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British American Tobacco p.l.c.

Business Overview

British American Tobacco (BTl) is the world's second-largest tobacco company by net sales, operating across 180 countries.
The company is currently navigating a massive strategic pivot termed "A Better Tomorrow," which aims to transition its
business from traditional combustible cigarettes to non-combustible "New Category" products.

Strategic Operations

Combustible Brands: BTl owns some of the most recognizable global brands, including Dunhill, Kent, Lucky Strike, Pall
Mall, and Rothmans. In the U.S,, its subsidiary Reynolds American manages brands like Newport and Camel.

New Categories: This segment is the core of BTI's growth thesis. It includes Vuse (vaping), Glo (heated tobacco), and Velo
(modern oral nicotine pouches).

Investment Stake: BTl maintains a significant (roughly 22.9%) stake in ITC Limited, India's leading cigarette manufacturer,
which serves as a strategic financial asset.

Market Position

BTl operates in a Consumer Defensive sector, traditionally characterized by inelastic demand. However, the company faces
severe secular headwinds as global smoking rates decline and regulatory environments—particularly in the U.S.—become
increasingly hostile toward menthol and flavored tobacco products.

58 Equity & Buyback Strategy

Shareholder's Equity & Balance Sheet Analysis

British American Tobacco's balance sheet reflects a period of significant restructuring and capital reallocation.

Key Findings from SEC Filings (Form 6-K/20-F):

Asset Impairment: In late 2023, BTI recorded a massive non-cash impairment charge of approximately £27.3 billion
($31.5 billion). This write-down primarily targeted the value of its acquired U.S. cigarette brands, acknowledging that their
economic life is finite. This significantly reduced total shareholder equity but did not impact cash flow.

Equity Position: As of early 2026, total shareholder equity stands at approximately £48.1 billion ($60B+), with total assets
of ~$147 billion and total liabilities of ~$82 billion.



Buyback Strategy: After a period of pausing buybacks to focus on deleveraging, BTl recently pivoted. Following the partial
sale of its ITC stake, the company initiated a £1.6 billion buyback program for 2024-2025. This has since been expanded,
with a projected £1.3 billion planned for 2026, signaling a strong commitment to returning excess capital to shareholders.
Treasury Stock: BTl actively uses treasury shares for its buyback programs, effectively reducing the share count to boost
Earnings Per Share (EPS) and support the stock price floor.

@ Income & Options Strategy Analysis

Income Investment Suitability

British American Tobacco is a high-yield giant, but it is not without significant risks. While its ~5.7% - 6% yield is attractive,
income investors must remain skeptical of the underlying business sustainability.

Concerns & Risks:

Dividend Coverage: While cash flow conversion is high (95%+), the total debt load of nearly £30 billion remains a burden.
Any disruption in cash flow from U.S. regulatory changes (e.g., a menthol ban) could squeeze the dividend payout ratio.
Secular Decline: Combustible cigarettes still account for over 80% of revenue. The transition to "New Categories" must
accelerate to offset the 9%+ annual volume declines in U.S. combustibles.

Options Strategy Analysis

BTl is a viable candidate for a strategy involving selling put spreads and covered calls, though with specific caveats:
Volatility: BTl exhibits a low Beta (~0.45), making it less volatile than the broader market. This is favorable for premium
sellers as the stock tends to be range-bound.

Options Liquidity: Liquidity is moderate. While active, the bid-ask spreads can be wider than those of "Magnificent Seven"
tech stocks. This requires patience and limit orders for entry and exit.

Stability: The high dividend yield acts as a "natural floor" for the stock price. If BTI drops significantly, the yield becomes
too high for the market to ignore, often triggering a price rebound. This makes selling puts less risky than in growth-oriented
sectors.

Red Flags: Watch for regulatory announcements from the FDA. Such news can cause sharp gaps down that outpace the
protective value of a put spread's premium.

INCOME SUITABILITY SCORE

Based on dividend reliability, options liquidity, and historical market perception.

Investment Thesis
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Latest News & Al Summaries

BTI Expands 2026 Buyback Program to £1.3 Billion

The company announced an expansion of its capital return strategy, increasing the 2026 share repurchase target by £200 million over 2025 levels.

Read Article & GURUFOCUS.COM

New Category Revenue Grows 7% in FY2025

Strong performance in Velo and Vuse products has reenergized BAT's growth outlook, with management forecasting double-digit growth in non-
combustibles for 2026.

Read Article & SEEKINGALPHA.COM

Moody’s Upgrades BTI Credit Rating to Baa1l

Following significant deleveraging and improved exchange rate environments, Moody's raised the company’s long-term credit rating, reducing

future financing costs.

Read Article & SEEKINGALPHA.COM


https://www.gurufocus.com/news/bti-updates-fy25-outlook-and-expands-buyback-program
https://seekingalpha.com/article/4669811-british-american-tobacco-i-was-wrong-growth-is-back
https://seekingalpha.com/article/4670123-british-american-tobacco-2025-earnings

[ Ask a Follow-up Question

Ask anything about British American Tobacco p.l.c....
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