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Finance and Transformation 
Director’s Overview

Financial Strength to Overcome 
Operational Challenges
2020 has provided unique challenges 
that the Group has met and overcome. 
Our geographic diversity, integrated 
infrastructure and determination to deliver 
has again delivered growth in our key 
financial indicators. 

Our combustible portfolio, particularly 
in the US where we led industry pricing, 
has provided both the fuel to continue 
to increase our investment in our New 
Category portfolio and to deleverage the 
Group’s balance sheet despite headwind 
from COVID-19 of an estimated 2.5% 
on revenue. 

Pricing and New Categories 
Drive Revenue Growth 
Revenue was marginally lower than 2019, 
down 0.4%, at £25,776 million (while 2019 
was up 5.7% to £25,877 million), as a 
translational currency headwind more than 
offset the operational performance, with 
revenue up 3.3% in 2020 (2019: 5.6%) on an 
adjusted constant currency basis, despite 
an estimated headwind on revenue from 
COVID-19 of approximately 2.5% in 2020.

Pricing across the cigarette portfolio 
(with price/mix of 7% in 2020 compared 
to 9% in 2019), higher revenue from New 
Categories (up 14.9% in 2020 and 37% in 
2019) and Traditional Oral (up 7.2% in 2020 
compared to 15% in 2019) more than offset 
a decline in cigarette volume of 4.6% in 
2020 (2019: 4.7% decline). 2020 was also 
impacted by an estimated 2.5% headwind 
from COVID-19 due to the disruption and 
restrictions affecting certain markets 
(including South Africa and in Global 
Travel Retail). 

Margin Growth While 
Investing in New Categories 
Profit from operations increased by 10.5% 
to £9,962 million, compared to a decline 
of 3.2% to £9,016 million in 2019. This was 
largely driven by the operational efficiencies 
achieved under the Group’s restructuring 
programme (Project Quantum) and while 
2020 was impacted by charges in respect 
of goodwill impairment (£209 million, largely 
in respect of Malaysia; 2019: £172 million 
mainly in respect of Indonesia), litigation 
charges (mainly in the US) of £487 million 
(2019: £236 million) and Quantum costs 
(£81 million; 2019: £264 million), 2019 was 
also negatively impacted by a charge in 
respect of the Quebec Class Action in 
Canada (£436 million) and the settlement of 
an excise dispute in Russia (£202 million). 

Our operating margin increased by 380 bps 
to 38.6% in 2020 (2019 declined 320 bps to 
34.8% driven by the lack of charges referred 
to above). 

On an adjusted constant currency basis, 
profit from operations grew by 4.8% 
(2019: up 6.6%) with adjusted operating 
margin (at current rates) up 100 bps to 
44.1% (2019: 43.1%). This was driven by 
growth in high margin markets (including 
the US) and efficiencies delivered in 2020 
as part of Project Quantum which more 
than offset the continued investment in 
New Categories.

Revenue growth driven by 
New Categories performance 
and combustibles pricing, more 
than offsets an estimated 2.5% 
COVID-19 headwind.

Project Quantum has 
realised savings that allowed us 
to invest a further £426 million 
in New Categories.  

Profit from operations 
was up 10.5% (2019: down 3.2%), 
driven by the growth in revenue 
(excluding the impact from 
currency) and operational 
efficiencies while 2019 was 
impacted by certain charges that 
did not repeat, notably in relation 
to Canada and Russia.  

We continue to deliver against 
our financial objectives, despite the 
unprecedented challenges arising 
in 2020. This allows us to continue 
to reward shareholders with growth 
in dividends while deleveraging and 
investing in A Better Tomorrow.

Financial Review
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Future Funding De-R isked 
Through Proactive Action
In 2020, we reduced future refinancing risk 
by raising £8.9 billion in the US dollar, euro 
and sterling markets, using the proceeds 
to repurchase and redeem £3.1 billion of 
bonds. This de-risked the future repayment 
profile by securing lower interest rates 
and future liquidity in uncertain times. 
This led to an increase in net finance 
costs of 8.9% to £1,745 million as we 
recognised net charges of £142 million 
in respect of the early redemption and 
tender offer. The increase in 2019 (up 16% 
to £1,602 million) was driven by foreign 
exchange headwinds and interest on leases 
recognised under IFRS 16 Leases. 

