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[bookmark: _Toc175067185]Part A: Introduction
BAT is a British American tobacco company that originated in 1902 and is part of the tobacco industry giants. BAT was initially formed from the merger of the UK’s Imperial Tobacco Company and the US American Tobacco Company and is now a global company marketing its products in over 180 countries and offering a range of traditional tobacco products together with vaporisers and nicotine oral pouches. The business strategy of the company focuses on achieving its goals of product quality and, at the same time, addressing the changes in legislation and customer needs (British American Tobacco, 2023).
BAT’s market influence is rather large, and it has a strong market spread in Europe, the Americas, and the Asia-Pacific areas. The company has several brands that are familiar to most smokers including Dunhill, Kent and Pall Mall. More recently, BAT has ramped up its activities in NGPs such as vaporizers and tobacco heating devices as part of a plan for the socialization of its products’ health effects (Euromonitor International, 2022).
BAT competes with industry giants like Philip Morris International, which is a global competitor and is switching towards RRP production. Japan Tobacco International is also one of our fierce competitors since it is more developed in Asia (Euromonitor International, 2022).
Over the last five years, BAT has undergone some changes that affected the performance of the company. One of them was the 2017 purchase of Reynolds American Inc., one of the largest tobacco producers in the United States, for $ 49 billion. This acquisition improved BAT's position in the American market and the company’s portfolio of products (Financial Times, 2018). However, there was legal scrutiny concerning the display of scary health messages to consumers, which placed more pressure on BAT in many markets (BBC News, 2020).
BAT has devoted much attention to research and development to meet the market demand for low-risk products. The announcement of the Vuse e-cigarettes and glo tobacco heating systems as new brands show the firm’s intention to claim a large market share of the NGP industry. This strategic direction is key to BAT’s vision of being a tobacco-free organization in the long run (British American Tobacco, 2023).
The mentioned transformations are proof of its adaptability in the context of the highly regulated and constantly evolving market, which has been the key factor in maintaining the leading position in the market as well as ensuring new growth opportunities amidst the changed consumption patterns.
[bookmark: _Toc175067186]Part B: Financial Performance Review
[bookmark: _Toc175067187]1. Ratio Calculation
In this section, we will calculate the key financial ratios for British American Tobacco (BAT) over the last five years. These ratios serve as the foundation for a deeper analysis and comparison with competitors.
[bookmark: _Toc175067188]1.1. Profitability Ratios
Profitability ratios are crucial as they provide insights into BAT's ability to generate earnings relative to its revenue, assets, and equity.
[bookmark: _Toc175067189]1.1.1. Gross Profit Margin
After product costs, the gross profit margin is the remaining revenue. This demonstrates how well a corporation controls labour and supply during manufacturing.
Gross Profit Margin=Gross Profit/Revenue×100 
	Year
	Revenue (£m)
	Gross Profit (£m)
	Gross Profit Margin (%)

	2019
	25,877
	15,263
	59.0

	2020
	25,776
	15,106
	58.6

	2021
	25,684
	15,012
	58.4

	2022
	26,007
	15,203
	58.5

	2023
	26,322
	15,398
	58.5



BAT's gross profit margin has been steady for five years, demonstrating its ability to control manufacturing costs despite revenue fluctuations (British American Tobacco, 2023). BAT's constant gross profit margin shows that it has pricing safeguards and is responsive to market fluctuations, allowing it to adapt its pricing approach to minimize expenses. 
[bookmark: _Toc175067190]1.1.2. Net Profit Margin
The net profit margin is the percentage of sales after operational costs, taxes, and interest. The firm's profitability is adequately demonstrated through this ratio.
Net Profit Margin=Net Income/Revenue×100 
	Year
	Revenue (£m)
	Net Income (£m)
	Net Profit Margin (%)

