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British American Tobacco
History
PART A
British American Tobacco was founded in 1902 when two large imperial tobacco companies in the United Kingdom and American Tobacco in the United States decided to function. In 1911, American Tobacco declared it a monopoly in the United States, which is why this large group of tobacco forced it to separate and get rid of its cross-participation. For this reason, British American Tobacco began trading for the first time on the London Stock Exchange the following year and most of its US shares were acquired by British investors.
For the next decade, independent product distribution networks developed with fully functional subsidiaries, creating tobacco leaf plantations and manufacturing operations in other countries such as India, the Indochina Peninsula, Argentina, Mexico and Nigeria. Then in China the tobacco company reached a market growth of over 50%, after this great step in its tobacco markets, the operations of this company were nationalized between 1949 and 1952.
By 1990 British company tobacco made the decision to focus its focus on tobacco production and financial studies of the company, in 1998 the company took a big step and began trading on the London Stock Exchange as an independent company, after this great goal the company managed to position itself as the second largest company in the tobacco business and by 2012 this company has more than 55,000 thousand workers with an income of 15,190 million.
For the British American tobacco company, it is important to satisfy consumers who in this case are adults, providing value to shareholders and generating valuable employment for more than a century. Today this company is in one of the most dynamic periods of change that the tobacco industry has had.

