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Mr. E Mwanikl (69)
Mon-Executive Chairman
Appointed to the Board as
Mon-Executive Directar of the
Campany in April 1995, He
hias been the Non-Executive
Chairman of the Company
since Movemther 1995, He

: has vast business knowledge

E ' and has worked for several
blue-chip companies both
locally and internationally. He
currently sits on the Boards

of East African Breweries
Limited, East Afrfcan Packaging
Industrigs Limited, Lion of
Kenya Insurance Company
Lirnited and Kenya Alnvays
. Limited,
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Mr. N Maistre (45)
Managing Director
Appainted to the Board
in December 2006. He
previously warked as the
Managing Director, BAT Levant
and Yemen. He has held
various positions in British
American Tobaceo Group
where he has worked for the
last 16 years, having joined
the Group from Rethmans
International.

.| Mr. L Senra (34)

‘| Finance Director

‘| Appointed to the Beard in July
.| 2006. He previously warked as
il Strategic and Finance Planning
.| Manager for Souza Cruz, a
BAT subsidiary, He has held
several positions in the finance
department in British American
Tobacco Group, having joined
the Croup as a Management

|| Trainee.

Prof. ] H Kimura (63)
Non-Executive Director
Appointed to the Board in July
2001. He is an accountant
by profession and Is currently
the Chairman of Higher
Education Loans Board. Heis
also a mernber of the Board
of Directors of UAP Provincial
Insurance Company Limited,
Development Bank of Kenya
Limited and Chairman of
Ndakaini C'am Environmental
Conservation Assaciation.

Britflsh American Tobacco Kenya Limited,
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Mr. A N Ngugi (70)
Non Executive Director
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Ms. R T Ngobi (47)
Comipany Secretary
Appeinted Company
Secretary in August 2002.

She previously worked wilth
Unilever Kenya Limited as
Company Secretary with
responsibilities for legal
support and services to
Unilever’s operations in Kenya,
Uganda, Tanzania and Ethiopia
at Lhe time. She is currently
also the Area Legal Counsel far
British American Tobacco Sub-
Saharan Africa Limited.

Appointed to the Board in April
2000. He has over 30 years
experience in the corporate
sectot, having warked in
various organisations in Kenya.
He is a fermer CEQ of Kenya
Association of Manufacturers
and former Chairman of

BOC Kenya Limited. He s
currently serving as Chaimman
of the Kenya Anti-Corruption’
Commission Advisory Board.
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Mr. G R May (65)
Non-Executive Director
Appointed to the Board

in September 2005. He
has a rich accounting
background and is a Fellow
of the Institute of Chartered
Accountants in England ang
Wales. He has worked in
various countries and has a
fong history of 37 years wit}
Pricewaterhousel_gopers.
He is currently the Regional
Representative of the Easten
Africa Association.



Mr. H Eloff (50)
Non-Executive Director
Appointed o the Board in
March 2007. He has a long
and distinguished career

in Operations with British
American Tobacco Group
having joined the group
from Rothmans Intarnational.
He was previously based

in London as the Regional
Manufacturing Manager
responsible for Africa Middle
Fast. He is currently the
Demand Chain Ceneral
Manager for Sub-Szharan
Africa Area based in Nairobi,

Mr. M Oduor-Otieno (51)
Mon-Executive Director
Appointed to the Board in June
2007. He is currently the CEQ
of Kenya Commaercial Bank.

He has a wealth of experience
in the corporate sector having
previously worked at Barclays
Bank and British American
Tabacco Kenya.

Ms. | W Michuki (52)
Non-Executive Director
Appointed to the Board in

July 2005. She is an advocate
and has extensive experience
in gender and human rights
development. Sheis a gender
cansultant and founder
member of the Federation of
Kenya Women Lawyers (FIDA-
K). She is also the Chairperson
of the Institute of Education in
Democracy.

Mr. ] D Pike (53)
Non-Executive Director
Appointed to the Board in
November 2005. He has a
long and distinguished career
with British American Tobacco
Croup and was previously

the Managing Director of
British American Tobacco,
Pakistan. He is currently the
Area Director, British American
Tobacco Sub-Saharan Africa
Limited based in Nairobi,

Mr. J Dowd (40)
Non-Executive Director
Appointed to the Board in
July 2007. He has held various
marketing positions in British
American Tobacco Group
where he has worked for Lhe
last 7 years, having joined

the Group from Rothrans
International. He is currently
the Marketing Director for East
Africa Zone.

Mr. M M Wanyoike {(58)
Non-Executive Director
Appointed to the Board

in January 2001. He
worked in different rales
within the Company In
Kenya and the East African
Regicn, culminating in his
appointment as Human
Resources Director. Upon
retiring from full time
employment with the
Company in Decemnber 2000, -
he took up Human Relations
consultancy.

Annual Review and Financial Statements 2007
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Notice of the 2008 Annual General Meeting

NOTICE 15 HEREBY GIVEN that the Fifty-Sixth Annual General Meeting of British American Tobacco Kenya
Limited will be held in the Balfroom, Hotel Inter-Continental, Nairobi, on 7 May 2008, at 11:00 a.m. for the

following purposes:-

Ordinary Business

fik.

4.

To receive, consider and if approved, adopt the Company’s audited financial statements for the vear
ended 31 December 2007, together with the reports of the Chairman, Directors and - Auditor thereon,

To declare a dividend.

To elect Directors:

Mr. H Elolf whe was appointed to the Board on 20 March 2007, retires in accordance with Article 95 of the
Articles of Association and being eligible, offers himself for re-election.

Mr. M Oduor-Otienc who was appointed to the Board on 1 June 2007 retires in accordance with Article 95
of the Articles of Association and being eligibie, offers himself for re-election

Mr. | Dowd who was appointed Lo the Board on 13 July 2007 retires in accardance with Article 95 of the
Articles of Association and being eligible, offers himself for re-efection.

iv. Ms. ] W Michulki, Mr. | D Pike and Mr. G R May retire by rotation and being eligible, offer themselves for re-

election in accordance with Article 89 of the Articles of Association.

Mr. A N Ngugi having attained the age of 70 on 23 July 2007 retires in terms of section 186 (2) of the
Companies Act (CAP 486) and being eligible, by virtue of this Special Notice given under section 186 (5),
offers himself for re-election.

To authorise the Directors to fix the remuneration of the Auditor, PricewaterhouseCoopers,

By Order of the Board

R T Ngobi (Ms.)
Company Secretary

PO,

Box 30000-0010Q0

Likoni Road
Mafroli

18 March, 2008

NOTES:

1.

Any Member who is entitled to attend and vote at the Annual General Meeting is entitled to appoint a proxy
to attend and vote in his stead. Such proxy need not be a member of the Company,

A proxy form is provided with this report. Sharehelders who do not propose to be at the Annual General
Meeting are requested to complete and return the form to the Registered Office of the Company so as to arrive
nol later than 2:30 p.m. on 6 May 2008.

Eritish American Tobacco Kenya Limited.




Chairman’s Review

Operating environment

Befare the post-election turmoil at the end of
the year, Xenya's economic progress had been
encouraging. A GDP growth rate of mare than
&%, inflation in single digits and interest rates
relatively stable at between 7% and 8% reflecied
the country’s prudent economic policies of recent
years.

During the year, the Kenya Shilling appreciated
o 7% against the US Dollar, 4% against the British
DUNHILL Pound and 7% against the Eurc. The appreciation

Filter was helped by improved inflows from agricultual
exports, remittances from Kenyans abroad,
foreign Investor funds and other capital inflows.

On a less positive note the national infrastructure
rernains close to breaking point and, as such, is an
iml““m impediment to faster growth within the Kenyan
Gzt 07 economy. It is clear that insufficient investment
in the road netwerk and congestion at Mombasa
port are negatively impacting many businesses
Evanson Mwaniki including our own.

Chairman

Annual Revlew and Financial Statements 2007



ChairTnan's Review
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Tobacco industry operating
environment

The Finance Bill featured a sharp increase in the
rate of excise on cigarettes. In addition, changes
were proposed to the structure of excise whereby
cigarettes would be taxed according to their
physical characteristics. This restructuring of excise
represented a positive move in the fight against iilicit
trade. Unfortunately, Parliament saw it fit to reject
the most beneficial of the cigarette excise reforms.

The Tobacco Control Act of 2007 was given
Presidential assent in September. This Act is very
welcome indeed. It brings regulatory certainty to the
industry and ensures that all players in our industry
are bound by the same rules. The théllenge for the
government is to ensure that the Act is introduced as
planned and effectively enforced.

2007 also saw the government play a more active
role in the fight against iilicit trade in Cigarettes.
There is much still to be done, but there is no doubt
that more effective enforcement by the authorities
has not only improved our awn velumes, but also
government revenue from cigarettes,

Performance

Despite the challenges of the operating environment,
domestic sales volurme increased by 12% during
2007. This encouraging performarnce was largely
due to improvements in our distribution capabitity,
portfolio initiatives and the authorities’ focus on
tackling illicit traders.

Factory output increased by 19%, driven by expaort
volumes as the company further established itself as a
regional centre of excellence for manufacturing.

Results

Gross turnover increased by 23% to Shs 15.8 bn
compared to Shs 12.7 bn in 2006. Pre-tax profit was
Shs 2.1 bn, a 7% increase in 2007. This encouraging
performance was driven by higher sales volume and
pricing initiatives in the domestic market, prudent
cost management and supply chain savings. Profit
after tax stood at Shs 1.4 bn, compared to Shs 1.2
br in 2006, whilst our contribution to government
revenue in excise, corporation tax and value added
tax increased by 25% to Shs 7 bn.

tish American Tobacco Kenya Limited.

Dividend

The Directors recommend a final dividend of

Shs 10.50 per Shs 10Q ordinary share. When added
to the interim dividends already paid out, this final

~dividend brings the total dividend for the year to Shs

17.00 per share. The dividend payment is subject to
withholding tax and will be paid on 7' May, 2008 to
the shareholders on the share register at the close of
business on 22 April, 2008.

Outlook
In fast year's annual report we predicted “business as
before and after the election period. Like most

I.N

usua
commentators, we were surprised and dismayed
by the civil unrest that followed the election. It is
inevitable that this unrest will take its toll on the social
and economic development of Kenya. The depth of
that impact is still unclear.

From the perspective of our own company, during
the troubles we were able to fall back on excellent
business contingency plans and have minimised any
negative impact from both a manufacturing and
distribution point of view. We are encouraged by
the progress we are seeing towards stability. Should
this be maintained, prospects for our business will
cantinue to be bright.

New Directors

| would like to welcome to the Board of British
American Tobacco Kenya three new members, Mr, H
Eioff joined us in March 2007, Mr. M Oduor-Otieno
joined us in June 2007 and Mr. | Dowd joined us in
July 2007.

Finaily on behalf of the Board, 1 wish to thank our staff,
farmers, suppliers, business partners, the Government
of Kenya and other stakeholders for their continued
support. Let us keep up the team spirit.

Thank you

Evanson Mwaniki
Chairman



Evanson Mwaniki
Mwenyekiti

Kujenga ufanisi wetu.
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Mazingira ya shughuli zetu

Kabla va ghasia za baada ya uchaguzi mnamo mwisho wa mwaka, maendeleo ya uchumi wa Kenya yalikuwa ya
kuridhisha. Pato la taifa la GDP liliongezeka kwa kiwango cha zaidi va asilimia sita, kiwango cha gharama ya maisha
kilikuwa thabiti na viwange vya riba villkuwa thabiti kwa kati yva asilimia 7 na asilimia 8. Hivi vilidhihirisha maongozi
bora ya kiuchumi katika miaka ya hivi punde.

Mnamo mwaka hua, shilingi ya Kenya ilipanda thamani kwa asilimia 7 dhidi ya Dola ya Marekani, asilimia 4 dhidi
ya Pauni ya Uingereza na asilimia 7 dhid! ya Euro. Kupanda thamani kwa shilingi kulisaidiwa na kuimarika kwa uuzaji
bidhaa za kilimo katika nchi za nje, kuletwa hurmu nchini pesa za wakenya wanaoishi nchi za ng’ambo, pesa za
wawekezaji wa kigeni na mapato mengine.

Katika hali isfyo ya kuridhisha muundo msingi wa kitaifa umeendelea kuharibika na hivyo kuwa kikwazo cha ukuaiji
wa haraka wa uchumi wa nchi hii. Ni wazi kwamba kutokuweko kwa uwekezaji wa kutosha katike mtandac wa
barabara na msongamaneo wa shehena za mizigo katika bandari ya Mombasa vimeathiri biashara nyingi ikiwemo
biashara yetu.

