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Half year performance
Q:

How do you view the 2017 first half performance?

A:

First half was very good. We had a volume decline of 5.6%, but it was mainly impacted
by the timing of excise in Pakistan, and overall industry decline in Pakistan, plus a strong
comparator, mainly due to Ukraine. But if you eliminate Pakistan from the numbers, our
volume decline will have been 2.6%. that’s pretty much our historic levels of decline.
Share was quite strong. We had 30 basis points of share growth, 50 basis points in our
GDBs, so quite strong performance, again, in our GDBs. So very happy with that.
Adjusted revenue was up 2.5%. Profit was up 3.2%, all in constant, and EPS was 21% in
current, 6.2% in constant. As you can see, the numbers stack up quite well in a year, in a
half in which we have invested substantially behind our NGPs, two days ago we
announced the acquisition of Reynolds American. It has been a quite a busy and very
successful first half.

Markets
Q:

You’re saying the trading environment is particularly challenging in some of your
largest markets. What are you seeing?

A:

I don’t think that has changed so much from what we saw in the prelims, what we
commented in the prelims. It’s tough out there, even though we are having a good
performance in many, many markets in the world. But you take, for example, if you look
at markets by region - let me start with Asia. Asia, very good performance overall in
places like Australia, in New Zealand, in Vietnam, in Bangladesh, but I’d like to single
out two markets there.
The first one is Japan, where we are doing well in combustible, growing share as we have
been growing share over the years, so very good, but the organisation has been delivering
glo for us, and has done a fantastic job, and in Malaysia, where the reason for the decline
is driven by huge excise increases that you saw in the past that drove the market down,
mainly towards illicits. But despite of that, the region has done quite well.
Western Europe is another region that we saw very good performance across the region,
building in the momentum that we had in 2016. I mentioned, the full year’s result, that
you are leaving 2016 with a good momentum. It has continued into 2017. Good share
growth in the region in places like Germany, Italy, Spain, Romania, so very good
performance. So we are very happy with the share performance in Western Europe.

When you look at Americas as well, America has performed quite well in places like
Canada, Chile, Venezuela, Colombia, Mexico as well, but in Brazil, it is very tough. The
overall economic conditions in Brazil are not great. Consumers are down-trading, also,
to illicit. So the consumers are under pressure there.
You take EMEA which is a region of two halves. You take Russia and South Africa,
which is quite tough out there. Russia, we had significant excise increases in the last
years that drove prices up. Consumers are under pressure, and in a very competitive price
environment, currently. South Africa, I think that conditions are similar to the ones in
Brazil. Consumers are also under pressure and trading down, but you look at our market
share in South Africa, which has been stable for around nine, 10 months, so not doing
that badly. The rest of that region, doing extremely well. In sub-Saharan African and in
Turkey, good share growth, good performance overall.
So all in all, it hasn’t changed so much from what I have said before, and the countries
are performing well.

Global Drive Brands
Q:

The Global Drive Brand volumes are down 1.3% after years of good growth. What’s
behind the decline, and are you satisfied with their performance?

A:

Well, the Global Drive Brands, they have been basically the platform for growth of this
company, and in my opinion they have done extremely well. We are growing, this year,
50 basis points in the first half of the year, on the back of 100 basis points last year. The
Global Drive Brands, if you go back to 2010, they were around 30% of our portfolio.
Now they are half of our portfolio. It is a fantastic performance.
The main reason for the volume decline is the overall industry declines in the markets
where they are present. But market share of those brands are growing quite well. Kent,
Lucky Strike, Rothmans, Pall Mall. The only brand that has declined in market share in
the first half was Dunhill, and this is mainly driven by the down-trading we have saw in
Malaysia and Brazil, two markets where the brand is quite big, so that is the reason that
has been driving its market share down.
But the performance of Dunhill in those markets are improving quarter-by-quarter. I
expect a better performance in the second half.

Next Generation Products
Q:

How’s the roll-out in glo in Japan progressing? Can you talk about the progress
you’re making in this category?

A:

Well, in the case of Japan, with glo we are doing very well. I’m very happy with the
performance. You take, for example, Sendai, when we launched it six months ago. Now

we have around 8% market share. That’s a remarkable performance, much above our
expectations.
So we decided to roll out to Tokyo, Osaka, and the whole Miyagi region, which Sendai
is part of, and the results are even better than the ones that we got in Sendai at the same
time. After three weeks, we have in Tokyo 3% market share, in Osaka 2.4%, in the whole
Miyagi region, 6.1%, which includes Sendai of course, as I said. So the results are really,
really fantastic.
What helped a lot is that before launching in these cities, the awareness of the brand
outside Sendai was already 25%, which is great. So that helped a lot of course, and will
help us a lot when we go national at the end of the year.
We’ve have launched the brand as well, glo, in Switzerland and Canada. Early days. We
have very good results, encouraging results, not even taking into account Japan. That is
what we have been seeing so far. The conditions in Japan are unique, and it is very
difficult to replicate the same level of success in other markets, but they are above our
expectations, the results in those two places.
Q:

How’s the vapour business performing?

