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Basic Information 
Last Closed Price $$62.88 
12M Target Price $51.54 
+/- Potential -15.9% 
Bloomberg Ticker MO:NYSE 
GICS Sector Consumer Staples 
GICS Sub-Industry Consumer Products 

 

1Y Price Altria (Red) v S&P500 (Green) 

 
Company Description 
Altria Group, Inc. is an American corporation and        
one of the world's largest producers and       
marketers of tobacco, cigarettes and related      
products. It operates worldwide and is      
headquartered in Henrico County, Virginia. 
 

Key Financials 
Market Cap  115.876B 
Basic Shares O/S 1.89B 
Free Float 1.89B 
52-Wk High-Low 53.91 - 74.38 

 

 FY16A FY17A FY18E FY19E 

Revenue 25744 25576 23978 22493 
Gr Rate (%) 1.2 -0.7 -6.3 -6.2 
EBITDA 22803 10742 9093 8539 
Margin (%) 88.6 42.0 37.9 38.0 
Net Income 
(US$ M) 

 14244 10227 6567 6128 

Margin (%) 55.3 40.0 27.4 27.2 
ROA 0.37 0.23 0.15 0.14 
ROE 1.12 0.67 0.39 0.35 
EV/EBITDA 6.8 12.5 11.2 11.9 
P/E Ratio 10.1 11.9 17.6 18.3 
D/E Ratio 108.7 84.7     78.3 74.5 

 

Key Executives 
Howard A. Willard 
III  

                   Chairman & CEO 

William F. Gifford, 
JR. 

Vice Chairman & CFO 

Jody L. Begley Senior Vice President 
 

Altria in smokes 
 

We are initiating coverage of Altria Group Inc. with a Sell rating and a              
$51.54 12M price target.  
 

2Q18 Earnings Review  
● Total revenues is $6.3 billion, a 5.4% fall yoy; revenues after           

excise taxes falls by 3.7% yoy. ​Fall in revenue primarily due to            
lower net revenues in the smokeable products segment. 

● Diluted EPS falls 3.9% yoy to $0.99, primarily due to the 2017            
gain on the AB InBev/SABMiller business combination, increasing        
investment in the innovative tobacco, and a fall in operating          
companies income (OCI) in the smokeable products segment.  

● In the smokable product segment, the revenue is $5.5 billion, a           
6.3% fall yoy; reported OCI is $2.2 billion, a 1.0% fall yoy; this is              
mainly driven by the poorer market outlook. 

● In the smokeless product segment, the revenue is $579 million, a           
2.7% rise yoy; the OCI is $377 million, a 8.6% rise yoy. The rise in               
operating income of smokeless product segment is mainly due to          
a higher pricing despite a falling sales volume and a lower           
operating expense 

 
Investment Thesis 
● Strategic shift of revenue stream to smokeless products likely to          

backfire due to FDA’s strong stance. Due to declining consumption          
of their core smokable products, Altria has invested heavily on          
smokeless products. However this shift faces many obstacles due         
to regulation and compliance by FDA. 

● The constantly falling profit will lead to a fall in cash deposit. This             
may cause Altria’s ability to pay off long-term debt to decrease.           
Given its current asset even less than the current debt, the fall in             
cash deposit will not only affect the company’s short-term         
operation (less capable to pay for operation cost), but also cause           
investors’ sentiment to turn lower, thus affecting its stock price 

● Being faced with decreasing sales, Altria adopts an unsustainable         
strategy by continuing to grow its EPS by raising cigarette prices           
and repurchasing shares. 

 
Catalysts 
● Continual falling revenue of 6% will trigger downward rating on          

Altria multiples.  
● Re-rating of stock by investors due to unsustainable payout ratio          

when dividends are cut 
 

 
 
 
Investment Risks  
● FDA measures for reducing smoking may be ineffective. This is          

evident in a report that highlights how 90% of the smoking           
population started smoking before the legal age even with stricter          
enforcements. Demand for cigarettes may not be curbed even         
with regulation. 

● FDA might not impose ban on e-cigarettes as we expected, leading           
to the exponential increase in sales and revenue for the innovative           
products segment. 