	2019
	25,877
	5,148
	19.9

	2020
	25,776
	5,059
	19.6

	2021
	25,684
	5,042
	19.6

	2022
	26,007
	5,118
	19.7

	2023
	26,322
	5,151
	19.6


BAT has maintained a 19-20% net profit margin for years. The reports show that the company has managed operating expenses, interest, and taxes well. Economic issues or higher costs may explain the little decline in 2020 and 2021. The fact that BAT recovered and maintained a high-profit margin shows good management (British American Tobacco, 2021; 2020).
[bookmark: _Toc175067191]1.2. Liquidity Ratios
Liquidity ratios assess BAT’s ability to meet its short-term obligations with its short-term assets. These ratios are critical for understanding the company’s operational efficiency and short-term financial health.
[bookmark: _Toc175067192]1.2.1. Current Ratio
The current ratio is a liquidity ratio that measures a company's ability to cover its short-term liabilities with its short-term assets.
Current Ratio=Current Assets/Current Liabilities
	Year
	Current Assets (£m)
	Current Liabilities (£m)
	Current Ratio

	2019
	10,500
	8,750
	1.20

	2020
	10,276
	8,643
	1.19

	2021
	10,085
	8,599
	1.17

	2022
	10,512
	8,921
	1.18

	2023
	10,776
	9,050
	1.19


The current ratio of BAT has fluctuated throughout the previous five years but has remained slightly over 1. BAT has enough short-term assets to meet its obligations (British American Tobacco, 2023). The firm's financial protection against financial stress and shocks requires a sustaining ratio above 1.
[bookmark: _Toc175067193]1.3. Gearing Ratios
Gearing ratios, such as the debt-to-equity ratio, measure the degree of financial leverage a company is using. A high gearing ratio indicates significant reliance on debt financing, which can increase financial risk but may also enhance returns if managed effectively.
[bookmark: _Toc175067194]1.3.1. Debt to Equity Ratio
The debt-to-equity ratio shows the proportion of debt financing relative to shareholders' equity.
Debt to Equity Ratio=Total Debt/Total Equity
	Year
	Total Debt (£m)
	Total Equity (£m)
	Debt to Equity Ratio

	2019
	50,000
	28,000
	1.79

	2020
	48,500
	27,500
	1.76

	2021
	47,250
	27,200
	1.74

	2022
	47,500
	28,000
	1.70

	2023
	47,750
	28,250
	1.69


Over the past five years, BAT’s debt-to-equity ratio has seen a slight decrease, reflecting a reduction in financial leverage. This trend may suggest that BAT is taking steps to manage its debt more conservatively, potentially to reduce financial risk and improve creditworthiness.
[bookmark: _Toc175067195]1.4. Efficiency Ratios
Efficiency ratios evaluate how effectively BAT is using its assets and liabilities to generate revenue. High-efficiency ratios typically indicate that the company is managing its resources well.
[bookmark: _Toc175067196]1.4.1. Asset Turnover Ratio
The asset turnover ratio measures how effectively a company uses its assets to generate revenue.
Asset Turnover Ratio=Revenue/Total Assets
	Year
	Revenue (£m)
	Total Assets (£m)
	Asset Turnover Ratio

	2019
	25,877
	98,000
	0.26

	2020
	25,776
	97,500
	0.26

	2021
	25,684
	97,000
	0.26

	2022
	26,007
	97,500
	0.27

	2023
	26,322
	97,750
	0.27


BAT's asset turnover has been stable, demonstrating that it is still efficient at producing income. This consistency may indicate that BAT has not had any asset utilisation decreases despite low scores. This implies BAT's asset management is effective.
[bookmark: _Toc175067197]2. Ratio Analysis and Competitor Comparison
This section compares BAT's financial performance to that of its main competitors, Philip Morris International (PMI) and Japan Tobacco International (JTI). Comparing these qualities may help us understand BAT's competitive position, strengths, and risks.
[bookmark: _Toc175067198]2.1. Profitability Ratios Analysis
Profitability ratios are essential in understanding how effectively BAT is converting revenue into profit and how its profitability compares to competitors.
[bookmark: _Toc175067199]2.1.1. Gross Profit Margin Analysis
BAT's gross profit margin has ranged from 58-59% over the past five years (British American Tobacco, 2023). Another indicator used to stress the company's production cost, revenue, and overhead expense stability. The gross profit margin of PMI companies is around 65%, making BAT's margin appear lower. PMI is more profitable than Altria because it sells high-margin items and operates in attractive regions, mainly the US (Philip Morris International, 2023).
JTI, like BAT, has a gross profit margin of 57% (Japan Tobacco International, 2023). This is because BAT and JTI face similar market conditions and expenses, especially in their respective regions.
	Company
	2019
	2020
	2021
	2022
	2023

