiveness of tHe

program. During the year, the company raised and
distributed to farmers and other interest groups ovar two
million tree seadiings while the farmers themselves raised
over 1.6 million tree seedlings with our support.

During 2004, our emphasis continues to be on producing
guality tobaceos. This will be driven by a cordinuous
mprovemnant of the farmer base, enhanced farmer training
by our expert extension staff and pramotion of agronomic
best praclices.

Leaf processing

The Thika green leaf processihg plant processed a total of
22,000 tonnas of tobacco comprising of 4,200 tonnes frams
Kernya and a further 15,800 tonnes from within East and
Central Africa.

In order to imprave on efficiency, a number of non core
processes were contracted out during the year. These
included compound maintenance, factory cleaning and
waste disposal, The plant continues 1o be a major source
of seasonal employrment within the Thika town offering up
to 2,000 seasonal jiobs at the peak time.

Leaf production has faced many challenges in the recent
past but we are confident that with the present structure.
focus on guality, the control of costs and the new
parinership wilh Stancom, your Company will deliver guality
competitive tobacco to the core business of cigarette
manufacturing,
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Manufacturing

During 2003, the Narobi factory produced a total of

4.8 billion cigarettes to cater for the domestic market

as well as export markets of Somalia, Uganda, Tanzania
and the Democratic Republic of Congo. This representad
a 3% increases over the previous year

In late 2002, we announced an expansion in the role of

the Mairohi factary to make it the preferred source of
manufacture within Eastern Africa. During 2003, we
invested in a new filter making machinery to further enhance
our capability. We additionally purchased a naw state-of-
the-art cigarette manufacturing line, instaliation of which wilt
be completed by mid 2004, n erder to ensure sustained
good performancs, we implemented extensive training
programs for our staff to broaden our skills base in al
aspeots of manuwacturing.

AB a direct consegquence of the above, we received
approval from the trademark owners to commence
manufaciure under contract of two new export

brands - “Burrus and Sons” and “John Player Gold Leaf”.

Manufacture of these brands constitutes the first phase of
a program that is designed to transfer manufacture of 2
number of brands from European factories to the WNairobi
factary. This strategic initiative seeks 1o take advantage

of our cost effective manufacturs, world dass qualty
standards and proximity 1o the destination markets,

which reduces supply chain complexity.

The second phase of this program which will

invoive signiticantly larger volumes will be
implernented in the course of 2004,

1

Manufacturing and Supply Chain

Supply Chain

Performance improvemert continued o be the key

focus of our Supply Chain activities. Al processes

were aligned fo stretching perfformance metries and
monitored monthly. During the year, we improved service
delivery 1o our distributors, achieved better forecast
accuracy and stimulated the release of working capital
through optimisation of stack holding for wrapping materiale
and finished goods.

A production materials requirament planning system

was connected to the British American Tobacco global
material planning system 1o enhance the visibility by our key
suppRliers of our long range materials requirements. This
enabled us to rediice our cost of wrapping materials.

Value adding activiies including evaluation and apporaisal
of all key supply partners, tendering and contracts
managenment were enhanced. There was bhettor focus on
the sourcing of indirest materials, realising significant cost
savings during 2003,

Going forward, we shall cantinue to focus on our people and
teams, benchmark our operations with other world class
organisations and aim for collaboration with all the external
partners 1o further enhance your Company's performance
at every stage of the Supply Chain.
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In the Marketing arena, 2003 was a turnaround year.
Your Company enhanced its rparket ieadership position
by increasing its share of the total cigarette market to
73% at the close of the vear.

Despite increased optimism in the growth of the economy,
consumear disposaple incomes remained weak throughaut
the vear resulting in the total market for cigarettes
ramaining fat.

The compeatitive environment remained intense, with
interaction between brands predominantly taking place in
the very low price segments where consumaers are very
sensitive to price,

The change in excise policy by Government led to more
redlistic pricing in the marke!l and further improved
Giovernment revenue collections. The price changes led to
changes in consumer buying pattems.

Our low price drive brand, Safari, the star performer in the
market, acceleraled its already strong annual growth rata.

Qur marketing strategy which concentrates our
resources on our ‘drive brands’ Benson & Hedges,
Embassy, Sportsman and Safar continues to yield
ancouraging results.

The performance of the premium brand, Bernson &
Hedges, over the previous years was encouraging.
MNotwithstanding the difficult economic environment

and its top of the market price positioning. the brand has
continued to show commendable year-on-year growth
in its four years since faunch. The brand was supported
through relevant consumer engagement activities and
thralgh tghtly managed expansion of s distribution.

Embassy, our high priced offer grew moderately over the
previous year with the volume performance INncreasingly
dominated by the Embassy Lights variant which is the
leading Lights offer in the market.

Spartsman, the leading brand in the market played a crucial
rofe in driving overall company performance. The brand's
share of market grew menth-on-month, up two share
points on the previous year. This is a commendable
performance given the imiled disposable income in the
market and the availability of cheaper competitive offers.
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The “Jarngs Jing Jenga Kenya” consumer promaotion was
the main promaotional suppert to the brand i 2003 and
generated record enfries, clearly appealing o consumer
aspirations. As in previous Jenga Jina promations, draw
wirmars won bath individual and commenily prizes

i1 this unigue oromolicnal format which blends corporate
social responsiniity together with brand marketing
oljectives. A total of 18 projects have been commissioned
zines he “Jenga ina” concept was launched in 2002,
Projects built have inciuded clinics, community centers,
weater and slecirification projects. “lenga Sina Jenga
Kenya won the “best sales promation” award at

the 2003 Marketing Sccisty of Kenya armuat gala svent.