The rapid innovation of its products, together with advances in social attitudes and public health awareness, has made the company open up to the opportunity to make a substantial leap in long-standing ambition to positively impact lives. Of millions of consumers by providing them with a potentially reduced risk with the tobacco and nicotine products they use within the process. With this ambition that the company continues to have, it continues to work in the transformation of tobacco, thus continuing always 100% committed to continue leading the transformation of industry and business.
In February 2019, we announced that we would establish a multi-year global partnership with McLaren. The association, with one of the most famous names in Formula One motor racing, focuses on accelerating our ambition Transforming tobacco, whose heart is our commitment to provide a portfolio of potentially reduced risk products (PRRP). BAT and McLaren share a passion for technology, innovation and design and, as part of the agreement, we will work closely with McLaren Applied Technologies, collaborating and sharing experience in technology, in areas that include batteries, advanced materials and design. The two companies will also share best practices, processes, innovation, knowledge and mutual experience. (Tobacco, 2014)
Finally, we know that the company has been bringing very good feelings about the investments as in Tobacco sales. and one of its great growths is due to the purchase of Reynolds American and that as a result of this the physiognomy of the company has changed for good although it cannot stop working tirelessly to continue reaching goals and above all to be able to stay positioned as a of the best tobacco vending companies.
Evaluating all the pros and cons the noble title that he assigned is VIZCONDE in the ranking, although we will improve it without any problems, although the company admits to having some solvency problems, it is always working to give its best.
PART B
FINANCIAL ANALISYS BRITIS AMERICAN TOBACCO
As well as gaining information about, and insights into, a business’s trading and position by reading the published ﬁnancial statements, it is also useful to calculate ratios relating particular ﬁgures to one another. It can even be useful to relate certain accounting ﬁgures to non-accounting measures, such as the number of employees. One reason for calculating ratios is to attempt to summarize quite complex accounting information into a relatively small number of key indicators. An associated reason for calculating ratios is to make ﬁgures more easily comparable. For example, if Business A made a proﬁt last year of £1 million and Business B made a proﬁt of £2 million, what does this tell us? Clearly it tells us that B made the larger proﬁt, but does it tell us that B was better managed or more efﬁcient? The answer is that it does not give us any impression of relative efﬁciency. B may be much larger than A. If we were to relate each one’s proﬁt to its size, a more valid comparison of efﬁciency could be made. The amount that the shareholders have invested (share capital plus reserves, which equals total assets less total liabilities) is a commonly used indicator of size, so we could use that. Comparison between businesses is not the only one that we may wish to make. We may want to compare a business’s current performance with its past performance to try to identify trends. We may wish to assess the business’s performance against what its managers had planned (Mclanie, 2009).
based on the theory of McLanie and According to the study conducted by the British American tobacco company, mainly its strategy is based on the proposals of research and differential devaluation that satisfy the wishes of tobacco consumers, the market process is measured According to the production for this it is important to always have the best brands and the best tobacco crops in order to generate good relationships with consumers and interested in the product since they are the key to growth, it is also important to maintain some bases solid with suppliers, employees, shareholders and investors, since they are also a fundamental part of the market strategy.
FINANCIAL PERFORMANCE 
Profitability
Proﬁtability ratios are concerned with the effectiveness of the business in generating proﬁt. A very popular means of assessing a business is to assess the amount of wealth generated for the amount of wealth invested (Mclanie, 2009).
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Based on the results obtained in the previous table, we can say that in terms of the company's performance between the 2014-2018 periods, the British America Tobacco company has been experiencing financial difficulties, which are clear in the 2017-2018 years. After calculating the ROCE for this company, it has been remarkably seen that it has decreased significantly during the last 5 years from 10.3% in 2014 to 7.2% in 2018%, one of the reasons why it would be happening This could be due to the increase in cost prices or the lack of control and efficiency in the company's operating expenses. if we also focus on knowing part of the reason for the gross margin that at first glance seems to be quite stable and with positive results that are between 33-34%, which means that the reason for the possible fall of the ROCE mentioned above if It is due to operational problems but it will be noted that this difficulty is not linked to what is the increase in purchase costs.
Analysing also the performance of each year, we can say that this has been having a noticeable decrease so far in 2018 compared to 2017, which notoriously has seen that in 2018 the company in its trajectory has been experiencing a Substantial decrease in general trade that crystallized as low yield.
and finally according to the results obtained in the previous graph we can also say that earnings per share have also shown a notable decrease that goes from 0.15p to 0.12p, which means that this is a main factor where it also shows commercial difficulties and the progressive decrease in the valuation of the British American Tobacco company by its customers: what could be causing this is the possible customer dissatisfaction, the decrease in loyalty and brand, the entry of new markets, performance not satisfactory, etc.
Conclusion
 After having analysed the profitability part of the company, we can conclude that the British American Tobacco company, although it is a large and competitive company, has not had a good financial performance during the years 2014 and 2018, it should be mentioned that if the Company is already mentioned It does not improve your profitability, this could be facing serious future problems and, therefore, this could be leading the company to a possible financial crisis. And as a recommendation that would be given to the company is that this should correct the possible error factors that could be the cause of the decrease in profitability and the presentation of problems in these periods as it has been being the dissatisfaction of the customer, loyalty decline and major competitors have generated better performance.
Liquidity 
Liquidity ratios are used to try to assess how well the business manages its working capital. The operation of the company depends on the liquidity that the company has to fulfil its financial obligations, with its suppliers, its employees, with the capacity it has to renew its technology, to expand its industrial capacity, to acquire raw materials, etc. (McLaney, 2019)
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Analysing the results obtained in the previous table, it can be said that the British American Tobacco company has been strengthening its performance in this area, since all the relationships analysed have shown an improvement in growth.
By closely analysing the KPI (Key Performance Indicator) of the accounts payable period of this company, you can see that the company pays its suppliers 85 days during the 2014 period. But despite this, the company also It has managed to reduce that period to 83. The size of growth that the British America Tobacco company that is here playing an important role, since this depends on how large is the step that can be taken to spread over small suppliers and retain payments to them. This could improve BAT cash flow management in the short term, but this could also have a devastating effect on smaller companies, since they rely heavily on constant and timely payments and if this fails it could lead directly to failure. . BAT should have as a second option, consider further stakeholder analysis and better supplier management, all because if smaller suppliers begin to express their concern and dissatisfaction through the media, this could have a great impact negative in the reputation and growth of the company.
We must also see the positive side of the company, the BAT has had the goal of maintaining a fairly stable period of accounts receivable, which has been achieved. But nevertheless, BAT could put more pressure on its clients so that they pay their bills in advance or could also offer discounts on advance payments, thus destroying the relationship with them or minimizing their potential for long-term return. and finally, within the analysis we can say that the company also improved the current indexes quickly as well as its cash position, since it is seen that it has managed to improve the availability of cash after covering all its current liabilities (from 0.2 in 2014 to 1.25 in 2018).
Conclusion
and to conclude this analysis, the British American Tobacco company has been strengthening its performance in this aforementioned area, since all the proportions analysed have shown a progressive improvement something that is satisfactory for the growth of the company, BAT is playing an important role, as a great player that can spread over small suppliers and hold on to payments to them. This could improve the cash flow management of the company in the short term, but it could have a negative effect on smaller companies, since they rely heavily on constant and timely payments.
It can be noticed that the tobacco company has been pressuring its customers to pay in advance which is not an advantage and what this could cause is a rupture between relationships or minimizing performance potential, which would seriously affect growth and progress of the company.
Gearing 
Index of the balance through which the incidence of the loan capital on the assets of a company is measured. It is formulated from the relationship between the various components of corporate debt and equity (Jaffe, 2018)
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Analysing the results of the last graph, you can see that the amount of leverage seems to meet all standards, which allows it to be fairly stable, with a small improvement in financial leverage from 54% in 2014 to 49% in 2018. Which shows that there is a reduction in long-term debt? Interest coverage has decreased from 5.21 in 2014 to 3.91 in 2018, which means that for the British American Tobacco company it has been able to achieve and ensure debt restructuring or is experiencing higher interest rates imposed by its lenders.
Summary
The British American Tobacco company has been operating well throughout its trajectory in the clear market, and as can be seen in the previous analyses, it has also had some mishaps as can be seen in 2017, but this is where the company evaluates its internal process and begins to look for solutions to get out of this crisis. From this point on, the BAT company has produced some important events and the contribution to the general depression in the company's trade, as the main reasons such as ROCE, operating earnings and earnings per share have declined significantly, adding the Delays in payments to suppliers that take approximately 3 months to settle their accounts payable and also the deterioration of interest coverage, it is worth doing a detailed analysis of the possible factors that have caused the collapse of the negotiation.
Analysing only the financial indicators of the company will not show the full picture of performance, so it is good to mention that this should be combined with some indicators of non-financial performance in terms of loyalty, satisfaction, innovation, etc.
Critical evaluation of the ratios calculated
Advantages 
· These previously applied methods are the most accurate and precise to know the most understandable and preferred performance in the light of the shareholders.
·  With this investigation and carrying out the different analyses of the BAT Company, there is more availability of comparison between rivals that it presents and its different competition sizes.
· Simplify and publish the results of the company's financial statements.
·  Help in the analysis of trends that involves the comparison of different companies during a given period.
·  Highlight the important information of the BAT Company where in a simple and fast way you can judge the company by simply looking at some numbers and analysis results instead of reading all the financial statements.
Recommendation 
• It is necessary to know and analyse each of the steps that the competition takes in order to have a benchmark in the market and to know how to take actions.
• A very important recommendation is to have a good development of objectives in accordance with the strategic plan of the company that provides us with a good balance with the objectives and strategies proposed for the proper functioning and thus being able to achieve each of the goals that are proposed.
• Determine the marketing area strategies according to the marketing plan prepared by the British American Tobacco company.
• It is always important to be making constant innovations in the market so that possible customer loyalty can be created with both the brand and the product.
• Provide employees with better labour guarantees, such as training with high quality parameters and good customer service, thus motivating them to become loyal workers and committed to the company.
• Strengthen the financial area of ​​the company because based on this it is When the company makes important decisions and begins to take risks to make the company better and more competitive on market day.
PART C
Calculation of Viability of Project A and B through different methods shown below:
Net Present Value
The Net Present Value (NPV) is the best known method when evaluating long-term investment projects. The Net Present Value allows determining if an investment fulfils the basic financial objective: MAXIMIZE the investment. The Net Present Value allows determining if said investment can increase or reduce the value invested (Demarzo, 2014).