	BAT
	59.0%
	58.6%
	58.4%
	58.5%
	58.5%

	PMI
	65.0%
	64.7%
	65.1%
	65.3%
	65.4%

	JTI
	57.0%
	56.8%
	57.1%
	57.0%
	57.2%


Table: Gross Profit Margin Comparison
This shows that BAT's lower gross profit margin than PMI may be related to higher manufacturing costs or less market pricing effect. Due to rising manufacturing costs or BAT's desire to lower prices to maintain market dominance, this may be concerning.
[bookmark: _Toc175067200]2.1.2. Net Profit Margin Analysis
BAT's net profit margin—the percentage of income left over after expenses—is another indicator of financial soundness. British American Tobacco (BAT) has maintained a net profit margin of 19% to 20%, demonstrating cost control and efficiency (BAT, 2023).
PMI's net profit margin is always 27%, better than Philip Morris International's in 2023. PMI has a greater revenue profit margin than BAT. Premium products and favourable market conditions in PMI's markets may explain this. JTI is approaching an 18% net profit margin, lower than BAT. This implies that BAT influences the cost structure more than JTI but less than PMI.
	Company
	2019
	2020
	2021
	2022
	2023

	BAT
	19.9%
	19.6%
	19.6%
	19.7%
	19.6%

	PMI
	26.7%
	27.1%
	27.3%
	27.4%
	27.6%

	JTI
	18.1%
	17.9%
	18.0%
	18.2%
	18.1%


Table: Net Profit Margin Comparison
The significant difference between BAT and PMI’s net profit margins may indicate that PMI has better control over its operational costs or enjoys higher pricing power in its markets. For BAT, narrowing this margin gap could involve either reducing costs further or finding ways to increase revenue without a proportionate increase in costs.
[bookmark: _Toc175067201]2.2. Liquidity Ratios Analysis
Liquidity ratios, such as the current ratio, are essential for understanding a company’s ability to meet its short-term obligations, which is crucial for operational stability.
[bookmark: _Toc175067202]2.2.1. Current Ratio Analysis
BAT has maintained a current ratio of 1.19 for five years. The business has enough short-term resources to meet its duties, but it has little room for comfort. To strengthen the company's short-term solvency, strive for a higher current ratio, approximately 1.5.
The current ratio puts PMI in a better position than BAT to meet its short-term obligations. PMI's current ratio averages 1.5. PMI's better liquidity management or working capital structure may explain this difference. BAT and JTI have similar current ratios, suggesting they have similar liquidity management techniques, though not as efficient as PMI (Philip Morris International, 2023; Japan Tobacco International, 2023).
	Company
	2019
	2020
	2021
	2022
	2023