Annual Review and Financial Statements 2007
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Mazingira ya shughuli za sekta ya
tumbaku

Mswada wa Kkifedha ulisababisha ongezeko la
kiwango cha ushuru wa sigara. Vite vile, mabadiliko
yalipendekezwa kwa mlindo wa ushuru ambapo
sigara zitatozwa ushuru kulingana na muundo wake,
Marekebisho haya ya ushuru yalileta hatua nzuri
katika kupambana na biashara hararnu. Kwa bahati
mbaya, bunge lilikataa marekebisho yenye manufaa
ya ushuru wa sigara. Sheria ya tumbaku ya mwaka
2007 nchini iliidhinishwa na Rais mwezi Septemba.
Sheria hii ilifurahiwa vilivyo. lileta usimamizi wa sekta
hii na kuhakikisha kwamba washiriki wote katika
sekta yetu wanazingatia sheria hii. Changamoto kwa
serikali ni kuhakikisha kwamba sheria hii inaanza
kutekelezwa kama ilivyopangwa. Mwaka wa 2007 pia
uliiwezesha serikali kutekeleza jukumu muhimu katika

kupambana na biashara haramu ya sigarar Bado kuna

mengi yanayohitaji kufanywa, Iakin,hakuna shaka
hatua za Wara na maafisa naoh usika Zmeimarisha

viwange vya b[dhaa,zet a pla mapato ya serikali

kutokana na buasﬁaf“a ya sigara.

Kazi

Licha ya majukumu ya mazingira ya shughuli zetu,
uuzaji bidhaa zetu humu nchini uliongezeka kwa
asilimia 12 mnamo mwaka wa 2007. Kazi hii ya
kuridhisha ilitokana na kuimarika kwa uwezo wa
ugawaji bidhaa =zetu, nafasi va juhudi zetu na
maafisa wa idara zinazohusika katika kukabiliana na
wafanyibiashara haramu. Utoaji bidhaa kiwandani
mwetu uliongezeka kwa asilimia 19, kufuatia mahitaji
va kiwango kikubwa cha bidhaz za kuuzwa nchi za
nje, huku kampuni ikiwa kama kitue kikuu cha eneo
hili cha utengenezajl bidhaa bora.

Matokeo E

Pato liliongezeka kwa asitimia 23 hadi kufikia. shili_r]gi
bilioni 15.8 Ikllinganisha na shiling] bilioni 12,7-mwaka
wa 2006, Faida kabla.ya ushuru ilikuwa sh:lmgl bilioni
2.1 sawa na ongezeko |z asilimia 17 mwaka wa 2007.
Matokeo haya ya kuridhisha yalitokana na uuzaji wa
kiwango kikubwa cha bidhaa zetu na bei nafuu ya
bidhaa hizo katika soko la humu nchini, usimamizi
bora wa gharama na vituo vya ugawaji bidhaa na vile
vya shughuli za akiba. Faida baada ya ushuru ilikuwa
shilingi bilioni 1.4 ikilinganishwa na shitingi bilioni 1.2
mwaka wa 2006, lhall mchango wetu kwa pato la
serikali katika ushuru wa bidhaa, ushuru wa kampuni
na ushuru ziada wa thamani VAT uliongezeka kwa
asilimia 25 hadi kufikia shilingi bilioni 7.

i British Arnerican Tobacco Kenya Limited,

Mgao wa faida

Wakurugenzi wanapendekeza mgao wa mwisho
wa faida wa shilingi 10.50 kwa hisa va shilingi 10.
Ukiongezewa mgao wa muda wa faida uliolipwa
tayari, mgao wa mwisho wa faida kwa mwaka huo
utakuwa shilingi 17.00 kwa hisa, Malipo ya mgac wa
faida yatakatwa ushuru wa kibiashara na yatalipwa
tarehe 7 Mei, 2008 kwa wenyehisa waliosajiliwa
wakati wa kufunga biashara tarehe 22 Aprili, 2008.

Mtazamo

Katika taarifa ya kila mwaka ya mwaka uliopita,
tulibashir] “biashara kama kawaida” kabla na baada
ya kipindi cha uchaguzi. Kama wengi wasemavyo,
tulishangazwa na_ ‘kuhuzunishwa na _ghasia za

. weRyewe kwa wenyewe zilizofuatia &chaguz[ '

_wazi kwamba ghasia hizi zimekuwa na madhara yake
kwa maendelec ya kijamii na kiuchumi ya nchi hii.
Kiwango cha athari hizo bado hakike wazi.

Kutoka kwa mtazamo wa kampu_hi yefu, wakat! wa
vurugu hize tuliweza kurudi nyuma kwenye mipanga
va kuboresha biashara yetu n_a'"_t-Umepunguza athart
zozote mbaya za utengenezaj’i::_ha -ﬁgawaji wa bidhaa
zetu. Tumetiwa moyo na maendeleo tunayoshuhudia
kufikia uthabiti. Tkiwa hali kan)a hii itadumishwa basi
biashara yetu :taendelea Runawm

Wakurugenzl wapya

Ningependa kuwakarlb:sha kwenye Halmashauri
ya kampum:_ya British American Tobacco Kenya
wanach_ama::wa't'atu wapya. Bwana H Eloff alifiunga
nasi__rﬁu{i?;_zi--'Machi, 2007, Bwana M Oduecr-Otieno
' 2007 na Bwana | Dowd
2007, Mwishe, kwa
nawashukuru wafanyikazi,

akajiunga mwezi juni,
akajilnga nasi mwezi Julai,
niaba ya Halmashauri,
wakulima, wagawaji, washirika wa kibiashara, Serikali
ya Kenya na washika dau wengine kwa msaada wao.
Tudumishe moyo wa umoja.

Asanteni
Evanson Mwaniki
Mwenvyekiti



Managqing Director’s Review

Nicolas Maistre
Managing Director

it s entircly appropriate therefore that the
underlying theme of this Report for shareholders is
a celebration of the people who continue Lo take
this company from strength to strength. Mot just
our employees — but also our partners with whom
we drive our company to ever greater heighls and
who share in the fruits of our success.

Regulation of our industry

During 2007 we locked to government to provide
a more stable framework in which our business
could operate. The results were mixed.

Tobacco Control Act

On the positive side, we saw Presidential assent
given to the Tobacco Control Act. It may sound
perverse for a cigarette company to welcome
an Act of Parliament which severely restricts our
marketing freedoms and places constraints on
public smoking, hut we are strong supporters of
this legislation. '

For the best part of a decade, the Kenyan Parliament
has been engaged in heated debate around
tobacco legisiation. This provided an ongoing
distraction to our business and created a situation
where, while our company was marketing within
our own code of conduct, other players were free
te engage in activities that we would consider
inappropriate.

Anrual Review and Financial Statements 2007
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Managing Director’s Review

The Kenya Tobacco Control Act is the result of a long,
broad-based and, on the whole, rational debate. The Act
creates a level playing field for our industry and, generally
speaking, represents a reasonable regulation for tobacco
in this country with a realistic implementation period.

While we may not agree with everything enshrined in the
Kenya Tobacco Centrol Act, such as the compaosition of the
Tobacco Control Board without industry representation,
wa recoghise it as a good example of legislation that is
properly considered, properly debated and reflective
of a thorough consultative process during which all
stakeholders had an opportunity to state their views,

The challenge now facing the autherities is to ensure that
the Act is implemented on time and that all players are
compliant.

We call on the government to ensure that any player
who fails to meet the new standards on time is subject to
the penalties clearly outlined in the Act.

Excise

It was a challenging year for our company on the excise
front, The Finance Bill tabled by the Minister for Finance
proposed significant changes to the rate and structure of
exdse on ¢igarettes in Kenya,

Excise rates increased substantially - the increase
averaging over 20% across our portfolio.

This large hike was accompanied by a proposed
restructuring of excise whereby cigarettes would be taxed
at different rates according to thair physical characteristics
rather than the price at which they are scld.

This was not only a logical step towards regional
harmanisation in cigarette excise, but also an important
instrument in the fight against illicit trade. Under the
proposad structure it would have been much easier for
the authorities to identify how much excise was due.

Unfortunately,” Parliament amended the Minister's
proposais. While most of the excise rate increase was

retained, the new structure was rejected.

We continue to believe that the excise structure needs
to be reformed to create tax bands based on physical
characteristics and we urge the government to revisit this
Issue in 2008.

We also encourage the government to be mindful
of the established link between high tax rates on
cigarettes and the incidence of illicit trade. After
the large excise increases in 2007, we appeal to the
government to show restraint in 2008, A significant
excise tate increase on cigarettes in 2008 will simply
encourage lllicit tracde and threaten government’s
existing income within our sector.

Still on the subject of illicit trade, in 2007, the
authorities in Kenya made some significant inroads
into the problem of illegal cigarettes. We saw several
instances of meaningful action being taken against
illicit traders and this not only helped our own
volumes, it also increased government revenues
from legal cigarettes.

There is still very much to do in tackling Hllicit trade in
cigarettes in Kenya and we will continue to cooperate
with the authorities to tackle this issue. But we must
recagnise the good work done in 2007.

Volume growth in the domestic
market

The crackdown cn illicit trade was one of the factors
that contributed towards our volume growth in
2007, The other key main factors were the further
development of our portfolio sirateqy and significant
improvements in our distribution capability and
performance,

Bn‘t?sh American Tobacco Kenya Limiled.




Portfolic strategy

2007 was a year when our Clobal Drive Brands began
to make a real impact in the market. Globally, British
American Tobacco places special emphasis on a
number of brands which we call Global Drive Brands.
By focusing on these few brands, the Group is able to
drive efficiencies in brand development and support
activities aligned to globally homegenous cansumer
segments.

Two Global Drive Brands are available in the Kenyan
market — Dunhill and Pall Mall. Together, the volume
sold of these two krands doubled in 2007, versus
2006, This is a very encouraging resulL

While developing our Global Drive Brands, we have
nol lost sight of our traditional sources of strength.
For example, Sportsman and Salari continued to do
well in 2007,

Distribution effectiveness

Our encouraging performance in 2007 was also
helped by lurther developments in our distribution
capability. We took a “back to basics” approach
whereby we critically assessed all aspects of our
distribution infrastructure.

By reshaping our territories and optimising both our
own structure and our distributor base we are seeking
to realise significant improvements including:
» Continuity of supply leading to fewer “out of
of stock situations”
* Better coverage in remote areas of the country
» Enhanced service for our retailers.

Demand chain

Our Demand <Chain organisation  includes
procurement, manufacturing and supply chain. We
made significant progress in all of these areas.

Today, Kenya is a Regional Demand Chain Centre of
Excellence within British American Tebacco — one of
anly four such centres of excellence in the whale of
the Africa Middle East region.

Since 2005, some Shs 1.4 bn has been invested in the
Nairobi factory and over 100 additional employess
have been recruited. The Kenya-based Demand
Chain organisation now services 14 markets within
our region.

Managing Director’s Review

This is a massive organisational transformation. In
2002, less than 20% of the cigarettes manufactured
in the Nairobi factory were exparted. 'n 2007, 63%
of the factory’s output was exported. Total factory
volumes have almost tripled in the last five years.

In 2007, the focus of the Demand Chain was on
establishing world class standards of product quality
and customer service and on realising the financial
and operational synergies that come from such a
large and integrated organisation.

To give Just one example, in 2007 the Demand Chain
organisation was able to extract significant savings
through more efficient and larger scale procurement
of production inputs.

Social responsibility

British American Tobacco Kenya is proud of its
status as one of this country’s most successful and
innovative companies. For many years, and certainly
before it became fashionable, we have recognised
the concept of corporate social responsibility.

During 2007 we continued to play our role as a
corporate citizen supporting our traditional platform
of Jua Kali - bringing to Shs 35 mn the total amount
we have contribuled to this sector since 1999, We
also supported a number of other initiatives aimed
at empowering Kenyans to realise their [ull potential
in life.

Our people

In July 2007, British American Tobacco Kenya
celebrated its 100th birthday and we celebrated in
style with a party for all of our employees. We will all
remermber that day for 2 very long time.

Having fun and celebrating our successes is part of
what makes British American Tobacce a great place to
work. But in today’s enviranment where competition
for the best people is fierce, we recognise that if we
are to attract and retain Kenya's top talent, we need
a comprehensive employment propositicn.

To that end, in 2007 we further developed our talent
stralegy and took decisive steps in creating a world
class working environment for our team with a major
refurbishment of our head office.

Annual Review and Rimancial Stalements 2007
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Managing Director’s Review

Looking ahead

VISION

STRATEGY

SR I 1 F— A

RESPONSIRILITY

WINNINC ORCANISATION

The global vision of BAT is to achieve leadership of the tobacco industry.

The four building blocks of our strategy are Growth, Productivity,

Responsibility and developing a Winning Organisation. Each component

of the strategy is essential for building profit growth, enhancing

shareholder value and long term business sustainability.

Totally aligned to the global strategy of British
American Tobacco, the way forward for the
company in Kenya is very clear.

Growth

We will continue to seek opportunities to grow our
share of the Kenyan cigarette market, principally
through the development of our portfolio strategy
focused on our Global Drive Brands, and through
continuous .improvement of our distribution
capability.

Productivity

As Kenya further consclidates its status as a Demand
Chain Centre of Excellence we continually seek
savings from complexity reduclion, centralised
sourcing,
initiatives. We have aggressive savings targets in
2008 and most of these will feed through to the
bottom line.

streamlined processes and other

Responsibility

We lock forward to an orderly implementation
of the Tobacco Control Act which ensures equal
treatment of all players in the industry. We will also

British American Tobacco Kenya Limited.

continue to work with the authorities to address the
problem of illicit trade - through their enfercement
activities and excise strategy for cigarettes.

Within the context of the restrictions placed on us by
the Tobacco Control Act, we will also seek to maintain
our corporate social investment activities in Kenya.