	YEAR
	PBP
	PROJECT A 
	PRESENT VALUE
	PROJECT B
	PRESENT VALUE

	 
	 
	8.73%
	 
	 
	 

	0
	-103
	-103
	-£103.00
	-115
	-£115.00

	1
	-93
	10
	£9.20
	60
	£55.18

	2
	-63
	30
	£25.38
	40
	£33.83

	3
	-13
	50
	£38.90
	60
	£46.68

	4
	52
	65
	£46.51
	5
	£3.58

	
	
	NPV
	£16.98
	NPV
	£24.27



Analysis 
After evaluating projects A and B with respect to net present value, we can say that both of them are feasible and viable for the realization of positive investment, indicating that the money invested in the project will cover the cost of capital and will also deliver a return to investors of $16.98m if Project A is chosen and $24.27m for Project B respectively.
However, Project B has higher return and therefore if investors have to make only one choice they would choose this project.
ACCOUNTING RATE OF RETURN (ARR) CALCULATION AND EVALUATION

Accounting rate of return (ARR) method takes the average accounting profit that the investment will generate and express it as a percentage of the average made over the life of the project (Arnold, 2012).
ARR= Average annual accounting profit / average investment * 100
Project A- Accounting Rate of Return (ARR)
ARR= [ ( 10 + 30 + 50 + 65 - 103) / 4 ] / ( 103 / 2 ) = -6.3%