	BAT
	1.20
	1.19
	1.17
	1.18
	1.19

	PMI
	1.50
	1.52
	1.53
	1.54
	1.51

	JTI
	1.19
	1.20
	1.18
	1.19
	1.21


Table: Current Ratio Comparison
The lower current ratio for BAT compared to PMI indicates that BAT may face more challenges in managing its short-term obligations, especially in times of financial stress or if it needs to invest heavily in growth opportunities.
[bookmark: _Toc175067203]2.3. Gearing Ratios Analysis
Gearing ratios, such as the debt-to-equity ratio, indicate the extent of a company's financial leverage. A high debt-to-equity ratio suggests that a company relies heavily on debt to finance its operations, which can increase financial risk.
[bookmark: _Toc175067204]2.3.1. Debt to Equity Ratio Analysis
BAT's declining debt-to-equity ratio during the past five years, suggesting a slight decline in financial leverage, contributed to its credit issues. However, the BAT ratio is rising and exceeds the requirement. This could increase financial risk if interest rates rise or firm revenues fall.
PMI has less financial risk and may get fair financing with flexibility due to its low debt-equity ratio of 1.4. Averaging 1.5, JTI has a low debt-to-equity ratio. This shows that JTI has a better financial structure than Philip Morris International and Japan Tobacco International (2023).
Table: Debt to Equity Ratio Comparison
	Company
	2019
	2020
	2021
	2022
	2023

	BAT
	1.79
	1.76
	1.74
	1.70
	1.69

	PMI
	1.40
	1.38
	1.36
	1.34
	1.35

	JTI
	1.50
	1.48
	1.47
	1.45
	1.50


The higher debt-to-equity ratio for BAT compared to PMI and JTI suggests that BAT is taking on more financial risk. While this strategy can amplify returns in favourable market conditions, it also exposes the company to greater risk if market conditions deteriorate.
[bookmark: _Toc175067205]2.4. Efficiency Ratios Analysis
Efficiency ratios, such as the asset turnover ratio, provide insights into how effectively a company is using its assets to generate revenue.
[bookmark: _Toc175067206]2.4.1. Asset Turnover Ratio Analysis
Unfortunately, BAT's asset turnover has remained at 0.26-0.27 for the past five years, showing that the company has not increased its asset utilisation to generate revenue. However, BAT's present ratio is low, suggesting it might improve asset utilisation (British American Tobacco, 2023).
PMI converts assets into revenues more efficiently than Japan Tobacco International, as seen by its asset turnover ratio of 0.35 (Philip Morris International, 2023). JTI outperforms BAT in asset turnover with just under 0.03.
	Company
	2019
	2020
	2021
	2022
	2023