● Share buyback and consistently high dividend payout may        
sustained share price in the foreseeable future  



All these figures  
Figure 1. Revenue by Products, FY17 
 

 

Source: Altria annual report 2017 
 
Altria Subsidiaries 

 
 
Downtrend in prevalence of smoking worldwide 
Fig 2 
 

 

Source: National cancer institute 
 
 
 
 
 
 
 

Company Overview 
Altria Group, Inc., incorporated on August 27, 2009, is a holding           
company, with revenues primarily generated from USA. The        
Company's segments include smokeable products, smokeless products       
and wine. The Company's subsidiaries include Philip Morris USA Inc.          
(PM USA), which is engaged in the manufacture and sale of cigarettes            
in the United States; John Middleton Co. (Middleton), which is engaged           
in the manufacture and sale of machine-made cigars and pipe tobacco,           
and UST LLC (UST), which, through its subsidiaries, including U.S.          
Smokeless Tobacco Company LLC (USSTC) and Ste. Michelle Wine         
Estates Ltd. (Ste. Michelle), is engaged in the manufacture and sale of            
smokeless tobacco products and wine. Its other operating companies         
include Nu Mark LLC (Nu Mark), a subsidiary that is engaged in the             
manufacture and sale of tobacco products, and Philip Morris Capital          
Corporation (PMCC), a subsidiary that maintains a portfolio of finance          
assets.  
2Q18 Earnings Review 

● Total revenues is $6.3 billion, a 5.4% fall yoy; revenues after           
excise taxes falls by 3.7% yoy. Fall in revenue primarily due to            
lower net revenues in the smokeable products segment. 

● Diluted EPS falls 3.9% yoy to $0.99, primarily due to the 2017            
gain on the AB InBev/SABMiller business combination,       
increasing investment in the innovative tobacco, and a fall in          
operating companies income (OCI) in the smokeable products        
segment.  

● In the smokable product segment, the revenue is $5.5 billion,          
a 6.3% fall yoy; reported OCI is $2.2 billion, a 1.0% fall yoy;             
this is  mainly driven by the poorer market outlook. 

● In the smokeless product segment, the revenue is $579         
million, a 2.7% rise yoy; the OCI is $377 million, a 8.6% rise             
yoy. The rise in operating income of smokeless product         
segment is mainly due to a higher pricing despite a falling           
sales volume and a lower operating expense 

 
 
Industry Outlook 
 
Downward trend in smoking rates across the US 
Smoking rate in the US has fallen 25% since 2005 to merely 15.5% in 
2018. This is due to higher cigarette prices and the increased 
awareness about adverse health effects from smoking such as cancer. 
In addition advertisement and product display regulations have been 
tightened over the years to shield youths from exposure to these 
products.  
 
More tightening of Taxes and Regulation  
The smoking industry has been hit by rounds of hiking in excise tax 
and tobacco taxes over the years (fig 3). This has discouraged smoking 
substantially as it is has become an economical burden. Several states 
in the US are also working to raise the minimum legal age for sale of 
tobacco products to 21 by enacting Tobacco 21 ordinance to delay 
vulnerable youths from picking up smoking at an early age.  
 
Rising demand of E-cigarettes  
There has been shift in demand from smokable products to less 
harmful alternatives such as E-Vap and heated cigarettes as 
consumers are increasingly informed about the diseases associated 
with traditional cigarettes such as cancer and heart attack.  
This has led to a shift in demand for E-cigarettes and sales are 
projected  to increase in the years ahead. However, in recent years 
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Fig 3 
Cigarette tax increased by state per year  in the US 

 

Source: Campaign for Tobacco-Free Kids, 
September 18, 2018 / Ann Boonn 
 
 
Fig 4 Altria’s IQOS 
 
 

 
Fig 5. 
Increasing demand of E-cigs 

 
 
source: Austin Air 
 
 
 
 
 
 

there was a substantial increase in youths vaping, driving the US 
Government to adopt a tougher stance against electronic cigarettes. 
 