WS our focus rermaing on driving volurmes of our drive
brands, secondary brands were not overlooked ais sources
of voturne, Our lead piain cigaretie, Roosier, penefiten
from localised promotional support in its key areas of
dermand.

Distibulion remained the key pliar of marketing. Effective
digtribution of our brands in alf chanmels and within 20

MINISTRYY OF HEALTH WARNING: CIGARETTE SMOKING 15 HARMFUL TO YOUR HEALTH
ONYOD LA WIZARA YA ARYA UVUTAL WA SIGARA LINADHURAL AFYA YAKD
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sections of the market remained a key priosily with ongoing
irvestment in distribution tooks including vans, motarilees
and hicycies, Trade initlatives gave particular focus to the
miare competitive rural and lower income urban areas.
These projects generated positive returns through reduced
out of etack situations particularly in those regians where
capital outlay restricts the amount retailers can purchases at
one time. Within urban cerders, focus was on ensuing that
retailers, were well served and opportunities to increase
figting of our brands optimised, Kiogks remain a key channel
for distribution of our praducts as well as o primary
cornrpunication medium for the Sporteman brand. We
continued (o invest in our distribution network, ensuring
that cullels remained in good repair.

We are pleased with the performance of our brand portfoiio
in 2003. The leveling of the compaetitive playing field has
been the Koy 1o growth whilst the velooiy of share of
market recovery in the second half of 2003 was particularhy
corrmendaile. We are confident that the current focus

of our marketing strategy will enable your company to

fully benefit from the anticipated recovery in consumer
disposable incomes in 2004,

THAMK ] TG Mk ANTHOIDY KARNL
AMIDELEWE *IN] COMMLINITY NOW SAS
8 LABDRATORY FRHLDING WORTH
KN, 500.000s-

THAMKS T HELERE KAMALL
WEVLAAL EORMALMITY T BLOMLURE oW WILE A,
WATER TANK TOWER AND PLAE 1Y STEM WORTH
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Investing In Society

in line with the Group's Corporate Social Responsibility
Principles, during 2003, your Company continued to
vest i programmes and projects in support of the
commatites i which we operate. For the fifth vear in

a row, your Company, in parinership with the East African
Community sponsored the East African Jua Kal exhibition
which ook place in Dar es Sataam, Tanzania. The
exhibitlons which are simed at promoting the small

and micro enterprises have given the informal secior
Epetus for growth,

Last year, your Company remained the lead parther

in the Keric Tradewinds programme, supporting the
Government's strategy for creating empioyment and
wealth cfeation. The prograimme has now been handed
over to the community who how have the momentum
to continue expanding it.

British American Tobacco Kenya continuad being a

prominent corporate member of the Agricultural Sociely
of Kenya and participated as exhibitors in the four major
shows of Nakury, Kisumu, Mombassa and MNairobi, it also

made various donalions and sporsorship [o the Agricultural

Society of Kenya in form of infrastructural mairtenance of
the gates, paviions and sponsoring the British American
Tobaceo Day at the Nairobi Intermational Trade Fair

Responsible Marketing

iy iine with your Company’s belief that smoking is an
infonmed aduit choice and that children should not
smoke, your Company cortinued with the Youth Smoking
Pravention programme through sponsoring the Nationat
Drama Fastivals and President's Award, in parinership
with the Ministry of Education. in addition, the Company
continued {o work with the retailers to egucate them not
to sell cigarettes to minors.

L

Social Reporting

British Arnerican Tobaccd is it an industry ssen by riarmy
as controversial and since we manufacture a product that
calls for responsible marketing, we endaavour to conduct
our Dusiness in a manner that meels the reasonable
axpectalions of the society in which we operate. Last
year, your company went through the Social Reporting
Process. The process s about listening and responding
o stakehoiders’ concarmns. It 8 a continuous process that
enables the company to gather views about its business,
ethicat. environmentat and social conduct in relation to

ite stakehoiders. Management team members held four
dizlogue mestings with stakeholders from across Kehya,
during which they gathered views about the cormpany’s
operations, what we are daoing right, what we need o
change and how stakeholder partnerships can be
strengthened for the mutual benedit of all.

Ot of these diglogue meestings, the company was

abile to gauge the perception of its public and will make
use of the oriticism and praise it received to further
erhance its business, The procese gave stakeholders

a unigue opportunity to communicate with and influence
the cornpany within g framewaork of mutual trust and
respact. A "Report to Society”, which is an account of the
proceedings of the diglogiue sessions has been published.

Gotnirate
Sttial
Reporting

BRITES o
TopaCC O
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Corporate Governance

British Amerioan Tobaceo Herya is committed 1o

the kighest standards of corporate governance. its
governance structure is fliexible encugh to adapt to
changss in the internal and external covironment and
the company regularly reviews its processes, rules,
regulalions and structure with & view to ensuring the
pest parformance of the Board, Board Committess
anc overall manageoment of the business.