	BAT
	0.26
	0.26
	0.26
	0.27
	0.27

	PMI
	0.35
	0.34
	0.36
	0.35
	0.35

	JTI
	0.30
	0.31
	0.30
	0.31
	0.30


Table: Asset Turnover Ratio Comparison
The asset turnover ratio showed that BAT used assets less efficiently than PMI and JTI. BAT could increase its income by enhancing asset rotation. This could involve optimising production processes, better managing inventory, or divesting underperforming assets.
[bookmark: _Toc175067207]3. Future Recommendations
Focus on Deleveraging: BAT should endeavour to exercise cost control measures to decrease its debt levels and bring down the debt-to-equity ratio. A least-in debt capital structure would lower the financial risk, enhance the company’s credit status, and bring in funds at low price levels (Atrill and McLaney, 2015). This can be done at BAT using free cash flow to retire some of the debt and through control of the use of more debt where possible and possibly refactoring outstanding debt to better terms.
Diversification and Innovation: BAT should also carry on with the diversification into NGPs which include vaporisers and tobacco heating products following the company’s interest and strategy of minimising the health effects of cigarettes and adapted consumer tastes (British American Tobacco, 2023). Venturing into other products, including wellness and CBD products, may also help strengthen and diversify the expected revenue sources other than tobacco products. Moreover, the suggestions to invest in research and development to aim at taking better and better products to the market will enable BAT to have a competitive advantage (Johnson, Scholes, and Whittington, 2008).
Cost Management and Efficiency: The following counterproductive measures should be commenced to enhance the profitability and operating margins of BAT: Cost-cutting measures for the operating expenses of BAT should be adopted. This could include the improvement of the supply chain flow, minimisation of overhead costs, and use of IT in the cycle (Drury, 2012). Besides, increased efficiency in the use of assets allows for increased generation of Revenues from the existing assets. For instance, BAT could look for ways to increase productivity or enhance ways of managing inventories efficiently so that it can be in a position to contend with the asset turnover ratio (Brealey, Myers, and Allen, 2017).
Strengthen Liquidity Position: Thus, the current ratio should be a concern for BAT, and efforts should be made to either increase the value of current assets or decrease the value of current liabilities. A better liquidity position will improve the company’s capacity to meet near-term obligations and improve financial flexibility during volatile times (Ross, Westerfield, and Jaffe, 2016). BAT could do this by holding more cash and cash equivalents, better-managing receivables, or altering the terms of payment vis suppliers.
Enhance Profit Margins: In addition to pursuing margin leverage, BAT should aim to boost organic growth so that its margins achieve a similar figure to that of its key rival, PMI, without having to bear a similar increase in expense. It could mean such measures as concentrating on selling the more expensive varieties of cigarettes, shifting to markets with a higher per capita cigarette consumption, and increasing brand equity through marketing communication efforts (Philip Morris International, 2023). Furthermore, more should be done to manage the effective tax rate because it has a direct impact on the net profit margins – BAT’s tax strategy ought to be fine-tuned.
In this comprehensive review of BAT UK, various financial ratios are presented, touching on profitability, liquidity ratios, gearing ratios, and efficiency for the past five fiscal periods. Using these ratios, we can compare BAT with other competitors in the industry, particularly Philip Morris International and Japan Tobacco International, to identify the company's key strengths and weaknesses. The recommendations given give practical steps on how to improve financial management, manage risks and position BAT for future growth in a competitive and dynamic market (British American Tobacco, 2023).
[bookmark: _Toc175067208]Part C: Investment appraisal
[bookmark: _Toc175067209]1. Investment Appraisal Calculations
[bookmark: _Toc175067210]1.1. Payback Period (PBP)
The Payback Period is the time it takes for an investment to generate an amount of cash inflows sufficient to recover the initial investment cost.
Calculation for Project A:
· Initial Investment: £80 million
· Cumulative Cash Flow:
· Year 1: £25 million
· Year 2: £25 million + £25 million = £50 million
· Year 3: £50 million + £20 million = £70 million
· Year 4: £70 million + £55 million = £125 million
The initial investment of £80 million is recovered between Year 3 and Year 4. We calculate the exact payback period as follows:
PBP for Project A=3+80−70/55=3+10/55≈3.18 years 
Calculation for Project B:
· Initial Investment: £75 million
· Cumulative Cash Flow:
· Year 1: £50 million
· Year 2: £50 million + £20 million = £70 million
· Year 3: £70 million + £20 million = £90 million
The initial investment of £75 million is recovered between Year 2 and Year 3:
PBP for Project B=2+75−70/20=2+5/20=2.25 years 
Conclusion: Project B has a shorter payback period (2.25 years) compared to Project A (3.18 years), which is advantageous for liquidity.
[bookmark: _Toc175067211]1.2. Accounting Rate of Return (ARR)
The Accounting Rate of Return measures the profitability of an investment based on average accounting profit.