Investment Thesis 
 

1. Over optimism on new smokeless product line 
Altria has rebranded and shifted their focus on the smokeless product           
segment. This is in view of the recognised continued decline of the            
smokable product segment (85.8% revenue), hence prompting Altria        
to diversify their revenue streams. The products include iQos, vapes          
and E-cigarettes. Altria expects this increase in demand and hype for           
alternative tobacco products to offset the decrement in smokable         
revenue. However we foresee challenges which would potentially        
derail Altria’s plans. 
 
Firstly, the smokeless product segment is currently dominated by         
competitors, namely Juuls which holds 75% of E-cigarettes market         
share(Oct 2018) and increasing whereas Altria’s market share has         
stagnated at around 11% for the past 2 years. With well established            
smokeless products in the market already, it would be more difficult           
for Altria to penetrate and increase revenue via this segment. 
 
Secondly, FDA has adopted a strong stance on the fight against           
E-cigarettes. FDA has termed the increase usage of E-cigarettes among          
teens as an epidemic and are actively looking to impose regulations on            
the product. Due to this increasing pressure, Altria has halted sales on            
vaping liquid as well as removing E-cigarette Pods from the market           
temporarily in Q3 of 2018. Even though this does affect the whole            
smokeless product industry, Altria views this segment as the segment          
which could potentially compensate for the decrement of revenue         
from their traditional segments. Considering the fact that Altria has          
invested substantially for the launch of smokeless product segments         
with a 29.6%(FY15-FY17) increment in RnD expenditure, the topline         
has not and seems like it would not see a proportional increment            
therefore yielding a significant impact on Altria. 
 
Hence we would still expect the revenue, if any, generated by           
smokeless products in the future to be insufficient to cover the           
forward decrement of revenue for their core smokable products 
 
 

2. Poor prospect of profitability may reduce company’s       
solvency given Altria’s low current ratio 

Altria has a record of current ratio of lower than 1, a 35% decline to               
0.64 in 2017. This is due to the cash taken up by the combination of               
AB InBev/SABMiller business. Unfortunately, this cash input seems to         
fail to offer sustaining return, as seen from the loss in this            
combination. Given that the profitability of Altria seems gloomy in the           
near future. (estimated -6.3% and -6.2% for 2018 ​and 2019          
respectively). This implies that the cash available is unlikely to return           
to a normal level, and the current ratio may not increase in the             
upcoming years, presenting potential problem for Altria to generate         
enough cash to pay off the current debt. 
 
The limited cashflow may create several problems for Altria:  
First, limited cash deposit means company has less free cash to           
reinvest into the business as the cash left to cover operating expenses            
is reduced. This could gradually lead the company into a vicious cycle            
where Altria has less and less inventories. Given the fact that there are             
$2144M debt due in 2020 and $3400M debt due in 2022, Altria faces a              
notable pressure even if it adopts a refinancing strategy for debt           
payment. Hence, taking the debt factor into consideration, Altria’s         
business operation is expected to worsen with the insufficient cash in           
hand 
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Fig 6. 
Decrement of consumption of smokable products 

 
 
Source: Gallup news 
 
 
 
 
Fig 7. 
FDA ads against smoking has seen to be effective 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
Furthermore, Altria Shareholders’ sentiment may also be affected by         
the company’s worrisome cashflow. Despite the fact that Altria is a           
tobacco tycoon, a poor business outlook will still scare the investors           
away. Despite the dividend of Altria stock being raised within the last            
year, future dividend is unlikely to be further raised as Altria will not             
have sufficient cash to do so. Such prospect will lower investors’           
confidence and preference for the stock. In fact, Altria’s current asset           
is already insufficient to pay for its current debt, and the debt due             
sooner (in 2020 and 2022) may further concern investors, reducing          
their interest to continue their investment in Altria and consequently,          
causing the stock price to fall. 
 

3. Altria’s rising EPS through non-sustainable means 
Being faced with decreasing sales, Altria continues to grow its EPS by            
raising cigarette prices, repurchasing shares, and cutting costs. This         
strategy worked for decades, but it can't ​last forever​.  
 