Winning organisation

We will maintain our status as one of Kenya's best
employers, working to further improve the culture in
our organisation, the capabilities of our people and the
rebustness of our leadership pipeline. We will provide
further opportunities for our Kenyan professionals
to advance within the organisation — either threugh
opportunities within this country, or by joining the
ranks of Kenyans enjoying development within British
American Tobacco’s international operations.

Thank you

Nicolas Maistre,
Managing Director

| |
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Our People.

Here are some of our managers who are delivering the company’s future.

1 T Kimani

5 Mugwe

1 Gikem | Ma rilthi
H R Kifalu

) Miwanga

5 W Wafula

% N Nthama

] Adell-Owino

East Africa Zonte Secuvity Manoger

Head of Leal

HR Business Partner, Qperations
Head of Leaf Processing

*334 Aren Quality Manager
Shored Services Fnance Manager
Finence Projects Monager

Corporate & v Affoirs

% VEgessa

1. | M Wanjagi
11. A Murunga
12, T M Wambua
13. G odango

14. G Kagucia
15. V K Cheruiyot

16. P O Ogolka

*$54 Ared Glabal Semvlee Desk Customer Service Manoger
“354 Area Frocurement Manager

Project Manager (Optimisation)

East Africa Zone AIT Manager

Senfor Legol Counsel

Markcting Fingnce Manager

“33A Aren Supply and Logistics Manager

Wesr Africo Fone 4
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Management Review - Growth

Growing with BAT

Pricing strategy
We suffered a large excise increase in mid year
Always mindful of the limited spending power of the
Kenyan adult sroker, we successfully implemented
price  ncreases across  our
portfoiio in such a way as to
maintain our market share.

Enhanced distribution
A key focus in 2007 was to
optimise  our  distribution
capability with the objectives
of reducing out of slock
situations, achieving  better
market penetration particularly
in remote areas of the country,

and improving service levels for our retailers.

We achieved this by undertaking a
comprehensive  bottom-up  review ot our
distribution capability. The full fruits of this
project will only be seen in 2008, but we have
already taken decisive steps in reorganising
our territories and making
significant  improverments
to optimise our own
structure and the way we
wark with our distributors.
it was encouraging tc see
immediate benefits from this
project, which will continue
into the current year.

Kembuiya, Troiley owner

*l needed to start a small retail business but
| could not afferd to build a Kiosk. | had a
makeshift structure which was always suscepiible
to vandalism and other risks. BAT provided a good
business opportunity for me. As a trolley vendaor,
| get a lot of support from BAT. This arrangement
gives me business stability and security of stocks.
My sales increased because | had an attractive
retail outlet. | treasure my business partnership
with BATY”

Nathan Odhiarmbo, Likoni Road Kiosk owner

“l used to own a makeshift structure on Likoni
Road. BAT then provided me with a decent kiosk
from which I sell various products. From my
revenue | provide for and educate my family.
I can honestly say that 1 am grateful to BAT for
the partnership we have shared and | continue to
grow with BAT. ”

Annual Review and Financial Statements 2007
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Management Review

Productivity

As an international business, British American Tobacco is

saving money by turning a global company operating in
2 over 180 countries into an integrated enterprise that can
5 really take advantage of its scale.

In recent years the focus of British American Tobacco in Kenya has been to establish a Demand Chain Centre of
Excellence, delivering the full benefits of a regionally integrated approach te manufacluring, procurement and
supply chain operations. Since 2005, Shs 1.4 bn has been invested in the Demand Chain Operation to facilitate this
initiative. 2007 was a year of consolidation in the Demand Chain as the business started to reap the full benefits of

regional integration. We made significant advances in:-

* Manufacturing capability and performance
» Supply chain efficiency
» |Leaf operations

Manufacturing capability and performance

T

Contract manufaciure

The Nairobi factory is one of the four strategic factories
in British American Tobacco’s Africa Middle East Region,
manufacturing products for 15 markets including the
domestic market. Progress has been swift. Whereas in 2005
44% of the Mairobi factory output was for sister companies,
by the end of 2007, that figure had reached 63%.

Machinery and infrastructure

We installed new machinery to meet the production
demand for Mauritius. We also launched 10s packs in
the Kenyan markei. We continued the installation of
an additional high speed soft cup line to replace four
lower speed packing machines. This is supported by the
expansion of our power distribution system targeted for
completion during the first quarter of 2008.

To meet market demand efficiently, we invesied in SAP, a fully integrated planning and financial system which has
enhanced transparency and communication across our organisation. Investrment in production and IT infrastructure
will be in excess of Shs 1 bn in 2007 and 2008.

increasing capabifities of our people
We have improved our technical training function to ensure that our people are fully equipped to play their part
in the realisatian of the Regional Demand Chain strategy. Training is of a technical and non-technical nature.

Hritish American Tobacco Kenya Limited.
i



Self Directed Work Teams
" British  American  Tobacca
helieves that staff should be
innovative  and- | confident
in their ability to achieve
© continuously ~ improved

-'bcrformance, ‘motivated. by
Coan enterprlsmg spirit. A key
devalopment in 2007, was the
. .;mplementatlon of a concept
called Self D:rected Work

wply chain efficiency

Driving savings in our supply chain

We have pursued several initiatives over the last few years which
include reductions in product complexity and specification
rationalisation. Process reviews have helped us establish world
class standards of quality and customer service and achieve the
financial and operational synergies that are available from our

integrated organisation.

As we consolidate supply within strategic factories, we increase
efficiency and reduce costs whilst freeing up the commercial
team to focus on sales.

Annual Review and Financlal Statements 2007
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Management Review - Productivity

L L

Our tobacco leaf operations

Leaf Operations

Strengthening our partnership with our
farmers

In 2007 the company contracted over 5,000
farmers, some 1,000 of whom have been
partnering with the company for over 10 years.
Once again, our focus was on capacity building,
quality and productivity.

Cur 2007 metrics iliustrate our success in
delivering on these focus areas. Cumulated
average vield was 1,150 kilos per hectare which
represents a growth of over 10%. Overall the
gross payout to farmers increased by 20% versus
2006 and amounted to Shs 350 mn.

Providing support where it counts

In 2007, the company has continued to seek
value adding solutions with the aim of improving
the farmers’ operating environment. We
waorked with suppliers of inputs to avail goods
and services at competitive rales and which are

delivered closer to the farmers’ locations.

Br[JtiSh Armerican Tobacco Kenya Limited.

We also negotiated competitive loan rales
to enable farmers to source inputs and gain
access to banking facilities. In addition, the
company hired the services of experts to give
free seminars in financial management to our
farmers.

The environment

Wood fuel is used o cure tobacco leaf. Our
priority is to ensure that our farmers are
managing their environment responsibly. In
the 2006/2007 season, we provided over

4.5 mn seedlings to farmers and other partners
for tree planting countrywide at a subsidised
cost. Once again the sustainability of our
afforestation programme won in the Sitver
Category of the Total EcoChallenge Awards. So
far we have planted over 45 mn trees.

4.5 mn seedlings were provided to farmers and other partners for
tree planting fn 2007 through the afforestration programme.




Management Review - Productivity

Partnering with BAT Kenya

Mzee Steven Nyaga
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Management Review

Winning Organisation

Across the British American Tobacco Group our people strategy
is to ensure that we have outstanding individuals working in an
environment in which they can flourish. During 2007, British
American Tobacco Kenya reviewed its Winning Organisation
strategy and we implemented some significant steps towards
creating a future fit organisation.

The main focus areas were:-
+ Development of our talent strategy
» Enhancing our employee rewards proposition
= Building a world class environment for cur team

Development of our talent strateqgy

Qur talent strategy targets Management Trainees and Mid - Career Recruits. In 2007, we took on 49 people. There
are various opportunities for growth within the BAT group. Our arganisation views Kenya as a talent hub within
our region - a place where we are able to recruit high potential talent to fill the talent pipeline within this country
and beyond. Itis 2 measure of the success of our strategy that at the end of 2007, 18 Kenyans were enjoying career
development programmes within BAT's aperations outside Kanya.

Enhancing our employee rewards proposition

As part of our talent refention strategy, we offer competitive rewards and a broad employee value proposition
which recognises the individual’s desire for a culture in which they can perform and develop. Once again in
2007, we engaged our employees through the “Your Voice” exercise, a climate survey Lhal the company uses to
seek feedback from employees on all aspects of their lives with BAT, Feedback from the survey is actioned by the
employees themselves.

Building a world class environment
During 2007, we took further steps to provide a world class werking environment for our company. An amount of
Shs 72 mn was invested to refurbish the head office. Further improvements are planned for 2008.

British American Tobacco Kenya Limited.

British American Tobacco Kenya Limited.



Management Traihees.

Management Review - Winning Organization

In January 2007 British American Tobacco Kenya
recruited its latesl group of young, energetic
graduates from Kenyan universities to join the
Challenge Initiative, a two year Management Trainee
programme. A year down the line, John remarks that,
“Joining BAT is like cpening a door and seeing the
entire world” and all the other Management Trainees
agree that the programme is really developing
them in ways they never imagined. Evelyn says,
“the opportunities for exposure, learning and the

challenges are limitless...you get to identify, initiate and implement projects that stretch and challenge you to be

innovative. | am privileged Lo be part of this team.”

Dadson Mwaura who joined BAT in 1997 as a Distribution
Representative and is now the Market Research and
Information Manager in Turkey says, “Pcople stay with
BAT because they have a passion for the business, They
are excited aboul lhe opportunities to make the maost
of their talents and skills. Bul most importantly, they
derive personal fulfilment from what they do - this is
what truly defines our winning organisation. At British
American Tobacco, our people are Lhe foundation
for success ol the company. Their diverse mixture of
cultures and backgrounds are the cornerstone for our
success and growth.”

Dadson Mwaura, in Istanbul.
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Shareholding Structure

Major Shareholders as at 18 March 2008 No. of Shares | % Shareholding
Molensteegh Invest BV 60,000,000 60.00
Board of Trustees NSSF 13,245,600 13.24
Barclays (K) Nominees Ltd Non Resident Afc 9296 - 2,118,331 2.12
The Jubilee Insurance Co. of Kenya Ltd 1,050,615 1.05
Kenya Commercial Bank of Nominees Ltd Afc 769G 1,023,800 1.02
Barclays {(K) Nominees Ltd Afc 1256 897,000 0.90
Old Mutual Insurance Co. Ltd 877,734 0.88
Barclays (K} Nominees Ltd A/c 1853 800,032 0.80
Kenva Commercial Bank of Nominees Ltd Afc 744 £99,206 0.70
Barclays (K) Nominees Ltd A/c 9376 508,000 0.51
Cthers 18,781,682 18.78
Total . 100,000,000 100.00

Summary of sharcholders as at 18 March 2008

Shareholder No. of Shareholders | No. of Shares | % Shareholding
Kenyans 5,321 37,008,401 37.01
Foreign 78 62,930,971 62.93
East African 24 60,628 0.06
‘Total 5,423 100,000,000 100.00

Distribution of Shareholders as at 18 March 2008

Shareholding No. of shareholders No. of shares | % Shareholding
Less than 500 2,491 658,108 0.66
501 to 5,000 2458 4,061,072 4.06
5,001to 10,000 215 1,548,575 1.55
10,001 to 100,000 221 7,022,696 7.02
100,001 to 1,000,000 33 9,273,203 9.27
zbove 1,000000 5 77,436,346 7744
Total 5,423 100,000,000 100.00

British Armerican Tobacco Kenya Limited,
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REPORT OF THE INDEPENDENT AUDITOR TO THE MEMBERS OF BRITISH AMERICAN

TOBACCO KENYA LIMITED

Report on the consolidated financial statements

We have audited the accompanying financial statements of British American Tobacco Kenya Limited
fthe company) and its subsidiaries (together, the group), as set out on pages 35 to 59. These financial statements
comprise the consolidated balancesheet al 31 December 2007 and the consalidated profit and loss account, statement
of changes in equity and cash flow statement for the year then ended, together with the balance sheet of the
company standing alone as at 31 December 2007 and the statement of changes in equity of the company for Lhe
year then ended, and a summary of significant accounting policies and other explaralory notes.

Directors’ responsibifity for the financial statements

The Directors are responsible for the preparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards and with the requirements of the Kenyan Companies Act. This
responsihility includes: designing, implementing and maintaining internal control relevant to the preparation and
fair presentation of financial statements that are free from malerial misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in
the circumstances.

Auditor’s responsibility

Cur responsibility is to express an opinion on the financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing, Those standards require that we comply with ethical
requirements and plan and perform our audit to obtain reasonable assurance that Lhe financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the audilor’s judgement, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial staterments in order to design audit procedures that arc appropriate 'n the clrcumstances, but nel for the
purpose of expressing an opinion on the effectiveness of the company’s internal control.  An audit also includes
evaluating the appropriateness of accounting policies used and the reasanableness of accounting estimates made
by the Directors, as well as evaluating the overall presenlation of the financial statements.

We believe thal Lhe audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Opinion

In our opinion the accompanying financial statements give a true and fair view of the state of the financial affairs
of the group and of the company at 31 December 2007 and of the profit and cash flows of the group for the year
then ended in accordance with International Financial Reporting Standards and the Kenyan Companies Act.