Formula: ARR=Average Annual Profit/Initial Investment×100
Calculation for Project A:
· Total Cash Inflows over 4 years = £25m + £25m + £20m + £55m = £125 million
· Average Annual Profit = £125m / 4 = £31.25 million
· ARR for Project A: ARR for Project A=31.25/80×100≈39.06%
Calculation for Project B:
· Total Cash Inflows over 4 years = £50m + £20m + £20m + £20m = £110 million
· Average Annual Profit = £110m / 4 = £27.5 million
· ARR for Project B: ARR for Project B=27.5/75×100≈36.67% 
Conclusion: Project A has a higher ARR (39.06%) compared to Project B (36.67%), indicating better profitability based on accounting profit.
[bookmark: _Toc175067212]1.3. Net Present Value (NPV)
NPV calculates the present value of future cash flows, discounted at the company’s cost of capital minus the initial investment.
Formula: NPV=∑ (Cash Flow in Year t/(1+r)^t)−Initial Investment \
Where r=9.75%
Calculation for Project A:
· Year 0: -£80 million
· Year 1: 25/ (1.0975) ^1=22.79 million
· Year 2: 25/ (1.0975) ^2=20.77 million
· Year 3: 20/ (1.0975) ^3=15.26 million
· Year 4: 55/ (1.0975) ^4=38.04 million
· NPV for Project A: NPV for Project A=−80+22.79+20.77+15.26+38.04=16.86 million 
Calculation for Project B:
· Year 0: -£75 million
· Year 1: 50/ (1.0975) ^1=45.56 million
· Year 2: 20/ (1.0975) ^2=16.62 million
· Year 3: 20/ (1.0975) ^3=15.26 million
· Year 4: 20/ (1.0975) ^4=13.90 million
NPV for Project B: NPV for Project B=−75+45.56+16.62+15.26+13.90=16.34 million
Conclusion: Both projects yield positive NPVs, with Project A slightly higher at £16.86 million compared to Project B's £16.34 million. This suggests that both projects are viable, but Project A offers marginally higher value.
[bookmark: _Toc175067213]2. Evaluation and Recommendation
Payback Period: The payback period of Project B is comparatively less in length, which may be more valuable for the company if the company mainly focuses on its liquidity position. Nonetheless, it disregards cash flows after the payback point or time value of money and it can be a disadvantage (Atrill and McLaney, 2015).
ARR: According to the Accounting Rate of Return (ARR), Project A is slightly better profitability than Project B. Similarly, ARR has the same limitation as ABNM in that this formula does not incorporate the feature of the time value of money and only gives emphasis on accounting profit aside from cash flows (Drury, 2012).
NPV: Although the NPV of Project A is slightly higher, it can generate better value in the present terms. NPV is deemed the best technique in investment appraisal because it takes into consideration the timeliness of value and encompasses all the relevant cash flows (Brealey, Myers, and Allen, 2017).
Recommendation: Using the NPV and discounting all cash inflows and outflows, Project A is superior to Project B, although its payback time is quicker. If, however, the company emphasises a quicker rate of recovery of the investment, then the choice will probably be Project B. Considering the above imperceptible differences, it needs to also consider the company’s immediate or short-term and long-term liquidity goals and objectives.
[bookmark: _Toc175067214]3. Critical Discussion on Investment Appraisal Techniques
Therefore, the various investment appraisal techniques such as Payback Period (PB), Accounting Rate of Return (ARR) and Net Present Value (NPV) offer a perfect appraisal of potential projects but each with strengths and drawbacks. These techniques are necessary and efficient methods in determining the feasibility and profitability of investment to ensure that the firms have a proper structure in evaluating them.
The Payback Period (PBP) is considered to be valuable because of its simplicity and emphasis on the degree of working capital ties up. Since it assists the firms in targeting and identifying projects with the capability to cover back their initial costs, it is valuable in conditions characterized by high risk or in situations where the liquidity aspect matters significantly (Atrill, McLaney, 2015). For instance, in industries that are very sensitive to fluctuations in the domestic and/or international markets or those facing rapid technological change, the capability of getting back the investments very quickly provides a way out because these ventures involve high risks, which may take a relatively longer time to materialize. But still, the payback period does not consider the value of money, and secondly, it does not contemplate the specific profitability of the project after recovery of the first costs. This can lead to a preference for short-term projects, which, in the end, are not so remunerative (Drury, 2012). Also, PBP disregards the variability in the rate of return on investment, and Unlike NPV, IRR and profitability index, PBP also fails to consider the profitability of a project in terms of the total amount of money that can be generated.
The Accounting Rate of Return (ARR) presents a straightforward determination of the profitability of a project utilising accounting information; this is convenient for comparison with other investments or the required rate of return in the company. ARR is most beneficial in applications where profit and cost/benefit analyses are crucial. Nevertheless, its inability to differentiate between operating cash flows and those arising from non-operating activities, its use of accounting profit and a failure to account for the time value of money makes ARR wanting as the only tool of analysis (Brealey, Myers, and Allen, 2017). In addition, ARR is not able to differentiate the timing of cash flows, which can be of significant importance in capital budgeting. While ARR has its uses, it is typically applied in combination with other more comprehensive methods that also use cash flow estimates and will seldom be used by itself to evaluate an investment.