Project B- Accounting Rate of Return (ARR)
ARR= [ ( 60 + 40 + 60 + 5 – 115 ) / 4 ] / ( 115 / 2 ) = 21.73%
Analysis
 After performing the above calculation, this shows us that The company will have negative accounting performance rate of -6.3% if Project A is chosen, and an accounting performance rate of 21.73% for project B. Analyzing these results and considering the fact that the company wants the project with the highest performance and seeking profits, based on ARR accounting method, it should invest in project B, since it produces a positive higher yield of 21.73% than project B and is the only one that will be financially viable in this situation. 
International Rate Return IRR
The Internal Rate of Return (IRR) is the interest rate or return offered by an investment. That is, it is the percentage of profit or loss that an investment will have for the amounts that have not been withdrawn from the project. It is a measure used in the evaluation of investment projects that is closely related to the net present value (NPV). It is also defined as the value of the discount rate that makes the NPV equal to zero, for a given investment project (Watson, 2007).
Project A- International Rate of Return (IRR)
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Project B- International Rate Of return (IRR)
[image: ]




Analysis
In this scenario both projects A and B provide a higher rate of return at 14.06% and 18.87% respectively than the cost of capital at 8.73% required to finance the project. However, Project A appears to be more profitable at higher IRR of 18.87% and thus delivering higher rate of return on invested capital provided the rates and period of time and other limitations which were already mentioned above.

Assessment of functionality of the above methods of investment appraisal

Generally the NPV method is more superior to all others mentioned above.
Advantages of the NPV are as shown below:
· Main advantage is that it considers time value of money through discounting factors that brings the present value of the projects. Using this methods incorporates important factors that have a significant effect on the profits such as inflation, interest rates, exposure to risks etc. – all factors that if not taken into account could easily bring a otherwise profitable project to a negative one
· It is an absolute measure of return meaning the project can be expressed in real money rather than using percentages as it is with the other methods, so business managers can budget more easily and reliably.
· When using this method, we need to assess it from the start of the investment period to the end, so the whole life is captured and can provide investors with valuable information of how the project is going at any point in time, so informed decisions could be made.
· NPV is based on a real cash-flows and does not consider any other terms like profits and therefore is more reliable and it can be said that it works in favour of shareholder`s interest to generate greater returns on their respective investments.
Disadvantages:
Although, NPV could be very useful for assessing the viability of the project it has also its shortcomings which are mainly due to the difficulty in understanding the financial procedures and calculations involved in it, thus making it extremely harder to understand from a non-financially educated person. It also considers thorough knowledge of how the cost of capital is calculated which could involve more headaches for the managers in order for them to understand how NPV works.
Using the IRR as a method of investment appraisal has its own advantages and disadvantages:
Main advantages of IRR include:
· As well as NPV it also takes into account of the whole life cycle of the projects and therefore as mentioned above can provide a good basis for financial planning and analysis depending on the needs of the shareholders / investors.
· It also considers cash- flows  when calculating it and time value of money and all factors along with it as per above mentioned in NPV.
· It provides a return to the investors in terms of a percentage rather than an absolute value which is more easily understood from investor`s perspective. It can be argued that this is actually a disadvantage as it does not show a lump amount of returns which is why NPV is a superior to IRR.
· It is very easily understood from potential non-financially educated investors as it gives a percentage returns which if it is higher than the cost of financing – means it will generate returns after cost of capital is deducted.
Setbacks of using this method include:
· It does not provide a real cash return but rather uses percentages making it more difficult to estimate.
· This method is fairly hard to calculate and especially when there are a lot of internal rates of returns could lead to confusion and also involves in some cases computing programs to be able to calculate it.
· When considering cash-flows it can means in some cases it can produce many IRRs and thus make decision making extremely difficult.
Payback period is the least useful in comparison to the above two methods, however its viability should not be ignored as it has its potential benefits in certain times and considerations as per below:
· Main advantage of this method is that it is very easily understood from investors because of its simplicity – time taken for an investment to be returned.
· This involves quick solutions to certain scenarios where investors need to act hastily, although this involves not considering risks in the project. 
· It is a good measure in a uncertain times when liquidity is more important, so immediate actions can be taken in order to offset potential losses. 
This method though has a lot of disadvantages such as:
· It does not take into effect the whole life cycle of the project, leading to potential miss outs of otherwise very profitable projects to be neglected because they do not deliver the required return for the period required.
· It is not good for forecasting and planning as it does not cover all the cash-flows involved in the project, so no well-informed decisions could be made based on this method.
· It does not take into account inflation, interest rates, discounting factors etc. therefore the real value of the investments is somehow ignored and the risks sitting behind those factors could very much outweigh all the benefits that otherwise this method could deliver.
Non-financial factors that need consideration when a project is assessed include:
Environmental impact of the project – will it have negative effects on the environment – if yes what prevention plans have been prepared in order to reduce the damage to minimal or any alternative projects, so more environmentally friendly approach to be undertaken. Shareholders are extremely conscious about this topic and more and more of them would seek more scrutiny on those sectors and try to avoid investing in these businesses in the future.
This could also lead to Social impact - where people are concerned about the damage that humans and in specific certain companies and industry sectors do to the nature – so could easily abandon products that cause damage, try to disturb the normal business activities through means such as protests, negative news etc.
If these factors are not considered from the company could mean that a very profitable project could be over-estimated and risks not assessed properly and to its entirety so it will actually be a loss making if non-financial factors are not considered.
Other factors, that are also relevant are – reputation – is the project undertaken in good faith with current company`s reputation and best practice, political impact which has ever increasing impact on economy in terms of protectionism – very popular at the moment which could negatively damage a global project that would otherwise have very positive impact on a multiple countries. Protectionism could lead to creation of very high trade barriers for some companies, so it will be extremely difficult to operate under these conditions set by protectionist governments which are currently the cases with the USA and China. Changes in laws and taxation or fiscal policy of the government should be considered along with monetary policy of the central bank which is extremely relevant in the investment appraisal scenarios as it involves interest rates – increases / decreases so impacting cost of capital and financing. All of these factors are very dependent on the type of the industry the potential projects are undertaken and every single of these non-financial and financial criteria would have a different impact depending on the sector.