Report on other legal requirements
The Kenyan Companies Act requires that in carrying out our audit we consider and report to you on the following
matters. We confirm that:

) we have obtained all the information and explanations which to the best of our knowledge and belief
were necessary for the purposes of cur audit;

i) in our opinion proper books of account have been kept by the company, so far as appears fraom our
examination of those books;

iii} the company’s balance sheet is in agreement with the books of account.

PricewaterhouseCoopers 18 March 2008

Certified Public Accountants
Nairobi
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Consolidated
For the year ended 21 December
Notes 2007 2006
Shs'000 Shs'000
Gross turnover 15,770,234 12,859,171
Excise duty and value added tax (6,351,328) (5,045,016} o
Revenue 6 g,413,906 7,814,155 Coe
Cther operating income 359,246 44,383 -
Cost of operations 7 {7.670,148) (6,0453,576)
Operating profit g 2,108,004 1,808,962
Net finance cost 10 (58,408) (62,436)
Profit before income tax 2,049,596 1,746,526
income tax axpense 11 (663,949) {545,104)
Profit for the year (of which Shs 1,385,647,000
has been deait with in the accounts of the company) 1,385,647 1,201,422
Earnings per share
Basic and diluted earnings per share {Shs) 13 13.86 12.01
Dividends
Interim dividends - paid in the year [ 656,000 450,000
Proposed final dividend for the year 12 1,050,000 750,000
Tolal dividends 1,700,000 1,200,000
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As at 31 December

L
o
E Non-current Habilities

Notes 2007 2006
Shs' 000 $hs'000

Capital and reserves attributable to the
Company’s equity holders
Share capital 14 1,000,000 1,000,000
Share premium 23 23
Revaiuation surplus 15 1,223.110 733,204
Retained earnings 1,420,117 1,711,258
Proposed dividends 12 1,054,000 750,000
Total equity 4,693,250 4,194,485
Retirgment benefits abligation 16 28,551 2,911
Deferred income tax 17 1,003,639 668,048
Total non-current liabilities 1,032,190 760,959
Total equity and non-current liabilities 5,725,440 4,955,444
Hon-currant assets
Property, plant and eguipment 18 5,099,280 3,972,185
Intangfble assets 19 177,148 237,884
Prepaid operating lease rentals 29 205 208
Total non-current assets 5,276,633 4,210,277
Current assets
Inventories 22 1,996,969 1,783,477
Receivablas and prepayments 23 1,544,316 1,195,666
Current incame tax 22,394 82,659
Cash and bank balances 24 429,574 493,962
Total current assets 3,993,253 3,565,764
Current liabilities
Payables and accrued expenses 25 2,191,416 1,919,523
Provisicns for liabilities and charges 26 537,436 492,348
Borrowings 27 815,594 408,726
Total current liabilities 3,544,446 2,820,597
Net current assets 448,807 745,167
Total assets 5,725,440 4,955,444

; The financial statements on pages 35 to 59 were approved for issue by the Board of Directors on 18-March 2008

and signed on its behalf by

N Maistre
Managing Director

i Brilish American Tobacco Kenva Limited

L Senra
Fimance Divecter

AN |}
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REPORT OF THE INDEPENDENT AUDITOR TO THE MEMBERS OF BRITISH AMERICAN
TOBACCO KENYA LIMITED

Report on the consolidated financial statements

i
!
;

We have audited the accompanying financial statements of British American Tohacco Kenya Limited
(the company} and its subsidiaries (together, the group), as set out on pages 35 to 58. These finandial statements
comprisethe consolidated balance sheetat 31 December 2007 and the consolidated profitand loss account, statement
of changes in equity and cash flow statement for the year then ended, together with the balance sheet ot the
company standing alone as at 31 December 2007 and the staternent of changes in equity of the company for the
year then ended, and a summary of significant accounting palicies and other explanatory notes.

Directors’ responsibifity for the financial statements

The Directors are responsible tor the preparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards and with the requirements of the Kenyan Companies Act. This
responsibility includes: designing, implementing and maintaining internal central relevant to the preparation and
fair presentation of financial statements that are free from material rmisstatement, whether due to fraud or error;

selecting and applying appropriste accounting pelicies; and making accounting estimates that are reasonable in
the circumstances.

Auditor’s responsibility

Qur responsibility s to express an opinion on the financial statements based on our audit. We conducted our
audit in accordance with international Standards on Auditing. Those standards require that we camply with ethical

reguirements and plan and perferm our audit to obiain reasonable assurance that the financial statements are free
| from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the audilor’s judgement, including the assessment of
Lhe Fisks of material misstatement of the financial stalements, whether due 1o fraud or error. 1n making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are apgpropriate in the circumsiances, but not for the
purpose of expressing an epinion on the effectiveness of the company’s internal control.  An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made
by the Directors, as well as evaluating the overall presentation of the finandial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
. Opinion
in our opimon the accompanying financial staternents give a true and fair view of the state of the financia) affairs

of tha graup and of the company at 31 December 2007 and of the profit and cash (lows of tha group for the year
then ended in accordance with Internaticnal Financial Reporting Standards and the Kenyan Companies Act,

|
‘i Report on other legal requirements

The Kenyan Companies AL requires that in carmying out our audit we consider and report o you on the foliowing
matters. Wa confirm that:

i) we have obtained all the information and explanations which to the best of our knowledge and belief

i were necessary for the purposes of our audit;

. iy in our gpinion proper books of account have been kept by the company, so far as appears from our

| examination of thase books;

l| fii} the company’s balance sheet Is in agreement with the books of account.

|

: PricewaterhouscCaopers 18 March 2008
Certified Public Accountants
Nairobi
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Annual Report and Financial Statements

Directors’ Report

The Directors submit their report together with
the audited financial statements for the vear
ended 31 December 2007, which disclose the
state of affairs of the Group and of the Company.

Principal activities
The principal activities of the Group are the
manufacture and sale of cigarettes and tobacco.

Results and Dividend

The net profit for the year of $hs 1,385,647,000 has been
added to retained earnings, During the year an interim
dividend of Shs 650,000,000 (2006 : Shs 450,000,000)
was paid. The Directors recommend the approval
of a final dividend of Shs 1,050,000,000 (2006: Shs
750,000,000).

Board of Directors

The tollowing changes have taken place in the Board
of Directors since the last Annual General Meeting:
Mr. H Mule and Mr. D K Kiilu resigned from the Board
on 31 March and 3 May 2007, respectively 20G7.

The following new Directors were appointed to the
Board in accordance with Article 95 of the Articles of
Assaciation:

* Mr, H Eloff on 20 March 2047

= Mr. M Oduor-Otienc on 1 June 2007

¢ Mr. | Dowd on 13 July 2007

Taarifa ya Wakurugenzi

Wakurugenzi wanawasilisha taarifa yao pamoja na
taarifa za ukaguzi wa hesabu za pesa kwa mwaka
uliomalizikia tarehe 31 Desernba, 2007 zinazoelezea
shughuli za kampuni.

Shughuli Kuu
Shughuli kuu za kampuni ni utengenezaji na uuzaji wa
sigara na bidhaa za tumbaku.

Faida iliyopatikana

Faida baada ya matozo ya mwaka huc ya shilingi
1,385,647,000 iliongezwa kwenye mapato. Mnamo
mwaka huc mgao wa muda wa faida wa shilingi
650,000,000 (2006: Shilingi 450,000,000} ulilipwa.
Wakurugenzi  wanapendekeza kuidhinishwa  lowva
mgao wa mwisho wa faida wa shifingi 1,050,000,000
(2008: Shilingi 750,000,000)

Halmashauri ya Wakurugenzi

Mabadilike yafuatayo yalifanywa kwenye Halmashauri
va Wakurugenz] tangu mkutano mkuu wa kila mwaka:
Bwana H Mule na Bwana D K Kiilu walijfiuzulu kutoka

‘kwa Halmashauri tarehe 31 Machi, na tarche 3 Mei,

mtawalia mwaka wa 2007.

Wakurugenzi wapya wafuatao waliteuliwa kwenye
Halmashauri kuambatana na kifungu nambari 95 cha
sheria za kampuni:

= Bwana H Eloff tarehe 20 Machi 2007
¢ Bwana M Qduor-QOtieno tarehe 1 Juni 2007
* Bwana | Dowd tarehe 13 |ulai 2007 -

British American Tobacco Kerya Limited.

in accordance with Article 95 Messrs H o Eloff,
M Oduor-Otience and | Dowd retire from the
Board at the Apnuai Gereral Meeting and,
being eligible, offer themselves for re-election.

In accordance with Article 89 of the Articles of
Association Ms. | W Michuki, Mr. | [ Pike and
Mr. G R May retire from the Board by rotlation at the
Annual General Meeting and, being eligible, offer
themseives for re-election.

Mr. A N Ngugi having attained the age of 70 on
23 July 2007 retires in terms of section 186 (2)
of the Companies Act (Cap 486) and being
eligible by virtue of a Special Notice given under

section 186 (5) offers himself for re-election.

Auditor

The Company's auditor, PricewaterHouseCoopers
has expressed willingness to continue in office in
accordance with section 159 (2) of the Companies Act.

By Order of the Board

R T Ngobi (Ms)
Company Secretary

18 March 2008

Kuambatana na kifungu nambari 25 cha sheria za

kampuni Mabwana H Eioff, M Oduor-Otieno na -

| Dowd wanajiuzulu kutoka kwa Halmashauri waka-
ti wa mkutano mkuu wa kila mwaka na kwa vile
muda unawaruhusu wamejitoa  kuchaguliwa tena.

Kuambatana na kifungu nambari 89 cha sheria za
kampuni, Bi, ] W Michuki, Bwana ] D Pike na Bwana G R
May wanastaafu kwenye Halmashauri kwa mzunguko
wakati wa mkutano mkuu wa kila mwaka na kwa vile
mudaunawaruhusu,wanajiwasilishailikuchaguliwatena.

Bwana A N Ngugi ambaye alittmu umri wa miaka
70 tarehe 23 Julai 2007 anastaafu kuambatana na
kifungu nambari 186 sehemu ya 2 cha sheria za
kampuni na kwa vile muda unamruhusu kuambatana
na ilant maalum iliyotolewa chini ya kifungu nambari
186 schemu ya 5 anajiwasilisha ili kuchaguliwa tena.

Mkaguzi wa Hesabu

Mkaguzi wa hesabu za pesa za kampuni,
PricewaterHouseCoopers  ameelezea nia yake ya
kuendelea kuihudumia kampuni kuambatana na
kifungu nambari 159(2) cha sheria za kampuni.

Kwa Amri ya Halmashauri

R T Ngobi (Ms)
Katibu wa Kampuni

18 Machi 2008
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Statement of Directors’ Responsibilities

The Comparties Act requires the Directors to prepare financial statements for each financial year that give a true
and fair view of the state of affairs of the Group and of the Company as at the end of the financial year and of the
Group’s profit or ioss. 1 also reguires the Directors to ensure that the Company keeps proper accounling records
that disclose, with reasonable accuracy, the financial position of the Company. They are also responsible for
safequarding the assets of the Company.

The Directors accept responsibility for the annuat financial statements, which have been prepared using appropriate
accounting policies supported by reasonable estimates, in conformity with International Financial Reporting
Standards and the requirements of the Companies Act. The Directors are of the opinion that the financial state-
ments give a true and fair view of the state of the financial affairs of the Group and of the Company and of the
Group's profit in accordance with International Financiat Reporting Standards. The Directors further accept respon-
sibility for the maintenance of accounting records that may be relied upon in the preparation of financial state-
ments, as well as designing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement.

Nothing has come lo the attention of the Directors to indicate that the Company and its subsidiaries will not remain
a going concern for at least twelve months from the date of this statement.

N Maistre L Senra
Managing Director Finance Director

18 March 2008

Antnual Review and Financial Statements 2007
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REPORT OF THE INDEPENDENT AUDITOR TO THE MEMBERS OF BRITISH AMERICAN
TOBACCO KENYA LIMITED

Report on the consolidated financial statements

We have audited the accompanying financial staterments of British American Tobacco Kenya Limited
(the company) and its subsidiaries (together, the group), as set out on pages 35 Lo 59, These financial statements
comprisethe consclidated balance sheet at 31 December 2007 and the consolidated profit and lass account, statement
ol changes in equity and cash flow statement for the year then ended, together with the balance sheet of the
company standing alone as at 31 Decermber 2007 and the statement of changes in equity of the company for Lhe
year then ended, and a summary of significant accounting policies and other explanatory notes.

Directors’ respornsibility for the financial statements

The Directors are responsible for the preparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards and with the requirements of the Kenyan Companies Act. This
responsibility Includes: designing, implementing and maintaining internal control relevant to the preparation and
fair presentation of financial statements that are free from material misstatemenl, whether due to fraud or error;
selecting and applying appropriate accounting pelicies; and making accounting estimates that are reasonable in
the circumstances.