A:

Vaping, we are doing well, as I said before. We are global leaders of vaping outside the
United States. With the acquisition in the United States now, we are global leaders in
vaping, because VUSE is quite an important brand in Reynolds’ portfolio, doing
extremely well. So we are very happy, and I think there will be a lot of synergies between
portfolios and markets that we can explore for the future.
I think that this is going to be quite an important category for the future, because the
penetration of the category is much higher than tobacco heating products. The number of
users is much higher. The problem that we have is depth of usage. This is driven by the
quality of the products. So we are improving the products on a day-by-day basis here,
working very hard with our new portfolio.
We are launching ePen 3 at the end of the year. We are launching Raptor in the first
quarter of next year, and I think these products are going to be much better than ones that
are in the market, and I think they can take advantage of the growth of the category.

Reynolds acquisition
Q:

You mentioned Reynolds American just then. Can you just give us a brief update?

A:

Well, as I said, we complete the acquisition two days ago. I have been talking to
management, of course, in the last few days, and their results in the first half were very
good. Revenue is quite strong, volume as well. We see some market declines there,
around 4% for this year, but we our brands are doing well. Share is stable, but our
Premium Brands, Newport and Natural American Spirits, are growing quite well.
So I’m very happy with that. Profit was also very good in the first half. So all the numbers
indicate that the company is in very good shape, and we are very glad to have Reynolds
American now with acquisition being completed, as I said.

Now, the focus for Reynolds American is about integration and getting the synergies,
and this will be our focus for the second half.
Outlook
Q:

So, what’s the outlook, then, for the second half and for the rest of the year?

A:

As we were discussing, the first half was very good, in my opinion. Expect a good second
half as well. Share is up. That should drive our performance. I think that you’re going to
keep growing share, because we had seven years of share growth. It is the seventh
consecutive year of share growth. I don’t see this momentum stopping. I think that the
volumes are going to look better in the second half. I expect an industry decline around
4%, and as usual we are going to outperform the industry, because we are growing share.
So I think that we will have a good second half. We always said that profit would be
weighted in the second half. I still think this will be the case, although we are going to
scale up our investment behind NGP because of the early successes of the launch. So I
expect, for the year, a good year in constant currency earnings growth.

[end]

Ben Stevens, Finance Director

Financial Performance
Q:

What are the key financial highlights to these half year results? And is the business
performing as expected?

A:

Yes, I think these are a very good set of results against a strong volume comparator last
year, and very much in line with what we said at the prelims. So, revenue was up in
constant terms at 2.5%, profit was up over 3%. We had a growth in operating margin. It's
nice to see operating margin growing again after a couple of years of reporting declines.
We had a very strong performance from our associates both Reynolds American and ITC.
And that means that our EPS is up over 6% in constant currency terms and a very good
21% at reported level. So I think these are a very strong set of results and we are very
pleased with them.

Q:

Can you outline the transactional and translational impact in the light of sterling's
continued weakness against major currencies?

A:

We faced a transactional headwind of 3% in the first half of the year. It moderates slightly
in the second half, but we still expect to see a transactional FX headwind of about 2% for
the full year.

On the translation it was slightly different. We had a 13% translation tailwind in the first
half of the year. Obviously that moderates as we lap the Brexit decline in sterling. And if
we include Reynolds American going forward then we'll see a tailwind, if exchange rates
stay where they are today, of about 9% favourable on operating profit and about 8% on
earnings per share.
Margins
Q:

Will the underlying margin improvement continued to be delivered in this current
environment? And will the further investment in NGP undermine your margin
delivery? Put another way is margin guidance going to have to change in any way?

A:

No, I remain confident we can continue to grow operating margin 50 to 100 basis points
a year. We don't give operating margin guidance for any one particular year. But over
time we continue to expect operating margin to grow. And we are doing things today that
will deliver operating margin growth in the future.
So despite the 2% transactional FX headwinds that we expect to face this year I'm still
expecting to grow operating margin. We'll get a one-off leg up with operating margin
from Reynolds American, of course. And we'll be focusing on delivering the synergy
benefits as a way of delivering operating margin growth in Reynolds going forward. But,
yes, over time I'd confidently expect us to be able to continue to grow operating margin
50 to 100 basis points a year.