British American Tobacco Kenya strictly adhearas to the
group’s giobal standards and practices of gond corparate
governance. The Board of Directors confirms thal il has
gmeraced the principles of corporate governance issued
by the Capital Markets Authority.

Kevy aspects of our approach to corporate governance are
autlimed below:

The Board of Directars
The Board meets at leasl five limes o year. The current

membership of Executive and Non-Executive appeaars later

in the report.

The Board provides overall strategic direction, reviews
performance, takes material policy decigions and gives

guidance on general policy. Responsibility for implementing

strategy and day-to-day operalions is delegated by the
Board lo the Managing Director and the top management
team (Kenya Strategy Tearn). This feam meets monthly.

The Board is responsible for the overall system of
intermal control and for reviewing the effectiveness of
thess comtrols to provide reasonable assurance of their
effective and efficiant operation,

Board Committees

The Audit Committee is chaired by the Non-Executive
Chairrman of the Board of Directors, Mr. Evanson Mwanikl.
It meets three times a year with internal and external
auditors, as wel as management, ta review the
effectivenass of internal controls. Any matters raised in
the regular reports Lo the Committee and the full vear
financial statements prior to the submission to the Board.

The Board Compensation Commmittes is also chaired by

Mr, Evanson Mwaniki. it approves remuneration policy for
employges, management and Non-Executive Directors.
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Corporate Governance

The Nominations Committee is further chaired by

M. BEvanson Mwaniki. it recomniends o the Board
candidates for appointment o the Board and eveluates
and recommends Lhe composition of all Board Committaas.
In so daing, it manitors and ensures that appropriate
independeant, Non-Executive and Executive Director

ratios are maintained. The Nominations Committee also
evaluates and reports to the Board on an annual bhasis

the effectivenass of the Board and the offectiveness of

the Directors in the discharge of their responsibilities.

The Corporate Soclal Responsibility Committes chaired
by the Managing Director seeks ta ensure that the
company’s social and enviromental performance is
effectively managed and is consistent with expectations
of a responsible Company.

Pravident Funds

The two British Armerican Tobacco Provident Funds

dre under the stewardship of a joint Board of Trustees, )
Chaired by Non-Executive Director Mr. Michast Wanyoike,
the Board of Trustees includes representatives of
employees and managemeant ags well as executive

and Neon-Executive Directors. Both Funds are compliant
with the governance requiremants of the Retirement
Benefits Act,

Corporate Citizenship

British American Tobacco Kenya has adopted a structurad
appreoach to environmental, health and safety managerment
in compiiance with the group’s best practice from alt giobat
operations.

The company supports numercus social responsibility
iNitiatives in Kenva including providing support 1o the
Jua Kafi sector, The Agricultural Sociely of Kenya and
afforestation. Total contributions to these and other
worthy initiatives amountad to Shs 42 million in 2003,
The Comparny made no donations for any political
pUrpoSes.

Employees

British Armerican Tobacco Kenya actively encourages
dialogue and participation in the Company's business
through reguiar team briefs, internal publications,
employee surveys and regular meetings with employees
and their representatives. The Company’s employment
policy includes commitments to recruit peaple on the
basis of their ability and equal opportunities.
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Shareholding Structure

Major Shareholders

LU

Shareholder No. of Shares % Holding
Balensteegh INvest WB L e e e B e BOLODOO00 b &0.00
Board of Trustees National Social Security Fund ... e 200000,000 .. 20.00
Barclays (Kenya) Noamineas timited A/C 1256 . e BEB,BEB e 1RO
Ol Mutual Life Assurance Company Limited A/C 0489850 ...} PR =13 10 2 1> SN S .98
Kenva Gommercial Bank Nomineas Ltd A7C 744 e e reineaeianas 8E6,817 b Q.90
Barclays {Kenya) Nominees Limited A/ 1853 L i [ oeeeerenin e ee 785,000 b e 0.80
Stanbic Norminees Kenya A/ SO PR L i e nens b e 13475 e 0.51
Obd Mutual Life Assurance Company Limited .. S01097 L 0.20
Mahendra Fulchand Gandhi & Mrs. Malvika Mahendra Gandhni .. 404564 b, 0.40
Barctays (Kenya) Nominees Limited AYC 8230 . v . 385,866 0.40
L0 = O SR 14,522 877 ... 14,51
Summary of Shareholders

Shareholders No. of Shareholders Shares % Holding
KENYAMS e cirre e e e 4733 e e 32276 e e 38,691
|l aT = o O NPT, 26 i ferri 0, BOGBBB26 60.04
East ATHCam .o P2 i b e, BIA98 e 0.05
S YOO N F = DO S 100,000,000 .vvovoreoer e 100.00

Distribution of Shareholders

Share Halding No. of Shareholders No. of Shares Held % Share Holding
No. of Shares

Lessthan 800 ... e BABZ el B15,440 L 0LB2
BOT10 3,000 o e e, 2348 L e 3,758,087 L 3.76
5,001 10 10,000 1t rierrer et oo e e 181 b AAZ28 T b 142
10,001 to‘!OQ,OOO ............................................................... E " BT PP 5023007 i 5.02
100,001 101,000,000 e 29 .. - FABOL2ET 248
above 1000000 ..., pE RN TSRS 80,000,000 ..o 80.00
Total e e 4781 e 100,000,000 .o} e 100.00

*Based on the share regisier as at 12 March 2004

www.bat.com

Further inforrmation on the British American Tobacco Group is avalable from the Group website: www.bat.com
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Statement of Directors’ Responsibilities

The Companies Act requires the directors to prepare finangial staternents for each financial year that give a true and fair
view of the state of affairs of the cormpany and the group as at the end of the financial year and of the group profit or loss.
it also requires the directors to ensure that the company keeps proper accounting records that disciose, with reasonable
accuracy, the financlal position of the company. They are also responsible for safeguarding the assats of the company.