Auditor’s responsibifity

Qur responsibility Is to express an opinion on the financial statements based on our audit. We conducted our
audit in accardance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform our audit to obtain reasonable assurance that the financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statemenis. The procedures selected depend on the auditor’s judgement, including the assessment of
the risks of malerial misstatemnent of the financial statements, whether due to fraud or error. in making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the company’s internal control. An audit als¢ includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made
by the Directors, as well as evaluating the overall presentation of the financial statemens.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion,

Opinion

In our opinion the accompanying financial statements give a true and fair view of the state of the financial affairs
of the group and of the company at 31 December 2007 and of the profit and cash flows of the group for the year
then ended in accordance with International Financial Reporting Standards and the Kenyan Companies Act.

Report on other legal requirements
The Kenvan Companies Act requires that in carrying out our audit we consider and report to you on the following
matters. We confirm that:

i) we have obtained all the information and explanations which to the best of our knowledge and belief
were necessary for the purposes of our audit;

i} in our opinion proper books of account have been kept by the company, so far as appears from our
examinalion of those bhooks;

iii) the company's balance sheet is in agreement with the books of account.

PricewaterhouseCoopers 18 March 2008

Certified Public Accountanis
Nairobi
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As at 31 December

Notes 2007 2006
Shs'000 Shs'Q00
Capital and reserves attributable to the
Company’s equity holders
Share capita! 14 1,000,600 1,000,000
Share premium 23 23 E
Revaluation surplus 15 1,223,110 733,204 ]
Retained earnings 1,420,117 1,711,258
Proposed dividends 12 1,050,000 750,000 :
Bk
Total equity - 4,693,250 4,194,485 m
Non-current liabilities -
Retiremant benefits obligations 16 28,551 92,911 !
Deferred income tax 17 1,005,692 669,658 =
Total non-current liabilitles 1,034,243 762,569
Total equity and non-current labilities 5,727,493 4,957,054
Non-current assets
Property, plant and equipment 18 5,089,280 3,972,185
Intangible assets 19 177,148 237,884
Prepaid operating iease rentals 20 205 208
fnvestment in subsidiaries 21 12,000 12,000
Total non-current assets 5,288,633 4,222,277
Current assets
Inventories 22 1,980,943 1,758,177
Receivables and prepayments . 23 1,583,767 1,247,544
Current income tax 33,792 21,081
Cash and bank balances 24 404,283 311,278
Total current assets 4,002,785 3,308,080
Current liabilities
Payables and accrued expenses 25 1,995,097 1,769,032
Provisions for liabilities and charges 28 537,436 492,348
Borrowings 27 1,031,382 401,923
Total current liabilities _ 3,563,925 - 2,663,303
Net cirrent assets 438,860 734,777
Total assets 5,727,493 4,957,054

The financial statements on pages 35 to 59 were approved for issue by the Beard of Directors on 18 March 2008
and sighed on its behalf by:

N Maistre L Senra
Managing Director Finance Director

Anruat Review and Financial Statements 2007
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Consolidated
Share Share Revaluation Retained  Proposed
Notes  Capital Premium Surplus Earnings  Dividends Total
Shs'000 $hs"000 Shs000D Shs'000 shs'000 Shs'000

Year ended 31 Pecember
2006
At start of year 1,000,000 23 756,515 1,686,525 450,000 3,863,063
Transfer of excess depreciation - - (33,301 33,301 - -
Deferred tax on transfar - - 9,990 {2,990) - “—l
MNet gains/(losses) recognised
directly in equity - - (23,311) 23,311 - .
Profit for the year - - - 1,201,422 - 1,201,422
Total recognised income for :
2006 - - (23.311) 1,224,733 - 1,201,422
Dividends:
- Final for 2005 - - - - (450,000)  (450,000)
- Interim for 2006 12 - - - {450,000) - {450,000)
- Proposed final for 2006 12 - - - (750,0007 750,000 -
At ent of year 1,000,000 23 733,204 1,711,258 750,000 4,194,485
Year ended 31 December
2007
At start of year 1,000,000 23 733,204 1,711,258 750,000 4,194,485
Transfer of excess depreciation - - (33,161) 33,161 - -
Deferred tax on transfer - - 9,949 19,949 - -
Revaluation in the vear - - 733,026 - - 733,026
Deferred tax on revaluation - {215.908) - - {219,908)
Net gains recognised directly
in equity - - 489,906 23,212 - 513,118
Profit for the year - - - 1,385,647 - 1,385,647
Jotal recognised income for
2007 - - 489 906 1,408,859 - 1,898,765
Dividends:
- Final for 2006 - - - - {750,000y  (750,000)
- First interirn for 2007 12 - - - {450,000) - {a450,000)
- Second interim for 2007 12 - - {200,000} - {200,000)
- Proposed final for 2007 12 - - - 1,050,000 1,050,000
lat end of year 1,000,000 23 1,223,110 1,420.117 1,050,000 4,693,250

Brilish american Tabacco Kenya Limited.
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Share Share Revaluation Retained  Proposed
Notes Capital Premium Surplus Earnings Dividends Total
5hs'000 Shs'000 Shs'000 Shs 000 Shs'000 Shs"000

Year ended 31 December
2006
At start of year 1,000,000 23 756,515 1,686,525 450,800 3,893,063
Transfer of excess depreciation - - £33,301) 33,301 - -
Deferred tax on transfer - - 9,990 {2,590) - -
Net gains/(losses) recognised
directly in aquity - - (23,311) 23,31 - -
Profit for the year - - - 1,201,422 - 1,201,422
Total recognised income for
2006 - - (23,3113 1,224,733 - 1,201,422
Drividends:
- Final far 2005 - - - - {450,000) (450,000}
- Interim for 2006 12 - - - {450,600} - {450,00D)
- Proposed final for 2006 12 - - - (750,000} 750,000 .
At end of year 1,060,000 22 733,204 1,711,258 750,000 4,194,485
Year ended 31 December
2007
At start of year 1,000,000 23 733,204 1,711,258 750,000 4,194,485
Transfer of excess depreciation - - {33,161) 33,161 - -
Deferred tax on transfer - 3,949 (9,949) - -
Revaluation in the year - - 733,026 - - 733,026
Deferred tax or revaluation - - (219,908) . - (219,908)
tNet gans recogrised directly
in equity - - 484,906 23,212 - 513,118
Profit for the year - - - 1,385,647 - 1,385,647
Total recognised income for
2007 - - 489,906 1,408,859 - 1,898,765
Dividends:
- Final for 2006 . . - - (750,000) {750,000)
- First interim for 2007 12 - - - {450,000) - {450,000)
- Second interim for 2007 12 - - {200,000) - (200,000)
- Proposed final for 2007 12 - - - {1,050,000% 1,050,000 -
At end of year 1,000,000 23 1,223,110 1,420,117 1,050,000 4,693,250

Annugl Review ang Finangial Staterments 2007
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Consolidated

i H

For the year ended 31 December

Notes 2007 2006
Shs'G00 $hs'000
Operating activities
Cash generated from operations 29 2,169,118 2,412,896
Interest received 6,666 3,076
Interest paid (24,416) (39,379)
Income lax paid (488,001} {(611,247)
MNet cash generated from operating activities 1,663,367 1,763,348
Investing activities
Purchase of property, plant and eguipment 18 (764,24% (590,356)
Purchase of intangible assets 19 - (242,945)
Praceeds from disposal of property, plant and
Equipment 29,626 8,708
Net cash used in imvesting activities {734,623} {824,593}
Financing activities
Dividends paid (1,400,000) {900,000)
MNet cash used in financing activities (1,400,000) (900,000}
Net (decrease) / increase in cash and cash equivalents (471,256} 38,753
Movement in cash and cash equivalents
At start of vear 85,234 46,483
(Decrease) / increase {471,256) 38,753
(386,020} 85,236

At end of year 24

British American Tobacea Kenya Limited,
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Notes to the Financial Statements

1 General information

British Amarican Tobacco Kenya Limited is incorporated in Kenya under the Companies Act as a public
limited liability company and is domiciled in Kenya. The address of its registered office is:

Likoni Road

P.O. Box 30000-00100

Nairobi

The company’s shares are listed on the Nairobi Stock Exchange,

2 Summary of significant accounting policies

The principal accounting policies adopted in the preparation of these financial statements are set out
below. These policies have been consistently applied to all years presented, unless otherwise stated.

{a) Basis of preparation

The financial statements are prepared in compliance with International Financial Reporting Standards
(IFRS). The measurement basis applied is the historical cost basis, except where atherwise stated in the
accounting policies below, The financial statements are presented in the functional currency, Kenya
Shillings (Shs), rounded to the nearest thousand.

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of applying
the Group’s accounting policies. The areas involving a higher degree of judgement or complexity, or
where assumptions and estimates are significant to the financial statements, are disclosed in Note 4,

Adoptfon of new and revised slandards:

In 2007, the following new and revised standards and interpretaticns becarmne effective for the first
time and have been adopted by the Group where relevant to its operations. The comparative figures
have been restated as required, in accordance with the relevant requirements.

- IAS 1 Amendment, Capital Disclosures. The amendment to JAS 1 introduces disclosures aboul the
level of the Group's capilal and how it manages capital

- IFRS 7, Financial instruments: Disclosures. IFRS 7 introduces new disclosures relating to financial
instruments. This standard does not have any impact on the classification or measurement of the
Group’s financial instruments.

The following amendment to an existing standard and new standard and interpretations will be
mandatory for the Croup’s accounting periods beginning on or after 1 January 2008, but which the
Group has not early adopted:

-IFRIC 11 — Group and Treasury Share Transactions — from 1 January 2008
-IFRIC 12 = Service Concession Arrangements — from 1 January 2008
-IFRS 8 — Operating segments - from 1 January 2009

-IAS 23 - Borrowing costs (revised) - from 1 January 2009

The Directors have assessed the relevance of these amendments and interpretations with respect to the
Group’s operations and concluded that they are not relevant to the Group, other than IFRS8, which
will result in changes to the reportable segments and the information disclosed in respect of those
segments.

Annual Review and Financial Statemeants 2007
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Notes to the Financial Statements

(b) Consolidation

Subsidiaries are all entities over which the Group has the power to govern the financial and operating
policies generally accompanying a shareholding of more than one half of the voting rights. Subsiciaries
are fully consclidated from the date on which control is transferred to the Group. They are
de-consclidated from the date the control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group
The cost of an acquisition is measured as the fair value of the assats given, equity instruments issued and
liabilities incurred or assumed at the date of exchange, plus costs directly attributable to the acquisition
Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination
are measured initially at their fair values at the acquisition date, irrespective of the extent of any minerity
interest. The excess of the cost of acquisition over the fair value of the Group’s share of the identifiable
net assets acquired is recorded as goodwill. If the cosl of acquisition is less than the fair value of the
net assets of the subsidiary acquired, the difference is recognised directly n the income statement.

All inter-company transactions, balances and unrealised gains on transactions between Group companies
are eliminated. Unrealised losses are also eliminated unless the transaction provides evidence of an
impairment of the asset transferred.

{c) Revenue recognition

Revenue represents the fair value of the consideration receivable for sales of goods and services, and is
stated net of excise duty, value added tax (VAT), rebates and discounits and after eliminating sales within
tha Group. Revenue is recognised as follows:

(iy Sales of goods are recognised in the period in which the Group delivers products to the
custemer, the customer has accepted the products and collectability of the related
receivables is reasonably assured.

(i) Sales of services are recognised in the period in which the services are rendered, by
reference to completion of the specific transaction assessed on the basis of the actual
service provided as a proportion of the total services to be provided.

(ili) Interest income Is recognised on a time propottion basis using the effective interest method. Dividends
are recognised as income in the peried in which the right to receive payment is established.

(d} Functional currency and transiation of foreign currencies

(i) Functional and presentation currency
ltems included in the financial stalements of each of the Group's entities are measured
using the currency of the primary economic environment in which the entity operates (the
functional currency). The consolidated financial statements are presented in Kenya Shillings,
which is the company’s functional and presentation currency.

(i) Transactions and balances
Foreign currency transactions are translated into the functional currency of the respective entity using
the exchange rates prevailing at the dates of the transactions. Foreign exchange gains and losses
resulting fram the settlement of such transactions and from the transiation at year-end exchange
rates of monetary assets and liabilities denominated in foreign currencies are recognised in the
profit and loss account.

() Segment reporting

A business segment is a group of assets and operations engaged in providing products or sepvices that
are subject to risks and returns that are different from those of other business segments.

A geographical segment is engaged in providing producls or services within a particular economic
environment that are subject to risks and returns that are different from those of segments operating in
other economic environments.

British Amarican Tobacco Kenya Lirited.
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in Property, plant and equipment

All categories of property, plant and equiprment are initially recorded at cost and are carried at historical
cost less depreciation. Buildings and freehold land are subsequently shown &t fair value less subseguent
depreciation for buildings. Valuation of land and buildings is carried out by external independent valuers
at least once every five years as necessary to maintain the carrying amount dlose to the fair value, Al
ather property, plant and eguipment is stated at historical cost less depreciation. Historical cost includes
expenditure that is directly attributabie to the acquisition of the jterms,

-

Subsequent costs are included in an asset’s carrying amount of recognised as a separate asset, as
appropriate, oniy when it is probable that future economic benefits associated with the item will flow
to the Group and the cost of the item can be measured reliably. All other repairs and maintenance are
charged to the profit and loss account during the financial period in which they are incurred.