Financial outlook
Q:

How should we think about the addition of Reynolds American for the full year?

A:

We'll be reporting the USA as a separate division of BAT, so you'll be able to see the
performance of Reynolds American going forward. We expect to achieve at least $400
million per year of synergy benefits. We'd expect the cost of achieving those will be
about $350 million. Synergy benefits will start flowing through from the start of next
year. And we expect the deal to be accretive from its first full year of operation, but
accretion will be limited this year obviously because we are quite close to the end of the
year.

Q:

So what's your financial outlook for the full year?

A:

We've delivered a very good set of results I think at the half year. It remains tough out
there. We've got some markets with quite tough pricing competition in there. But the
success, the strength of the Global Drive Brands, the strength of the innovation program
that will come through in terms of our results for the year. So I'm confident that we are
going to deliver another good set of results this year.

[end]

DISCLAIMER
This presentation in relation to British American Tobacco p.l.c. (“BAT”) and its subsidiaries has been
prepared solely for use at this presentation. The presentation is not directed to, or intended for
distribution to or use by, any person or entity that is a citizen or resident or located in any jurisdiction
outside of the United States and the United Kingdom where such distribution, publication, availability
or use would be contrary to law or regulation or which would require any registration or licensing
within such jurisdiction.
The information contained in this presentation does not purport to be comprehensive and has not
been independently verified. Certain industry and market data contained in this presentation has
come from third party sources. Third party publications, studies and surveys generally state that the
data contained therein have been obtained from sources believed to be reliable, but that there is no
guarantee of accuracy or completeness of such data.
Forward looking statements
Certain statements in this communication that are not historical facts are “forward-looking” statements
made within the meaning of Section 21E of the United States Securities Exchange Act of 1934. These
statements are often, but not always, made through the use of words or phrases such as “believe,”
“anticipate,” “could,” “may,” “would,” “should,” “intend,” “plan,” “potential,” “predict,” “will,” “expect,”
“estimate,” “project,” “positioned,” “strategy,” “outlook” and similar expressions. All such forwardlooking statements involve estimates and assumptions that are subject to risks, uncertainties and
other factors that could cause actual future financial condition, performance and results to differ
materially from the plans, goals, expectations and results expressed in the forward-looking statements
and other financial and/or statistical data within this communication. Among the key factors that could
cause actual results to differ materially from those projected in the forward-looking statements are
uncertainties related to the following: the failure to realize contemplated synergies and other benefits
from mergers and acquisitions, including the merger of Reynolds American Inc. (“Reynolds”) and
BAT; the effect of mergers, acquisitions and divestitures, including the merger of Reynolds and BAT,
on BAT’s operating results and businesses generally; the ability to maintain credit ratings; changes in
the tobacco industry and stock market trading conditions; changes or differences in domestic or
international economic or political conditions; changes in tax laws and rates; the impact of adverse
legislation and regulation; the ability to develop, produce or market new alternative products
profitably; the ability to effectively implement strategic initiatives and actions taken to increase sales
growth; the ability to enhance cash generation and pay dividends; adverse litigation and dispute
outcomes; and changes in the market position, businesses, financial condition, results of operations
or prospects of BAT.
Additional information concerning these and other factors can be found in BAT’s and Reynolds’s
filings with the U.S. Securities and Exchange Commission (“SEC”), including Reynolds’s most recent
Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form 8-K
and BAT’s registration statement on Form F-4, which was declared effective by the SEC on June 14,
2017, and Current Reports on Form 6-K, which may be obtained free of charge at the SEC’s website,
http://www.sec.gov, and BAT’s Annual Reports, which may be obtained free of charge from BAT’s
website www.BAT.com. Readers are cautioned not to place undue reliance on these forward-looking
statements that speak only as of the date hereof and BAT undertakes no obligation to update or
revise publicly any forward-looking statements or other data or statements contained within this
communication, whether as a result of new information, future events or otherwise.
No statement in this communication is intended to be a profit forecast and no statement in this
communication should be interpreted to mean that earnings per share of BAT for the current or future
financial years would necessarily match or exceed the historical published earnings per share of BAT.

Non-solicitation
This communication shall not constitute an offer to sell or the solicitation of an offer to sell or the
solicitation of an offer to buy any securities, nor shall there be any sale of securities in any jurisdiction
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“Securities Act”), or pursuant to an exemption from the registration requirement under Section 5 of the
Securities Act.