The directors accept responsibility for the annual financial staternents, which have been prepared using appropriate
accounting policies supported by reasonable and prudent judgements and estimates, in conformity with International
Financial Reporting Standards and the requirements of the Companies Act. The directors are of the opinion that the
financial staterments give a rue and fair view of the state of the financial affairs of the company and the group and of the
profit of the group. The directars further accept responsibility for the maintenance of accounting records that may be
relied upon in the preparation of financial statements, as well as adeguate systems of internal financial control.

Nothing has corme to the attention of the diractors o indicate that the company and its subsidiaries will not rermain a going
conoern for at least twelve months from the date of this statement.

S A Welford L C Rapparini
Managing Director Director

12 March 2004
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Consolidated Balance Sheet

A wt 31 Decemper 2003

Notes 2003 2002
Shs'000 Shs’000
CAPITAL EMPLOYED

Share capital ] 1,000,000 1,000,000
Share prermium 23 23
Revaluation surplus 10 769,383 828,489
Relained earmings 1,981,425 2,031,298
Proposed dividends 7 450,000 250,000

Auditors’ Report

REPORT OF THE INDEPENDENT AUDITORS TO THE MEMBERS OF BRITISH AMERICAN TOBACCO KENYA
LinMITED

Wa have audited the financial statements of British Amarican Tobacoo Kenya Limited for the year ended 31 December
2003, set cut on pages 22 to 38,

Respective responsibilities of directors and auditors

The directors are responsible for the preparation of financial staterments ag set out on page 20. Our responsibility is to
express an ndependeant opinien on the financial stetements based on our audit,

Basis of opinion

We conducted owr audit in accoerdance with International Standards on Audiing. Those standards require that we plan
and perform our audit t© obtain reasonable assurance that the financial statements are freg from material misstatement.
An audit includes an exarmination, on a {est basis, of evidence supporting the amounis and disclosures in the finandial
staterments. {t also ncludes an assessment of the accounting policies used and significant estimates made by the
direciorns, as wel as an svaluation of the overall presentation of the financial staterments.,

We nave obteined all the information and explanations fhat 1o 1he best of our krowledge and belief were necessary Tor
the purposes of our audit and believe that our audit provides a reasonable basis for our opinion.

Opinion
in our epinien proper books of account have been kept and the financial statements give a true and fair view of the state
at the financiat affairs of the group and company as at 31 Decermber 2003 and of the profit and cash flows of the group

for the year then ended and compiy with International Financial Reporting Standards and the Kenyan Companies Act
The palance sheet of the company is in agreerment with its books of accounts.

PricewaternouseCoopers
Certified Public Actountants
Nairats

12 March 2004
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Company Balance Sheet

As at 31 Decamizer 2003

Notes
CAPITAL :EMPLOYED
Share capital g
Share premium
Revaiuation surplus 10
Retained earnings
Proposed dividends 7
Shareholders’ funds
Non-current liabilities
Retiremeni benefits obligation n
Deferred tax 1z
REPRESENTED BY:
Non-current assets
Property, plant and equipment 13
Prepaid operating lease rentais 14
Investment in subsidiartes
Current assets
Inventories 15
Receivables and prepayments 18
Cash and bank bajlances
Current liabilities
Payablas and accrued expenses 17

Current tax

Neat current assets

2003 2002
She’000 Shs'000
1,000,000 1,000,000

23 23
769,383 529,489
1,981,426 2,051,298
450,000 250,000
4,200,831 4,10.810
120,384 118,841
456,906 515,235
4,807,121 4,734 575
3,552,077 3,421,542
210 223

12,000 12,000

3,564,206 3,433,765
1,277,849 1,426,257
534,868 474,043
879,134 419,705
2,697,851 2,820,005
1,444,243 1,360,064
4,883 159131
1,449,126 1,619,195
1,242,825 1,300,510
4,807,121 4,734,575

The accounts on pages 22 to 38 ware approvad for issuae by the board of directors on 12 March 2004 and

signed on its behalf by:
S A Wetford

. C Rappatind

Managing Director

1,250,000

9C0,000
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Year ended 31 December 2002

Al starl of year

Transfer of excess depreciation
Deferred tax on transfer
Revaluation surplus

Daferrad tax on revaluation

Met gaing/(losses) not recogrised
in the profit and loss account

MNet profit

Ovidenda:

- Finagd tor 2001

- iriterirn for 2002

- Prososed final for 2002

AL end of year

Year ¢nded 31 December 2003
At start of year

Trarster of excess depredcialion
Deferred tax on transfer

Transfar of prior years' deferred tax
Net gains/(insses) not recognised
in the profit and loss account

MNet profit

Dividends:

~ Finat for 2002

- Interin for 2003

- Proposed final for 2003

At enct of vear

25

Consolidated Statement of Changes in Equity

NotESs Share Share Revaluglion Betained Proposed
caphtal premium sSurplus earnings d‘w‘:déncs Total
Shs'000 Shs'000 Shs'"000 Shs'000 Shs'000 She'000
1,000,000 23 817,650 2,087,030 210,000 414,703
———
| - - {30212 30.212 - _1'
| - - 9.064  {9.064) - d
| - - 47124 - - 47124 |
IL - - {14,137} - - (14,137) |
- - 11,835 21,148 - 32,987
- - - 823,120 ~ 823120
- - - - (2100001 (210.000)
- - - (8500003 - {B50,000)
- - - {250,000) 2%0.000 -
1,000,000 23 829,488 2,051,285 250,000 2,10.510
1,000,000 23 829,489 2,021,298 250,000 4,110,810
; - - (36.389) 88,280 - ]
| . - 10,817 (10,917 - -
- - {34,634) 24,654 - - 1
- - (80108} 80,106 - -
- - - 1,140,021 - 1,140,021
- - - - (250,000 (250,000}
7 - - - (800,000 - (800,000}
7 - - - {450,000) 480,000 -
1,000,000 7H9,383 1,681,425 4,200,831
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Company Statement of Changes in Equity

| MNotas Share Share Revaluation Retained Proposed

! capital premium surplis earnings  dividends " Total j'|

f Shs'000 Shs’'000 Shs’000 Shs'000 Shs'000 Shs’_ODO )
Year ended 31 December 2002
AT start of year 1,000,000 23 317.850 2,087.0320 210,000 414,703 ]

i
. 1

Transfer of axcess dapraeciation i - -

(30,212) 30,212 - T

Deferred tax on ransfer - - 8,064 (2,064} - -

J

J !
Revaluation surplus ] - - 47124 - - 47,124 ]

|

Deferred tax on revaiuation - - Ay - - gasawy)
Net gains/(losses) not recognised . o
in the profit and loss aceount - - 11,839 Z1.148 - 32,987 f
Net profit - - - 813,008 - 813,000
Bividends [
- Final tor 2001 - - - - {0,000y (210,000)
- Interim for 2002 - - - (B50,000) - {850,000
- Proposed final for 2002 - - - (250,000 250,000 -
AL end of year 1,000,000 23 529,489 2021187 250,000 4,100,699
Year etwded 31 December 2003

Al start of year 1,080,000 23 828,488 2,021,187 250,000 4,100,653
Transfer of excess depreciation |r - ~ (36,389} 38,388 - - i
Deferrec tax on transfer | - - 10,917 10,917 - - |
Transier of prior years’ delerred tax [ - - (34,834) 34,5324 - - |
Mat gans/(losses) not recognised T -
in the profit and loss account - - {60,108) 60,108 - -
Met profit 1,150,132 -~ 1150132
Divickemds: -

- Final for 2002 7 - - - -~ {250,000 (250,000
= Irterirn for 2003 7 - - - (800,000) - {B0D,000;
- Proposed firnal for 2003 - - - {450,000 450,000 -
At end of vear 1,040,000 23 769,383 1,981.425 450,000 4,200.831
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Operating activities

Cash generated from operations
fterest received

interest paid

Tex paid

Net casn from operating activites

Investing activities

Purchase of praperty, plant and equipmoent
Proceeds from dispogal of property, plant and
egument

Mel cash used in investing activities

Financing activities

Dividencds paid

Net cash used in tinancing activities

Increase in cash and cash equivalents

Movement in cash and cash equivalents

At slart of year

Wnrease

Al end of year
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Notes

13
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Consolidated CashFlow Statement

2003 2002
Shs’000 Shs'000
7 626361 2154571
27,889 12,571

(8) (2.540)
(724.518) (180,992)
1,939,828 1,982 350
(421,342} (279,062
57,508 12,427
(384,034) (266 B35)
(4,050,000)  (1.090,000)
(1,050,000} (1.090,000)
505,494 625,715
447,848 (177.867)
505,494 825715
953,342 447,848



Accounting Policies

(i} Ermpioyee entittements
The estimated monetary liability Tor ernployees’ acorued annual leave entitlernent at the balance sheet date is

racognised as an expense acorual,

5} Deferred tax
Daferred tax is provided using the liability method, for all temporary differences arising between the tax bases of
assets and fabliies and their carrying valuss for financial reporting purposes. Tax rates enacted or substantively
enacted at the balance sheet date are used to determine deferred tanc

Deferrad tax assets are revognised only to the extent that it is probable that future taxable profits will be

avaiiale against which the temporary differences can be utiiised.

{K) Retirernent benefits obligation if'
The company pperates two defined cantribution retirement benefit schermes for all ite employees. The assets i
of both schemes are held in separate funds which ars administered by an independent fund manager and are
funded by contributions from both the campany and employees, The company’s contrlbutions 1o the achames
are charged to the profit and loss account in the year 1o which they relate.

The company also operates an unfunded retirement benefit scheme to provide additional “top up” retirerment
benefits 1o managerment staff. The scheme operates on a defined benefif basis. Mo cantributions are payable
1o the scheme, BUL & provision 3 made in the financial statements for the estitnated cost of the future benefits
under the scherme, The adeguacy of such provisions is confirmed periodically by an independent actuariat

valuation,

()] Dividends
Dividends on ardinary shares are charged w equity in the year in which they are declared. FProposed dividends
arer shown as a separate component of egquity untll declared.