S
7

=
-
sy

Faon

Increases in the carrying amount arising on the revaluation are credited to a revaluation surplus reserve
in equity. Decreases that offset previous increases of the same asset are charged against the revaluation
surplus. All other decreases are charged to the profft and Iess account. Each year the difference between
depreciation based on the revalued carrying amount of assets {the depreciation charged to the prafit
and lass account) and depreciation based an original cost is transferred from the revaluation surplus ta
tetained earnings.

Frechold land is not denreciated, Dapreciation on ather assets is calculatad using the straight line
methad ta write down their cost ar revalued amounts Lo zerg residual values gver their estimated useful
lives, as follaws:

-Buildings: 2,5% - 109 per antum or over the period of the lease i (ess than 40 years.
-Plant and machinery « 7% per annum.
-Equipment and motor vehicles © 10% - 25 % per annum,

The assets’ residual values and usefu! {ives are reviewed, and adjusted if appropriate, at each balance
sheet date.

An assel’s carrying amount is written down immediately 1o its estimated recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount. The recoverable amount is the
higher of an asset’s fair value less costs to sell and value i use.

Gains and losses on disposal of property, plant and equipment are determined by reference to their
carrying amount and are faken into account in determining operating profit. On disposal of revalued
assets, amounts in the revaluation reserve reiating to those assels are transferred Lo retained earnings,

(g) Intangible assets

Computer software

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring
to use the specific software, These costs are amaortised over their estimated useful lives (four years).

Costs associated with developing or maintaining computer software programimes are recognised as an
expense as incurred. Costs that are directly associated with the production of identifiable and uniaue
software products controlled by the Group, and that will prebably generate economic benefits exceeding
costs beyond one year, are recognised as intangible assets, Direct costs include the software development
employee costs and an appropriate portion of relevant overheads. Computer software development costs
recognised as assets are amortised over their estimarted useful! lives (four years),

{hy Accounting for Jeases

Leases o which a stgnificant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under operating leases are chzarged to the profit and loss
account on a straight-fine basis over the period of the lease. '

Annual Review and Financial Statemenls 2007
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| (vi) Capital risk management

The Group's objective when managing capital is to safeguard it's ability to continue as a going concem in
order to provide returns for shareholdets and to maintain an optimal capital structure to reduce the cost
of capital.

4 Critical accounting estimates and judgements

Estimales and judgements are continually evaluated and are based on historical experience and other factors,
including experience of future events that are believed to be reasonable under the circurmnstances.

In the process of applying the Group’s accounting policies, management has made judgements in
determining:

-the classification of financial assets and liabilities

-whether assels are impaired

-provisions and caniingent labilities.

5 Segrnent reporting

Thereis only one business segment (manuvfacture and sale of cigaretias and tobacco) and one geographical
segment based on the location of the manufaciuring site (Kenya) hence no segment information is

presented.
The Group's revenues by destinalion are as follows: 2007 2006
Shs'000 Shs'000
Local sales 5,412,984 4,842,155
Exports ana contract manufacture sales 4,005,922 2972000
9418906 7,814,155

6 Revenue
The Group’s revenues by type are as follows: 2007 2006
Shs"000 Shs'000
Goods 9,039,857 7,575,813
Services 379,049 238,342

9,418,906 7,314,155

n 2006, direct costs attributable to the provision of services amounting to Shs 189,682,000 were netted
off against, the gross revenue in arriving at the reported revenue from services of Shs 48,660,000, These
have now been reported as part of raw materials and consumables in Note 7. This reclassification has no
impact on the reported profit for 2006,

7 Cost of operations 2007 2006
Shs'000 Shs'000

Raw materials and consumables 4,793.877 3,900,144
Marketing and distribution costs 588,748 547,885
Administrative and other operating expenses 1,860,015 1,283,894
Depreciation of property, plant and equipment (Note 18) 366,769 312,589
Amortisation of intangible asset (Note 19) 60,736 5,061
Amortisation of prepaid operating lease rentals (Mote 20) 3 3

7,670,148 6,049,576

British American Tobacco Kenya Limited.
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7 Cost of operations {continued)

In order to refiect the total cost attributable to the manufactured product, manuiacturing process and
support Telated costs incwrred in 2006 amounting o Shs 847,954,000 heve been reclassified from
administrative and other expenses, previously Shs 2,131,848,000, to vaw materials and consumables,
previously Shs 2,862,508,400.

In addition, leaf processing costs of Shs 189,682,000 relating to 2006 have hean reclassified from revenues
to raw matetials and consumables as explained in Note 6 above.

Thiese reclassifications have no impact o the reported profit for 2006.

8 Operating profit
The following items have been charged in arciving at operating profit;
2007 2006
Shs'000 Shs'000
Ermnployee benefits expense (Note 9} 1,440,870 1,238,748
Aunditor’s remuneration 6,500 7,000
e Employee benefits expense 2007 2006

She’000 Shs'0D0

The following items are included within empioyee
retirerment benefits expense / (reversal):

- Defined centribution scheme 50,263 44,703
- Unfunded retirerment benefits abligation {(Note 16) {6,629 697
- Mational Sacial Sequrity fund 1,567 2,241

Contributions to the Nationat Social Security Fund are determined by local statute.

10 finance costs 007 2006
shs'000 Shs'000

Intarest income 6,660 1,076
interest expense {24,418) {39,379
Net foreign exchange iosses {40,658) {24,133}
Met finance cost {58,408} (62,436)

11 Income tax expense 2007 2006
Shs' 000 Shs‘000

Current income tax 548,266 438,383

Deferred income tax (Mate 17) 115,683 106,721

Income tax expense © 663,949 545,104

Annual Review and Finansi-d o
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income tax expense (continued)

The tax on the Group's prafit before income tax differs from the theoretical amount that would arise usitig
the statutory income tax rate as follows:

2007 2006

Shs'0D0D Shs'000
Pratit before income tax 2,049,596 1,746,526
Tax calculated at the statutory income tax rate of 309 (2006: 30%) 614,879 523,958
Tax effect of:
Income not subject to tax g6 - (1,753
Expenses not deductible for tax purposes 47,110 31,891
Under provision of current income Eax in prior years - 6,347
Under / {over) pravision of deferred income tax in prior years 20,572 (5,33
income tax expense 653,949 545,704
Dividemnds

At the annual general mesting to be held on 7 May 2008, a final dividend in respect of the year ended

31 December 2007 of Shs 10.50 per share (2006: Shs 7.30) amounting fo Shs 1,050,000,000

(2006: Shs 750,000,000) is 1o be proposed. During the year, a first interim dividend of Shs 4.50 per share
(2006: Shs 4.50) amounting to Shs 450,000,000 (Z006: Shs 450,000,000} was paid on & September
2007.

A secand interim dividetid of Shs 2.00 per share (2006: nil) amounting ta Shs 200,000,000 was paid on
20 December 2007.

The total dividend for the year is therefore Shs 17.00 per share (2006: Shs 12,007 amounting (o a total of
Shs 1,700,000,000 (2006; Shs 1,200,000,000). Fayment of dividends is subject 1o withholding tax at a
rate of either 5% or 10% depending on the residence of the respective shareholders.

Earnings per share

Basic =arnings per share are calculated by dividing the grofit for the year attributable to equity holders of
the campany by the weighted average number of ordinary shares in issug during the year,

_ 2007 2006
Net profit attributable to aquity holders (Shs'000) | 1,385,647 1,201,422
Weighted average number of ordinary shares in issue (thousands) 106,400 160,000
Basic earnifngs per share (3hs) 13.86 12.01

There were no potentially dilutive shares oulstanding at 31 December 2007 or 2006. Diluted earnings
per share are therefore the same as basic earnings per share,

Share capital fNumber of shares  Ordinary
{Thousands) Shares

Shs' 0G0

AL T lanuary 2006, 1 {anuary 2007 and at 31 December 2007 100,000 1,000,000

The 1ota) authorised number of ordinary shares is 100,000,000 with 3 par value of Shs 10 per share.
All issued shares are fully paid.

T Meaced Kenva Linited.
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15 Revaluation surplus

The revaluation surplus relates to the revaluation of the company’s buildings and freehold land net of
deferred income tax and is non-distributable. The movements in the revaluation surplus are set out In the

consolidated and company statements of changes in equity.
14 Unfunded retirement benefits ebligation

lu

The company has an obligation to fund additiona

top up” retirement benefits to its management staff

in addition to their retirement benefits under the defined contribution scheme, The company makes a
provision {or the additional “top up” retirement benefits costs for management staff based on the advice

of independent actuaeries.

An aciuarial vaination of the company's obiigation to fund the “top-up” retirerment benef
out at 31 December 2007 using the following actuarial assumptions:

its was carried

Discount rale 13%

Future annual salary increase 11%

Future annual increase in contributions to provident fund 13%

The movement in the provision during the year was as follows: 2007 2006
Shs’000 Shs'000

Al start of year 92,211 100,122

Charge to profit and loss account - 697

Utilised in the year (57,731) {7,908

Unutifised and reversal during the year {6,629) -

At end of year 28,551 92,511

17 Deferred income tax

Deferred income tax is calculated using the enacted income tax rate of 309% (2006; 30%). The movement

an the deferred income tax account is as follows;

Group
2007 2006
Shs'000 shs'QQ0
At start of year 668,048 561,327
Charge o profit and loss account (Note 113 115,683 106,721
Tax effect of revaluations 219,903 -
At end of vear 1,003,639 668,048

Annual Review and Financial Statements 2007
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17 Deferred income tax (continued)

! Consolidated defarred income tax assets and tiabitities, deferred incamie tax charge in the consolidated
income staterment and deferred income tax charge in equity are atuributable to the foifowing items:

1january Charged/ Charged 3
2007 [credited) fe equity December
to Income 2007
Statement
Deferred income tax liahilities $hs'qo0 $hs'000 $hs'000 $hs 000
Property, plant and equipment
- on historical cost basis 5358M 66,303 - 602,114
- on revaluation surplus 314,230 {9,949} 219,908 524,189
Unreaiised exchange gains 1,407 32,578 - 33,985
851,448 88,932 219,908 1,160,288
‘ Deferred income tax assets
. Provislons {127,172 22,479 - {104,693)
Unrealised exchange losses (&,368) {45,588} - (51,256}
Tax fosses (49,86) 49,860 -
{183,400) 26,751 - (156,649
Net deferred income tax liability 668,048 115,683 219,908 1,003,639

Deferred income tax of Shs 9,949,000 (2006: Shs 9,990,000) was transferred within shareholders” equity
from revalualion reserves to retained earnings. This represents deferred income tax on the difference
between the actual depreciation on buildings and the equivalent depreciation based on the historical

cost of the buildings.

Company deferred income tax assets and liabilities are attributlable to the following items:

2007 2006
Deferred income tax liabilities Shs'000 Shs’ 000
Praperty, plant and equipment
- on historical cost basis 602,114 535,811
- on revaluation surpius 524,189 314,230
Unrealised exchange gains 33,983 1,407
1,160,288 851,448
Deferred income tax assets
Provisions {102,640}  ({125562)
Urrealised exchange losses (51,9586} (6,368}
Tax iosses - {49,860)
{154,596y  {181,790)
1,005,692 669,658

Net deferved income tax liahility

Reitish American Tobaceo Kenya Limited.
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Property. plant and equipment - Group and Company

At 1 january 2006

Cost ar valuation
Accumulated depreciation

Land and Plant
buildings and

Vehicles Total
and

machinery equipment

Shs'000 Shs'000

1,831,537 3,132,208
(226,317} (1,271,250)

Shs'000 Shs'000

567,929 5,531,674
(335,722) (1,833,289)

Met hook amount

1,605,270 1,860,958

232,207 3,698,385

Year ended 31 Decembey 2006

Opening net book ameunt

Reclassification
Additions

Disposals and asset write down:

-Cost

-Accumuiated depreciation

Depreciation charge

1,605,220 1,860,958
- {18,462)

36,895 502,044
(1,396) ;

(49,219)  (172,927)

232,207 3,698,385
18,462 -
51,417 590,356

(100,670) (102,065
98,009 98,099
(90,443)  {312,58%)

Closing net book amount

1,591,500 Z2171,613

209,072 3,972,185

At 31 December 2006

Cost or valuation
Accumulated depreciation

1,867,040 3,651,010
(275,540) (1,479,397)

501,888 6,019,938
(292,816) (2,047,753)

Net book amount

1,591,500 2,171,613

209,072 - 3,972.185

Year ended 31 December 2007

Opening net book amount

Reclassification
Additions
Disposals:
-Cost

-Accumulated depreciation

Depreciation charge
Revaluation surplus

1,591,500 2,171,613
- ©7)
635,151 566,772

. (4,122)
. 1,746
(51,202)  (224,068)
733,026 -

209,072 3,972,185
97 -
132,326 764,249

(56.719) (60,841

55,684 57,430
(91,499)  (366,769)
- 733,026

Closing net book amount

2,338,475 2,511,844

248,961 5,099,280

At 31 December 2007

Cost or valuation
Accumulated depreciation

2,338,475 4,213,563
- (1,701,719)

577,592 7,129,630
(328,631 (2,030,350)

Net book amount

2,338,475 2,511,844

248961 5,099,280

Annual Review and Flnancial Staternents 2007
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Property, plant and equipment - Group and Company {continued)

el ——

Freeheld land and buildings were revalued at 31 December 2007, by external professional valuers, on the

following basis:

i) open market value for land and resideniial properties in major urban areas; and
i) net current replacement cost on existing use basis for all other properties.