Conclusion:
and to end the investigation about the British American tobacco company, it can be said that from the implemented and mentioned methods above where investment opportunities were evaluated, the NPV provides the best informed decision making compared to the IRR and The recovery of the investment, however, should be considered very carefully along with the non-financial factors to offer the desired rate of return and thus be able to satisfy and increase the wealth of the shareholders. It is necessary to recommend the use of a comprehensive scorecard in which the various factors can be taken into account and can be integrated when evaluating the financial viability of a project.
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Performance 

Analysis

British American 

Tobacco

2014 2015 2016 2017 2018

Current Ratio 1.13           1.09           1.04           0.90           0.78          

Quick Ratio 0.34           0.38           0.43           0.45           0.55          

Receivables period (Days) 7                7                8                9                9               

Payable period (Days) 85              87              90              92              83             

Asset Turnover 1.65           1.66           1.59           1.61           1.63          

Cash Ratio 0.20           0.22           0.56           1.22           1.25          

Liquidity
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British American 

Tobacco

2014 2015 2016 2017 2018

Financial Gearing(D/E Ratio) 54% 65% 57% 55% 49%

Interest cover 5.21 5.27 6.19 6.25 3.91

Gearing
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PROJECT A PROJECT A

NET CAHS FLOW NET CASH FLOW

YEAR PBP 9%PRESENT VALUE 11%PRESENT VALUE

0 -103 -103 -£103.00 -103 -£103.00

1 -93 10 £9.17 10 £9.01

2 -63 30 £25.25 30 £24.35

3 -13 50 £38.61 50 £36.56

4 52 65 £46.05 65 £42.82

NPV £16.08NPV £9.73

PBT is equal to 4 years if the cashflow arises at the end of the year or 

PBT=3 years and 2 months if CF arises during the year

PBT = 13/50*12 = 2.4
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PROJECT B PROJECT B

NET CAHS FLOW NET CASH FLOW

YEAR PBP 10%PRESENT VALUE 12%PRESENT VALUE

0 -115 -115 -£115.00 -115 -£115.00

1 -55 60 £54.55 60 £53.57

2 -15 40 £33.06 40 £31.89

3 45 60 £45.08 60 £42.71

4 50 5 £3.42 5 £3.18

NPV £21.10NPV £16.34

PBT is equal to 3 years if the cashflow arises at the end of the year or 

PBT=2 years and 5 months if CF arises during the year

PBT = 15/40*12 = 4.5
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British American 

Tobacco

2014 2015 2016 2017 2018

ROCE 10.3% 11.8% 13.4% 14.8% 7.2%

Fixed Assets 2.16           2.24           2.32           2.41           2.57          

Gross Margin 33% 34% 34% 34% 33%

Operating Margin 4.5% 4.6% 5.7% 6.3% 2.1%

Earnings Per Share (GBP) 0.15 0.18 0.32 0.43 0.12

Profitability