{mj} Reorganisation provisions
Recrganisation provisions mainly comprise employes termination payments and are recognised in the year in ]
which the company becomes legally or constructively committed to payrment. Employes termination benefits (
are recognised only after either an agreement is in place with the appropriate employes representatives
specifying the terms of redundancy and numbers of employees affected, or after individual employees have
been advised of the specific terms, Costs related to the ongoing activities of the company are not provided
in advance.

(n} Comparatives
Where necessary, comparative figures have been adjusted to conform with changes In presentation in the

current year,




Notes forming part of the Financial Statements

2003 2002
Shs'000 Shse'000
Cast of aperations
Raw rmaterials ard consumabiles 1,605,634 1,734,563
Marketing and distribution costs 378,037 602,899
Administrative expenseas 1,365,659 1,380,384
Depraciztion of property, plant and equipment (Note 13} .225,783 227,414
3575113 3.955.060
Reorganisation costs T T
Redundancy costs §6,333 93,388
Other recrganisation expenses - 66.920
B 55,333 160,388
Operating profit - —
The following iterms have been charged in amiving at operating profit:
Depreciation of property, plant and eqguibment (Note 13} 225,785 227,414
Stalf costs (Note 4) 772,283 776,132
Auditors’ rermunerafion 5,250 4,500
Siaff costs
The following items are included within staff costs:
Retirement benegfit casts:
Detfined contribution schemes {Note 11) 34,374 32,822
Unfunded retiremernt benefits obligation (Note 11) 9744 50114
Contriputions to National Social Security Fund 1,102 1,348
The number of persons employed by the group at the year-end was 447 (2002: 449).
Finance income
riterest income 27,885 12,311
Met fareign curréncy exchange (loss)/gain (26,758) 2,644
Interest expense and sirmilar charges (6) (3,540
T daas Has
Tax
Current tax 562,223 472,201
Deferred tax (Note 12) (9,910 1,783
Overprovision of current tax in prior years {5,431) -
{Overy/underpravision of deferred tax in prior years (Note 12) (8,308) 16,885
6 487,305

537,574
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Notes forming part of the Financial Statements (cont.)

6 Tax {continued}
The tax on the group’s profit before tax diffars frorm the theoretical amount that would arise using the basic
2003 2002

Shs'Q00 Shs'000
1,677,085 1.310,423

tax rate as follows:

Profit hefors tax

Tax calculated at the stajutory rate of 30 % (2002 309%) B03,.27% 393127

Tax effect oft

income not subject to tax {138) {11}
) Expenses not deductible for tax purposes 49,170 77,410
} Overprovision of current tax in prior years {5.431) -
| (Overy/underprovision of deferred tax in prior yvears (Note 12) (9208) 16885

Tax charge . 537_,5?4 487,303

7 Dividends
At the annual general meesting to be hald on 22 April 2004, a final dividend in respect of the year ended

31 Decermber 2003 of Shs 4.80 per share amounting to She 450,000,000 is ta be proposed. During the vear,

a first interim dividend of Shs 4.50 per share amounting to Shs 450,000,000 was paid on 8 September 2003,

A gecond interim dividend of Shs 3.50 per share amounting to Shs 350,000,000 was paid an 15 December 2003,
The total dividend for the yaar is therefore Shs 12.50 per ghare {(2002: She 9.00) amounting to & total of Shs

1,250,000,000 {(2002: Shs 900,000,000},

Payment of dividends is subject to withholding tax at a rate of either 3% or 10% depending on the residence .

of the respective shareholders.

8 Earnings per share
Basic earnings per shars is calouiatad by dividing the net profit attributable to shareholders by the waighted

average number of ordinary shares in issue during the year.

2003 2002
MNet profit attributabie to shareholders (Shs'GR0) 1,140,021 823,120 v
Weighted average number of ordinary shares in issue (thousands) 100,000 100,000
Basic earnings per shate (Shs) 11.40 5,25 J
There were no potentially dilutive shares outstanding at either year end. r
9 Share capital Numbar of Ordinary
shares shares
{Yhousands) Shs'000

100,000 1,304,600

Al 1 Jardary 2008 and 31 Decamber 2003

The total authorised numiber of ordinary shares is 100,000,000 with g par value of Shs 10 per share.

Al issued shares are fully paid.
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Notes forming part of the Financial Statements (cont.)

Revaluation surplus
The revaluation surplus relates 1o the revaluation of the company’s buildings and freehold land net of deferred

tax. The movernenls in the revaluation surpius are set out in the consolidated and company statements of

changas in equity.