The book valuas of revalued assets were adjusted 1o the revaluations and the resultant surplus, hel of
deferred income tax, was credited to revaluation surplus in shareholders’ equity.

In the opinich of the Directors there is no impairment of property, plant and equipment.

If the land and buildings were stated on the historical cost basis, the amounts would be as fallows:

2007 2006
Shs’' 000 Shs 000
Cost 765,568 679,187
Accumulated depreciation (157,939)  (139,851)
Net book amount 607,629 539,336
Intangible assets - Group and Company 2007 2006
Shs'000 Shs'000
Year ended 31 December 2007
Opening net book amount 237,884 -
Additions : - 242,945
Amartisation {60,736) (5,061
Closing net book amount 127,148 237,884
At 31 Decemibser 2007
Cost 242,945 242,945
Accumulated amartisation (65,797} (5,061}
MNet book amount 177,148 237,884
Prepaid operating lease rentals - Group and Corﬁpany 2007 2006
Shs"000 Shs'000
Al start of year 208 211
Ameortisation for the year 3 (33
205 208

At end of year

Rritich Amedican Tobacco Kenya Limited.
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(vi)} Capital risk management

The Groupys objective when managing capital is to safeguard it’s ability to continue as a going congern in
order to provide returns for sharehclders and to maintain an oplimal capital structure to reduce the cost

of capital.

4 Critical accounting estimates and judgements

determining:

-the classification of financial assets and liabilities
-whethet assets are impaired

-provisions and contingent labilities.

5 Segment reporting

Estimates and judgaments are continually evaluated and are hased an historical experience and other factors,
including experience of future events that are befieved to be reascnable under the circumstances.

In the process of applying the Group’s accounting policies, management has made judgements in

There is only ane business segment {manufacture and sale of cigareties and tobacco) and one geographical
segment based on the iccation of the manufactuting site (Kenya) hence no segment information is

presented.
The Group's revenues by destination are as follows: 2007 2006
Shs'000 Shs'000
Lacal sates 5,412,984 4,842,155
Exports and contract manufacture sales 4,005,922 2972000
2,418,906 7,814,155

& Revenue
The Group’s revenues by type are as follows: 2007 2006
Shs’000 5hs'000
Goods 3,039,857 7,575.813
Servicas 379,049 238,342
2,418,906 7,814,155

In 20086, direct costs attributable to the provision of services amounting to Shs 189,682,000 were netled
off against the gross revenue in arriving at the reported revenue from services of Shs 48,680,000, These
have now been repotted as pari of raw materials and consumables in Note 7. This reciassification has no

impact on the reported profit for 2006.

7 Cost of operations 2007 2006
Shs"000 Shs'000

Raw materials and cotsurmabiles 4,793,877 3,200,144
Marketing and distribution costs 588,748 547,885
Administrative and other operating expenses 1,860,015 1,283,894
Depreciation of property, plant and equipment (Note 18) 366,769 312,589
Amartisatian of intangible asset (Note 19) 60,736 5,061
Amortisation of prepaid operating lease rentals (Note 20) 3 3
7,670,148 6,049,576

Brilish American Tebacco Kenya Limited,



Annual Report and Financial Statements

Notes to the Financial Statements

(iv) Credit risk (continued)

No collateral is held for any of the above asseis. All receivalbles that are either past due or impared are
within their approved credit limits, and no receivables have had their terms renegotiated. None of the
above assets are past due or impaired except for the following amounts in trade receivables:

Group Company
2007 2006 2007

$hs'000 Shs'000 ShsQ00 Shs'000
Past due not impaired:
- up to 3 manths 197,092 372,972 148,944 278,416
- 4 months to & months 305,267 45,866 299,658 34,661
- 7 months to 1 year 336,245 82,075 332,895 80,753
- due after 1 year 47,050 83,050 44,865 83,583

885,654 583,963 R26,364 477,413

Impaired 6,842 4,534 - -

{(v) Liquidity risk

Prudent liquidily risk rnanagement includes maintaining sufficient cash and the availahility of funding from
an adequate amount of committed credit facilities. Due to the dynaric nature of the underlying business,
treasury mainiains flexibiiity in funding by maintaining availabiiity under committed credit lines.

The table below analyses the Group’s and the Company’s financial liabilities that will be settled orr a net
hasis into relevant maturity groupings based on the remaining period at the balance shest date to the i
contraciual maturity date.

Less than  Between  Between Qver 5
one year 1 and 2 2i0 5 years
yeats years years

Shs'000 5hs' 000 5hs'000 $hs'000

(a) Group

At 31 December 2007:

- DOTrOWmys 815,594 - - -
- trade and other payables 2,157,796 11,818 - 14,980
At 31 December 2005

- borrowings 408,726 - - -
- trade and other payables 1,629,168 214,457 40,668 14,960

(b) Company

At 31 December 2007:

- barrowings 1,031,392 - - -
- tracle and other payahles _ 1,968,319 11,818 - 14,960
Al 31 December 2006;

- borrowings 401,923 - - -
- tradle and other payables 1,498,947 214,457 40,668 14,960

Annuat Review and Financlal Stalements 2007
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Financial risk management

The Group's activities expose it to a variety of financial risks, including credit risk and the effect of changes
in foreign currency exchange rates and interest rates. The Group's overall risk management programme
focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on its
financial performance within the options availabie in Kenya to hedge against such risks.

Risk managament is carried out by the Treasury Committee under principles and poiicies approved by the
Board of Directors. The Treasury Committee provides written principles for overall risk management, as well
as written policies covering specific areas such as foreign exchange risk, Interest rate risk, credit risk and
investing excess liquidity. Treasury identifies, evaluates and hedges finandial risks where applicable.

(i) Foreign exchange risk

The Group operates internationally and is exposed to foreign exchange risk arising from various currency
exposures, primarily with respect to ithe US dollar, British Pound and Euro. Foreign exchange risk arizes from
future commercial transactions and recognised assets and labilities.

The Group manages foreign axchange risk arising {rom future commercial transactions and recognised
assets and liabilities by requlariy reviewing prices and ensuring proper working capital management. At 31
December 2007, if the Shilling had weakened by 10% against the US dollar with all other variables held
constant, consolidated posi tax profit for the year for both Group and Company would have been Shs
76,174,000 {2006: Shs 66,683,000} higher, mainly as 2 result of US dollar receivablas and bank balances.

At 31 December 2007, if the Shifing had weakened by 109 against the Euro, US dollar and British Pound
with all other variables held constant, consolidated post tax profit for the year for both Group and Company
would have been Shs 38,631,000 { 2006: shs 8,131,000 lower, mainly as a result of Euro, US dollar and
British pound denominated trade payables.

(ii) Price risk

The Croup s not exposed 1o equity securities prics risk.

(iii) Cash flow and fair value interest rate risk

The Group and Company do not carty Inlerest bearing assets. The Group and company have borrowings
at floating rates. At 31 Decermber 2007 and 2006, an increase / decraase of 100 basis points would have
resuited to an insignificant change in consofidated post tax profit for bath the Group and Company.

(iv) Credit risk

The Group has no significant concenirations of credit risk. It has pelicies in place to ensure ihat sales are
made to customers with an apprapriate credit histary. The Group also hay paficies that limit the amount

of credit exposure to any financial institution. The amount that best represents the Group's and Company’s
maximum exposure to credit risk at 3T December 2007 and 2006 is made up as follows:

Group Company
2007 2006 2007 2006
Shy'000 5ihs’Q00 Shs'000 $hs'000
Cash and cash equivalents 429,574 493,962 404,283 311,278
Trade receivables 1,202,183 883,962 1,142,892 777,413
Cther receivables 342,133 311,704 440,875 470,13}

1,973,890 1,689,626 1,988,050 1,558,822

British American Tobacco Kenya Limited,
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(D) Retirement bevicht obligations {continued)

No contributions are payable 1o the scheme, but a provision Is made in the financial statements for the
estimated cost of the future benefits under the scheme. The adequacy of such provisions is confirmed
periodlically by an independent actuarial valuation at least once every three years.

Effective 1 lanuary 2008, the “top up” arrangememnt was discontinued and instead the employer
contributions to the Provident Fund adjusted to replicate the benefits that would have previausly been
payable from the Provident Fund and the “top up” arrangement. The Group has put in plage a provision
1o ensure that for the next five years employees’ leaving benefits will not be less than they would have
been under the previous arrangements.

The liability recognised in the balance sheet in respect of defined benefit pension plans is the present value
of the defined benefit obligation at the balance sheet date less the expected leaving benefits payable to
the management staff under the current defined contribution retirement benefit scheme for the period
up to 31 December 2070. The defined benefit obligation is calculated at least once every three years by
indenendent actuaries using the projected unit credit method. The present value af the defined benefit
cobligation is determined by discounting the estimated future cash outflows using interest rates of
high-quality corporate bonds that are denominated in the currency in which the benefits will be paid, and
that have terms 1o maturity approximating o the Terms of the related penisicn Babiiity. in determining this
cost, the acivarial value of the liabllities of the scheme are calculated, modeling their future growth, based
on key assurmptions agreed with management as described in Note 16,

The Group and all its employees also contribute to the National Social Security Fund (NSSF), which is a
defined confribution scheme.

{if} Other entitlements
The estimated monetary hability for employess’ acorued annuogl leave entitlement at the balance sheet
date is recognised as an expense accrual,

Dividends

Dividends payable to the Group’s shareholders are charged to equity and recognised as a liability in the
period in which they are declared. Proposed dividends are shown as 2 separate component of equity until
declared.

Investment in subsidiaries

Invastments in subsidiarles are carried in the company's balance sheet at cost Jess provision for impairment
losses. Where, in the opinion of the Directors, there has been impairment in the value of an investment,
the loss is recognised as an expense in the period in which the impairment is identified. On disposal of
an investment, the difference between the net disposal proceeds and the carrying amount is charged or
credited to the profit and less account.

Borrowings

Borrowings are recognised initiaily at fair vatue, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost using the effective interest method. Any differences between
proceeds (net of transaction costs} and the redemption value is recognised in the profit and loss account
over the period of the borrowings. Borrowings are classified as current [iabilities uniess the Group has an
unconditional right to defer settlement of the liability for at least 12 months after the balance sheet date.

Restructuring provisions

Restructuring provisions mainly comprise employee termination payments and are recognised in the period
in which the Group becomes legally or consiructively committed to payment. Employee termination
benefits are recognised only after either an agreement is in place with the appropriate employee
representatives specilying the terms of redundancy and numbers of employess affected, or after individual
employees have been advised of the spacific terms. Costs related to the ongoing activities of the Group are
not provided in advance.

Annugl Review and Financial Statements 2007
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21 Investment in subsidiaries 2007 2006
shs'000 Shs'000
Shares at cost 12,000 12,600

The foilowing are unlisted, whally owned subsidiaries incorporated in Kenya, all of which bave the same ]

vear end as the Company: -

Principal activity —

BAT Kernya Tobacco Company Limited Seliing of cigareties =
African Cigarette Company {Overseas) Limited Dormant
East African Tobacco Company Kenya Limited Dormant
22 Inventories - Group and Company Group Company -
2007 2006 2007 2006
Shs'000 3hs'000 5$hs'000 Shs’000
Firished goods 150,135 193,372 134,109 158,072
Wark in pragress 20,430 2,794 20,430 2,794
Raw materials and consumables 1,826,404 1,597,311 1,826,404 1,597,311
1,996,969 1,793,477 1,980,943 1,758,177
23 Receivables and prepayments Group Company
2007 2006 2007 2006
shs'000 Shs0Q0 $hs'000 Shs’000
Trade receivables 54,752 120,208 (17,380 9,125
Less: provision for impairment (6,842) {4,534) - -
Prepayments and other receivables 342,133 311,704 440,874 470,131
Dug from related companigs (Note 30) 1,154,273 768,288 1,154,273 768,288

1,544,316 1,195,666 1,583,767 1,247,544

Movements on the provision for impairment of trade recefvables are follows:

Group Company

2007 2006 2007 2006
$hs’000 Shs000 $hs'000 Shs'000

At start of vear (4,534) (4G,962) -
Provision it the year (6,842) - - -
Receivable written off during the year - 36,428 - -
Unused amounts reversed 4,534 - - -
At end of year (6,842) {4,534) . -

Annual Review and Financial Slaternents 2007
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28 Contingent liabilities
At 31 December 2007, the Group had no guarantees given on behalf of third parties (2006: Shs 124 min).

The Group is a defendant in varicus legal actions. In the opinion of the Directors, the resolution of these
legal proceedings would not likely have a materiaf effect on its operations.