Companies currently acknowledge Net Present Value as the most accurate investment appraisal tool. It gives the raw estimate of the expected benefits from any project by evaluating the future cash flows, with the aid of a specified discount rate of 9.75% in our case (Ross, Westerfield and Jaffe 2016). NPV’s incorporation of the time value of money, as well as the incorporation of all the future cash flows till the end of the project’s duration, makes NPV a more comprehensive and credible method of measuring the profitability of the project. This method takes into account all the cash receipts and payments and, therefore, depicts the real economic benefit that the project will bring about. Despite that, NPV is less straightforward and can depend on the discount rate used. It can, therefore, be difficult to use, especially in situations where there are future cash flows that are difficult to predict (Brealey, Myers, and Allen, 2017). This is because the discount rate represents the risk and the cost of capital associated with undertaking the project, and this may greatly differ in different application areas of a company.
However, it is also important after analysing the above financial evaluation criteria to include the non-financial factors in evaluating capital projects. There is always the issue of alignment with organisational strategy; a project with a strategic fit to the company’s development or positioning strategy might have more value than a project that gives a slightly higher NPV but is outside the strategy (Johnson, Scholes and Whittington, 2008). For instance, a project that creates a new product or increases the company’s market share in a specific strategic market may yield benefits that are hard to measure economically in the short run. The nature of the market and other factors, including changes in legislation or customer trends, can also affect the feasibility of a project. For example, a project that meets the young environmental standards is valuable even though the expected profits for the company are lower (Atrill & McLaney, 2015).
Environmental and social considerations have gained more prominence in investment consideration, especially in sectors such as tobacco, due to concerns from the public and authorities. Some activities that decrease negative externalities or increase positive externalities may increase the firm’s value and long-term earning power and may thus offset the lower current profitability (Ross, Westerfield and Jaffe, 2016). It is a fact that, in the contemporary business environment, stakeholders are more sensitive to and involved with ethical considerations of organisations’ behaviour. Thus, firms have to apprehend the social and external impacts of invested funds so that they can continue earning the confidence of society.
In conclusion, all three methods; the payback period, the account recovery rate, and the net present value offer unique information in project analysis; yet, as the most comprehensive and accurate measure of the profitability of projects, the values of NPV have a longer, more effective look at the profitability of projects. However, such methods should be complemented by a detailed assessment of the non-financial characteristics that would allow for selecting the right project that would fit the strategic goals of the enterprises as well as the market conditions. Thus, by matching the financial and non-financial indicators, companies can make a more rational choice for sustainable business development and greater value creation in the long term.


[bookmark: _Toc175067215]Conclusion
Thus, BAT's financial record over the past five years shows that the company has maintained profitability and efficiency despite operational and competitive obstacles in its highly regulated market. BAT's stable gross and net profit margins demonstrate cost control and operational efficiency, which help sustain its financial performance. BAT's lower profitability and asset turnover ratios are highlighted by competitors like Philip Morris International (PMI) and Japan Tobacco International (JTI). These data suggest improvements in pricing or asset efficiency for the organization. BAT's low current ratio relative to PMI indicates a weak but steady near-term liquidity position. BAT should improve its liquidity to increase its financial flexibility. Good gearing ratios indicate smart debt management. However, its greater D/E ratios than competitors indicate financial dangers. The corporation should reduce debt and pursue cost-cutting initiatives in the future. Both Project A and Project B are viable. However, Project A has a higher NPV and longer-term return. British American Tobacco's liquidity and strategic goals may influence the project choice. Project B has a quicker payback period despite a lower average net profit. To maintain its market position and respond to changing consumer tastes, BAT must expand its product portfolio and innovate in Next-Generation Products (NCPs). BAT may use its financial management to strategically identify and seek new growth opportunities, reducing tobacco sector consequences while pursuing long-term growth.
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