As part of the Group’s de-risking of future 
funding, during 2020 gross interest cover 
ceased to be a covenant on the Group’s 
debt facilities. 

EPS Growth Underpins 
Dividend Increase
On a reported basis, basic EPS was up 
12.1% at 280.0p (2019: down 5.4% at 249.7p) 
with diluted EPS up 12.0% to 278.9p (2019: 
down 5.4% to 249.0p), largely due to the 
increase in profit from operations as 
discussed earlier. 

Excluding the adjusting items and the 
effect of foreign exchange on the Group’s 
results, adjusted diluted earnings per share, 
at constant rates, increased by 5.5% to 
341.4p, with 2019 ahead of 2018 by 8.4%. 

Dividends per share for 2020 will be 215.6p, 
an increase of 2.5% (2019: 210.4p, up 3.6%), 
in line with our commitment of a 65% pay-
out ratio on adjusted diluted earnings per 
share (2019: 65.0%). 

Cash Generation Drives 
Debt Deleveraging
We continue to focus on a balanced 
approach of deleveraging, while investing 
for the future and providing a return via 
dividends to shareholders. 

We remain extremely successful in 
converting operating performance to 
cash. The Group’s cash conversion ratio, 
based upon net cash generated from 
operations, was 98% (2019: 100%) @and the 
operating cash conversion ratio was 103% 
(2019: 97%)@. The Group realised £9.8 billion 
(2019: £9.0 billion) of net cash generated 
from operating activities, @or £2.6 billion 
(2019: £1.9 billion) of free cash flow after 
dividends – which is a measure the Group 
uses to assess total cash generated by the 
Group with which to repay borrowings.@ 

Consequently, in 2020, total borrowings 
(including lease liabilities) have 
reduced from £45,366 million in 2019 to 
£43,968 million in 2020, largely due to the 
net repayment of borrowings in the year, 
and a currency tailwind of £219 million. @We 
continued to deleverage our balance sheet 
with adjusted net debt to adjusted EBITDA 
ratio improved from 3.5 times to 3.3 times. 
We expect this ratio to be around 3.0 times 
by the end of 2021.@ 
@Adjusted net debt to adjusted EBITDA, as 
defined on page 283  provides a measure 
to assess the Group’s ability to meet its 
borrowing obligations and, from 2020, is 
a KPI.@ 

Confidence in Future Delivery
@We remain confident in our medium term 
guidance of 3-5% revenue and high-single 
figure adjusted diluted EPS growth at 
constant currency, post COVID-19, while 
targeting a minimum of 90% operating 
cash conversion and a dividend pay-out 
ratio of 65% of adjusted diluted EPS over 
the medium to long term.@

In summary, the Group continues to deliver 
against the financial objectives, despite the 
unprecedented challenges arising in 2020. 
This allows the Group to continue to reward 
shareholders with a growth in dividends 
while deleveraging and investing  
in A Better TomorrowTM.

Tadeu Marroco
Finance and Transformation Director

@ We remain committed to 
consistent and sustainable 
long-term 3-5% revenue growth 
(excluding currency) and a 
progressive dividend policy.  @

Dividends per share 
increasing by a further 2.5%, 
underpinned by the financial 
strength of our business .  

Cash flow generation 
remains extremely strong, 
with high conversion from 
profit to cash, facilitating the 
drive to deleverage while 
investing for the future.  

The Group continues to 
deliver against the financial 
objectives, despite the 
unprecedented challenges 
arising in 2020. This allows 
the Group to continue to 
reward shareholders with 
a growth in dividends while 
deleveraging and investing 
in A Better Tomorrow.  

@ Denotes phrase, paragraph or similar that does not form 
part of BAT’s Annual Report on Form 20-F as filed with 
the SEC.