9 Cash generated from opetations

Reconciliation of profit before income tax to casti generated from operations:

2007 2006

$hs'Q00 Shs'Co0
Profit before income fax 2,049,5%6 1,746,526
Adiustments for:
Depreciation of property, plant and equipment (Note 18) 366,769 312,589
Armortisation of intangible assets (Mote 19) 60,736 5,061
Amartisation of prepaid operating lease rentals (Note 20) 3 3
Profit on disposal of property, plant and equipment (26,215} {4,741}
Interest income (Note 10) {6,666) (1,076)
Interest expense (Note 10) 24,416 39,379
Changes in working capital:
- receivables and prepayments {348,650) (376,141)
- Inventories _ (203,492)  (319,41()
- payables and accrued expenses 271,893 955 378
- provisions Jor liabilities and charges 45,088 22,529
Change in retirement benefit obligations {64,360 (7.211)
Cash generated from operations 2,169,118 2,412,896

30 Related party disclosures

i ( The ultimate parent and controlling party of the Group is British American Tobacco ple, incorporated
in England and Wales. There are cther companies thal are related to British American Tobacco Kenya
i Limited through comman shareholding or commaon Directorships.

The foliowing transactions were carried out with refated parties:
(i) Purchase of technicaf services

The company receives technical and administrative support from the parent company in areas
such as marketing, management training, and rasearch and development. Technical and advisory fees
payabla to the parent company in respect of these services in the year was Shs 516,411,000 (2006: Shs
205,312,000).

The company pays royalties to related parties for certain cigaretie trademarks that are owned by these
parties. The royalties are payable at a rate of 5% of the net turnover of the qualifying brands, Total
royallies payable in the year were Shs 72,765,000 (2006: Shs 68,723,000).

British Anerican Tobacco Kenya Limited.
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Related party disclosures (continued)

{ify 3saie of goods and services

The company manufactures cigarettes under contracl, sells processed tobacco and processes green Jeaf
for related companies. The revenue arising from these transactions in the year was 5hs 2,841,302,000

{2006: Shs 2,141,191,000).

(fii) Outstanding balances arising from sale and purchase of goods and services:

Group Company

2007 2006 2007 2006
Shs'000 5hs'000 Shs'000 5hs'000
Receivables from other related parties 1,154,273 768,288 1,154,273 768,288
Payables to parent company 231,852 347,878 214,616 347,878
Payables to other Group companies 419,951 325,946 418,951 315,487
Payables to relatad parties 651,803 673,824 634,567 663,365
(iv) Key management compensation 2007 2005
Shs'000 5hs'000

Salaries and other short-term amployment benefits 160,320 116,798
Other long term benefits 49,722 40,879
Total remyneration of key management of the cornpany 210,042 157,677
(v} Directors’ remuneration 2007 2006
shs'Q00 Shs'00G

Feas for services as a Director 8,237 ?,841
Other emoluments {included in key Mmanagement compensation above) 118,257 78,281
Tetal remuneration of Directors of the company 126,494 88122

Capital commitments

Capital expenditure contracted for at the batance sheet date but not recognised in the financial

staternents s as follows:

Property, plant and equipment:

2007
Shs'000

131,459

2006

5hs 000

189,030
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The Secretary,

British American Tobacco Kenya Limited,
P.Q. Box 30000 -00100,

Mairobi
!-f BV e reiae e e st s e e st sme e e b et e £ e 4 C ek RaRncarasae o £ iaefaEer et e s eme Ry e aecr et S Eheamt e ee e aeees e e e e
2T e OO ST UORU YRR of PO BOX e
I member/members of Brifish American Tobacco Kenya Limited appoint
B e P L T R PR T P PT P T LR E PP LT P L
L s AR s st

or failing him, the Chairman of the Meeting as my/our proxy, to vote for me/us and on my/our behalf at the
Annual General Meeting of the Company to be held on 7 May 2008 in the Ballroom, Hetel InterContinental

' Nairobi, or at any adjournment thereof.

NOTES:

1. if a member is unable to attend this meeting personally this Form of Proxy shoutd be complated and returned
to reach the Company's Registered Office not later than 2:30 p.m. on & May 2008,

2. A person appeinted to act as a proxy need not be a member of the Company.

3. if the appointer is a corporation, this Form of Proxy must be under its common Seal or under the hand

of the officer or attorney duly authorised in that behalf.

British American Tobacco Nerya Limited.
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Investment in subsidiaries

Shares at cost

2007

Shs'000

12,000

2006
5hs’000

12,600

The following are uniisted, wholly owned subsidiaries incorporated in Kenya, all of which have the same

year end as the Company;

BAT Kenya Tobacco Company Limited

Principal activity

selling of cigarettes

African Cigarette Company {Overseas) Limited Dormant
East Alrican Tabacca Company Kenya Limited Dormant
Inventories — Group and Company Group Company
2007 2006 2007 2006
Shs000 Shs'000 Shs'000 Shs'000
Finished goods 150,135 193,372 134,109 158,072
Work in progress 20,430 2,794 20,430 2,794
Raw materials and consumables 1,826,404 1,597,311 1,826,404 1,597,311
1,896,969 1,793,477 1,980,943 1,758,177
Receivables and prepayments Group Company
2007 2006 2007 2006
Shs'000 5hs'000 $hs’000 Shs'000
Trade receivables 54,752 120,208 (11,380) 8,125
Less: provision for impairment {5,842) {4,534) - -
Prepayments and other receivables 342,133 371,704 440,874 470,131
Due from related companies {Note 30) 1,154,273 768,288 1,154,273 768,288
1,544,316 1,195,666 1,583,767 1,247,544
Movements on the provision for impairment of trade receivables are follows:
Group Company
2007 2006 2007 2006
$hs'000 Shs'000 Shs 000 Shs'000
At start of year (4,534) (40,962} -
Provision in the year {6,847) - - -
Receivable written off during the year - 36,428 - -
Unused amounts reversed 4,534 - - .
At end of year (6,842) (4,534) - .

Annual Review and Financial Statements 2007
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23 Receivables and prepayments (continued)
The fair values of the current receivables are as follows:
Group Company

2007 2006 2007 2006
5hs"000 Shs' 000 5hs' 000 Shs'000
Trade receivables 47,910 115,674 {11,380) 8,125
Prepayments and other receivables 342,133 311,704 440,874 470,131
Due from related companies 1,067,241 718,349 1,067,241 718,349
1,457,284 1,145,727 1,496,735 1,197,605

The fair values are based on cash flows discounted using a rate based on the borrowings rate of 7.5%

(2006: 6.5%).
24 Cash and cash equivalents Group Company
: 2007 2006 2007 2006
Shs'000 5hs 000 5hs'000 Shs'000
Cash at bank and in hand 346,634 454,425 321,343 271,741
Short term bank deposils 82,940 39,537 82,940 39,537
479,574 493,962 404,283 311,278

For the purposes of the cash flow statement, cash and cash equivalents comprise cash in hand, deposits

held at call with banks net of bank overdrafts.

2007 2006
Shs'000 Shs'000
Cash at bank balances as above 479,574 493,962
Bank overdraft (Note 27) {815,594)  (108,726)
Bank borrowing (Note 27} - (300,000
(386,020) 85,236

25 Payables and accrued expenses Group Company
2007 2006 2007 2006
Shs'000 Shs'000 5hs'000 Shs'000
Trade payables 622,004 533,718 598,198 516,877
Due to related companies (Mote 30) 651,803 £73,824 634,567 663,365
Other payables and accrued expenses 917,519 712,481 762,332 588,790
2,191,416 1,919,523 1,995,097 1,769,032

British Amurican Tobacco Kenya Limited.
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Provision for liabilities and charges Group  Company
Shs’'000 s$hs'000
Year ended 31 December 2006
At start of the year 469,809 431,579
Provided in respect of the year 120,439 126,489
titised during the year {97,950) (59,720)
At end of year 492,348 492,348
Year ended 31 Decemhber 2007
At start of the year 492 348 492,348
Provided in respect of the year a7, 166 67,166
Utilised during the year {2,014) (2,278)
Unutilised and reversed during the year (20,064} (19,8000
At end of year 337,436 537,436

Provisicns comprise balances set up in ordinary course of business and are related to general liabilities to

various slakeholders.

Borrowings Group Company
2007 2006 2007 2006
Shs'000 Shs’000 Shs'000 $hs’'000
Bank overdraft 815,594 108,726 1,031,392 101,923
Bank borrowings - 300,000 - 300,000
815,594 408,726 1,031,392 401,923

The weighted average sffective interest rate on the bank overdraft was 7.5% (2006: 6.5%) at the year
end. Bank overdrafts are unsecured. In the opinion of the Directors, the carrying amounts of short-term
borrowings approximate to their fair value. Fair values are based on discounted cash flows using a discount
rate based upon the borrowing rate that Directors expect would be available to the Group at the balance

sheel date.

Borrowing facilities:

The Group has the following undrawn committed borrowing facilities:

2007 2006

5hs’000 $hs'000

Overdraft facilities 2,155,000 2,650,000
Bond guarantees 3,680,000 3,230,000
5,835,000 5,880,000

These facilities expire within one year and are subject to renewal review at various dates during the year.
Bond guarantzes are issued to cover import duty, VAT and excise payable for all imported goods that are
utilised to manufacture cigarettes for the export market.

Arnual Review and Finangial Stalemants 2007
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28 Contingent liabilities

At 31 December 2007, the Group had no guarantees given on behalf of third parties (2006: Shs 124 mn).

The Group is a defendant in various legal actions. In the opinion of the Directors, the resolution of these
i legal proceedings would not likely have a material effect on its operations.

29 Cash generated from operations

Reconciliation of profit before income tax to cash generated from operations:

2007 2006
Shs'000 $hs'000
Profit before income tax 2,049,596 1,746,526
Adjustrents for:
Depreciation of property, plant and equipment {Note 18) 366,769 312,589
i Amortisation of intangible assets (Mote 19) 60,736 5,061
Amortisation of prepaid operating lease rentals (Nole 20) 3 3
Profit on disposal of property, plant and equipment (26,215) {(4,741)
Interest income (Note 10) (6,666) {1,076)
Interest expense (Note 10} 24,416 39,379
Changes in working capital:
- receivables and prepayments (348,650)  (376,141)
- inventories _ (203,492) (319.410)
- payables and accrued cxpenses 271,893 995,375
- provisions for Fabilities and charges 45,088 22,538
i Change in retirement benefit obligations (64,360} (7,2113
, Cash generated from operations 2,169,118 2,412,896
. 30 Related party disclosures
The ultimate parent and controlling party of the Group is British American Tobacco plc, incarporated
in England and Wales. There are other companies that are refated to British American Tobacco Kenya

Limited through commeon sharehslding or common Directorships.

The following transactions were carried out with related parties:
, (i} Purchase of technical services
The company receives technical and administrative support [rom the parent company in areas
such as marketing, management training, anc research and development. Technical and advisory fees

payable to the parent company in respect of these services in the year was Shs 516,411,000 (2006: Shs
i 295,312,000).

e
(]

The company pays royalties to related parties for certain cigarette trademarks that are owned by those
parties. The rovalties are payabic at a rate of 5% of the nel turnover of the qualifying brands. Total
royalties payable In the year were Shs 72,765,000 (2006: Shs 68,723,000).

British American Tobacca Kenya Limited.
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Related party disclosures (continued)

(i) Sale of goods and services

Annual Report and Financial Statements

to the Financial Statements

The company manufactures cigarettes under contract, sells pracessed tobacco and processes green leaf
far related companies. The revenue arising from these transactions in the year was Shs 2,841,302,000

(2006 Shs 2,141,191,000).

{ili} Outstanding balances arising from sale and purchase of goods and services:

Group Company
2007 2006 2007 2006
Shs'000 Shs'000 Shs'000 5hs’000
Recelvables from other relaled parties 1,154,273 768,288 1,154,273 768,288
Payables to parent company 231,852 347,878 214,616 347,878
Payables to other Group companies 419,951 325,946 419,951 315,487
Payables to related parties 651,803 673,824 634,567 . 663,365
(iv} Key management compensation 2007 2006
$hs'000 Shs’'000
Salaries and other short-term employment benefits 160,320 116,798
Other long term benefils 49 727 40,879
Total remuneration of key management of the company 210,042 157,677
{v) Directors’ remuneration 2007 2006
Shs'000 Shs'000
Fees for services as a Director 8,237 9,841
Other emoluments (included in key management compensation above)} 118,257 78,281
Total remuneration of Directors of the company 126,494 g£8,122

Capital commitments

Capital expenditure contracled for at the balance sheet date but not recognised in the financial

staterments is as follows:

Property, plant and equipment;

2007
Shs'000

131,459

2006
Shs'000

189,030

Annual Review and Financial Statermnents 2007
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The Secretary,

British American Tobacco Kenya Limited,
P.C. Box 30000 -00100,
Nairobi

or failing him, the Chairman of the Meeting as my/our proxy, to vote for me/us and on my/our behalf at the
Annual General Meeting of the Company to be held on 7 May 2008 in Lhe Ballroom, Hatel InterCantinental
Nairobi, or at any adjournment thereof,

As witness my/our hand/s this

NOTES:

1. If a member is unable to attend this meeting personally this Form of Proxy should be completed and returned
to reach the Company’s Registered Office not later than 2:30 p.m. on & May 2008.

2. A person appointed to act as a proxy need not be a member of the Company.

3. If the appolnter is a corperation, this Form of Proxy must be under its common Seal or under the hand
of the officer or atterney duly authorised in that behalf.

British American Tobacco Kenya Lirnited.
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