Aetirement benefits obligation

Unfunded retirerment benefits obligation

The company has an oldigation ta fund additional “top up” retirement benefits to its managearnent staff in addition
to their retirement beneafits under the defingd cantribulion scheme. The company makes 2 provision for the
additiong] “top up” retirement benefits costs for managemeant stalf based on the advice of independent

actuaries, The moverment in the provision during the year wes as follows:

2003 2002
Shs’000 Shs’'000

At gtart of year 8,641 82,203
Charge 1o profit and loss account D744 5014
Utilised in the year {8,001} (13,876}
At enct of year —712.0.384 o 118,641

An actuarial agssessiment of the company’s obligation to fund the “op-up” retirement benefits was carried out at
31 Becamiber 2001, A full provision for The obligation was made it the financiad statements based on the results

of the actuarial review., Thea nest actuarial review will be carricd out as at 31 December 2004,

The main actuarial assumptions applied were as follows:

Discount rate S%
Future anrnuat salary increase T
Futtire annuat increase in contributions 1o provident fund 7%

The company &lso operates two defined contribution schemes for dll ite staff, The two schemes are the BAT
Kenya Limited Staff Provident Fund - Ot (which is g closed fund and no addifionat caontribulions are payavie)

and the BAT Kenya Limited Staff Provident Fund - 1921,

Contributions 1o the provident funds are determined by the rules of the scheme and amounted to Shis

34,376,000 (2002: Shs 32,822.000) in the year.

Contributions 1o the statutory pension scheme, National Social Security Fund {(NSSF) are determined by iocat
statute and arnounted to Shs 1,102,000 (2002; Shs 1,348,000},



Notes forming part of the Financial Statements (cont.)

12

Deferred tax

Deferred lawx is calculated, in full, on all temporary differences under tha liability rmethod using the enacted

tax rate of 30% (2002; 30%). The movamant on the defarred tax gccount s as fiollows:

Group Company

2003 2002 2003 2002

Shs’'000 Shs'000 Shs"000 Shs’G00

At start of year 505,124 475,885 515,235 475,885
{Credify/charge to income statement [(Note 6) {9,910} (1,783) {9,910) 8,328
{Owvery/underprovision in pricor year ' (2,308} 16,835 (19,419} 16,885
Tax effect of revaiuation - 14,137 - 14137
At end of year 485,806 505,124 485,906 515,235

Deferred tax assets and liabiliies and the deferred tax charge/{credit) in the profit and loss account are

attributable to the following tems:

Group

Deferred tax liabilities
Property. plant and eguipment
- on historical cost basis

- on revaluation surplus
Linresalised exchange gains

Deferred tax assets
COther temporary differences

MNet deferred tax liabiity

Company

Deferred tax liahilities
Property, plant and equipment
~ on historical cost hasis

- on revaluation surpius
Unreaiised exchange gains

Deferred tax assets
QOther temporary differences

Met deferred tax iability

1 January Charged/ k3
2003 (credited} ta Decermber
P&L 2003

Shs*000 S5hs’000 Shs’000
344,339 (37,449} 306,830
306.01% 23,717 329,736
4450 (4,450) -
554,808 {18 182} 636,626
(149,684) (1.036) (158,720
805,124 8,218} 485,306
344,339 (37.449) 306.820
306,013 23,7117 329.736
4,450 {4.450) -
£54,508 (18,182) 536,626
(139,573) (11,147) (15¢,720)
516,235 (29,329) 485,906

Deferred tax of She 10,917,000 (2002: Shs 9,084,000} was transferred within shareholders’ eguily from
revaluation surplus o retained earnings.  This reprasents deferred tax on the difference between the
actual depreciation on the property and the eguivalent depreciation based on the historical cost of the

property.
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Notes forming part of the Financial Statements (cont.)

Property, plant and equipment - Group and Compary

Freehold Plant vehicles Total
land and and and
buftdings machinery equipment
Shs D00 Shs 000 Shs*000 Shs*000
Cost or valuation - )
At start of yvear 1,727,100 2,841 BT g1e2.081 4,981,026
Agditions 1,524 348 485 68 253 421,342
Disposais and assats wrillaen down - (T3 854} (83,280 {157,134y
At end of year 1,723 024 2.7 455 L98,724 5,245,234
Depreciation
At atart of year 84 330 1.067 943 407.211 1,659,484
Charge for the yvear 47,407 126,113 82 283 225,783
Disposals and assets written down - {18,895} (72.218) (92 .110)
At endd of vear 13,737 1,174,151 387,259 1,683 157
Met book amount
At 31 December 2003 1,597,287 1,743,325 21,465 3.552.077
(. - T T
Historical cost | 428168 1,743,325 Zi1.485 2,452,958 |
Revaluation | 1.099.19 - . 1,099,119 |
[ o |
AL 31 December 2002 1,642 770 1,573,232 204 240 3,421,542
e - " - e T _'_TI
Histarical cost | 507,282 1,873,932 204,840 2.286,034 |
Revaluation | 1135,508 - - 1,135,508 |
L.

Freshold lzand and bhuildings wore revalued as at 31 Decomber 2002, by external professional valuers,
an the following basts:

i} open market value for land and residential propertios in major urban areas; and
iy net current repfacement cost an existing use tasis for all other properties

The book values of revailed assets were adjusted to revaluations and the resultant surplus, net of
deferrad tax, was cradited to revalualion surplus in shareholders® equity,

In the opinicn of the directars there is no iImpairment of property, plant and equipment.

Prepaid operating lease rentals
2003 2002

Shs'000 Shs’D00D

Al start of year 223 227
Amertisation for the year (4} (4}
At end of year 219 223
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Notes forming part of the Financial Statements (cont.)
15 Inventories - Group and Company
2003 2002
Shs’000 Shs’000
Raw materials and consumables 118,578 1,304,071
Finished goods and work in progress 159,571 122,186
1,277,848 1,425,257
16 Receivables and prepayments
Group Company
2003 2002 2003 2002
Shs'000 Shs"000 Shs'000 Shs'000
Trade Heceivables 73,400 94,528 41,697 5,037
Frepaymeants and other receivables 418,503 567,148 415,380 587,148
Due froem related companies (Note 21} 75,679 355,884 77,731 401,880
572,482 1,017,826 534,568 974,045
17 Payables and accrued expenses
Group Company
2003 2002 2003 2002
Shs’000 Shs'000 Shs 000 Shs’'Q00
Trade payables 246,710 | 263,956 246,710 263,956
Dug 1o related companies (MNate 21) 23,789 109,163 79,440 108163
Ciher payables and accrued expanses 1,234 480 234,400 1,118,083 986,945
1,804 879 1,367 528 1,444,243 1,380,064

18 Cash and cash equivalents - Group

Far the purposes of the cash flow staltement, cash and cash eqguivalerts comprise cash in hand,
depasis held at call with banks net of bank overdrafts, The year-end cash and cash eguivalents

cornprise the following:

Cash at bank and in hand
Shorl term bank deposits

2003
Shs’000

162,640
790,702

953,342

2002
Shs'000

117,648
330,000

The weightert average effective imterast rate on short-term bank depesits during the year was 3.87%

(2002: 5.88%).
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Notes forming part of the Financial Statements (cont.)

Cantingent liabilities
At 31 Degcember 2003, the group had given guarantees armnounting to Shs 54 million {2002: Shs 50 milion)
on behalf of third parties.

Cash generated from operations
Recongiliation of profit before taxation to cash generated from operations:

2003 2002

Sh='000 Shs’000

Profit before tax 1,677,595 1,310,423

Adjustments for:

Depreciation of property, plant and equipment (Note 13) 225,783 227 414
Amoriisation of prepaid operaling lease rentals {(MNote 14) 4 4
Loss on disposal/withdrawal of property, plant and equipment 27,716 £5,536
Interest ncome [(Note 5} (27,889 (12,311)
interast expense (Note 5) < 3,540
Changes in working capital:

- receivables and prepayrents 445 444 (328,122
- irveriories 148,308 552,475
- payables and accrugd expenges 137,451 26949,074
Charge in retirement bensfit obligations 1,743 36,438
Cash generated from operations 2,636,161 ) 2,154,571

Related party disclosures

The uitimate parent and controling party of the groun is Brilish American Tobacca ple, incorporated in England
and Wales. There are other companios that are releted to British American Tobacco Kenya Limited through
commarn shareholding or commen directorships.

Transactions with related parties

The company receives techhical and administrative support from the parent company in areas such as
rmarketing, management tralting, angd researcn and development. Technical and advisory fees payable {0
the parent compahy ir respect of these services in the year was She 174,200,000 (2002: Shs 148,775,000),

The company pays rovalties to related parties for certain cigaratie trademarks that are owred by those paies.
The rovalties are payabie at a rate of 5% of the net turmover of the gualifying brands. Total royalties payable in
the year were Shs 61,852,000 (2002: Shs 61,853,000).

The company manufactures cigarettes under contract, sells cutrag (processed tobacco) and processes green
teaf for related companies, Transactions whh related companies are carried out an commercial tarm:s and
conditions. The income arising from thess transactions in the year was Shs 248,404,000 (2002: Shs
231,969,000}).



Notes forming part of the Financial Statements (cont.)

21 Related partly disclosures (continued)

(1)) Transactions with related parties (continued)

Outstanding balances aricing from the transactions with related parties are as follows: il

2003 2002 J

Shs'000 Shs’000 J :

Beceivables
Felow subsidigries 75,579 355,884
Payables )'
Parent compary : 13,203 43,070 ]L
Fellow subsidiaries S 10,586 66,093
23,78e 109,163
(i) Directors’ remuneration
- fees 210 204
- others 46,963 47,813
47473 . 43,017

SUBSIDIAHY GOMPAN!.ES IN THE BHITISH AMERICAN TOBAGOD KEMYA LIMITE.D
GROUP (ALL INGORFORATED IN KENYA} :

i
H
i
H

% of equnty ehares held
BAT Kenya Tobacoo Gompany Limited S S o0
Alfrican Cigafétte Oompany (Overseas) Limited 100 (non-trf_adinjg}_
East African Tobacco Company Kerya Limited 100(nontradrqg) .

1
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Form of Proxy

FO e

The Secretary

British American Tobacco Kenya Limited
P.O. Box 30000-00100

Mairali

pverreerrenne DT P, B e e e

member/members of Britich American Tobacco Kenya Limited appoint.

or failing him, the Chairrman of the Meeting as my/our proxy. to vote for me/us and on my/our behalf at the Annual Generad
Meeting of the Company to be held on Thursday, 22 April 2004 in the Ball Room, Hotel Inlercontinental Nairokd, or at any
adjournment theresof.

As withess imy/our hand/s this

...................................................................................................................................................................... 2004
(Signature)
MNOTES:
1. If 2 member is unable 1o attend this meeting persoenally this Form of Proxy should be completed
and returned ta reach the Company’s Registered Office not later than 2.30 p.m. on Wednesday,
21 April 2004
2. A pearson appointed to act as a proxy Need not be a member of the Company.
3. If the appointer is a corporatian, this Form of Proxy must be under its Common Seal or uridar the hand

of the officer or attorney duly autharized in that behalf.

3%