Raising cigarette prices is not a sustainable mean to grow its earning            
since there are many competitors in the business as well. Altria may            
lose its competitive pricing and consumer may turn over to          
competitors instead. 
 
Altria spent 34% of its FCF on buybacks and 76% on dividends. In             
total, Altria returned 110% of its FCF to investors. Altria has raised            
dividend payout annually since 2008 to deliver earning growth to          
shareholders. The unsustainable increase in dividends could       
eventually caused a reduction is dividends per share. 
 
Understanding the business model of Altria, we realise that it is not            
sustainable and in the long-run the company will be greatly affected.           
Hence, we expect the share price will decrease in the long run as Altria              
continues to raise its EPS through unsustainable means. 
 
Catalysts 
Fall in revenue of 6% at Q2 may trigger downward rating on Altria if it               
is unable to produce a turnaround in revenue at Q3.  
 
Projected hikes in interest rate will result in bond yields rising further.            
This will make Altria a less attractive investment option relative to           
fixed income instruments. 
 
FDA tough regulation against E-cigarette will cause Altria to lose its           
alternative form of income as conventional cigarette faces decline in          
demand  
 
Financial Analysis 
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Fig 8 Wacc Calculation 

 
 
Fig 9 DCF Model 

 
 
Fig 10 Enterprise value 

 
 
 
 
Fig 11  Relative valuation table 

 
 

 
Valuation 
  
12M Price Target: ​$51.54 (Derived using a blended valuation         
approach)  
 
DCF Model 
A discounted cash flow analysis was used to estimate the intrinsic           
value of Altria’s share price given its strong record in free cash flow.             
The primary model is forecasted over 5 years taking into account           
Altria’s expansion plans in the smokeless products segment. The         
model is driven by revenue projections based on industry projections          
and research. On cost front, working capital, COGS, SG&A and Capex           
served as good parameters for projections given their historical         
consistency. 
 
Weighted Average Cost of Capital (WACC) 
Beta was calculated by linear regression of Altra stock price against           
the S&P 500 for 3 years. Equity risk premium was estimated by taking             
into consideration the annual average return of S&P 500 which is           
about 10% since its inception and the current treasury yield rate of            
about 3%. CAPM was then used to estimate the cost of equity, using             
the current 10 year treasury yield as risk-free rate. For the cost of             
debt, 4.9% was derived from Altria’s effective interest rate stated          
inside its  annual report. 
 
Revenue decline 
A bottom-up approach was taken to estimate Altria’s future revenue,          
by taking into consideration Altria three revenue segment. The key          
factors involved the projection were historical growth rates, shipment         
volumes and sales/volume  
 
Terminal Growth 
The terminal growth of Altia was taken to be 1% reflecting the            
decrease in smoking rates across the United states and taking into           
account the stricter laws and regulations governing smoking and the          
possibility of more tobacco tax hikes in the future.  
 
Relative Valuation 
Using +1 FY P/E, +1 FY P/EBITDA, +1 FY P/CF ratios, and 
analyst estimates, MO is priced at a premium to its peers. We believe             
this premium is not justified and would be corrected by the market.            
Factoring in the decreasing sales/revenue and over dependance on         
smokable products, markets would take this into account leading to          
the readjustment  of share price. 
Using comparables as assurance to our DCF valuations, MO trades at           
the upper end of its peer group in terms of relative valuation. This is              
also supported by the lower intrinsic value calculated by DCF. 
 
Using a blended target price of 20% from Fig 12, our implied intrinsic             
value of $51.54  for MO actually falls well within the football field. 
quartile. Thus, we take this as validation of our DCF model and remain             
confident that our DCF model is in line with relative valuations,           
therefore, we reaffirm our SELL recommendation. 
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Fig 12 Target Price Derivation 

 

 
 
Fig 13 Football Field Relative Valuation 
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Investment Risks  
  
Given the rising demand for E-cigarettes, there could be a possibility           
for the innovative products offered by Altria to grow faster than the            
decline of traditional Tobacco division. Since FDA policy against         
E-cigarettes is not yet in place, there is a likelihood that it does not go               
through. In such circumstance, Altria stocks may not fall as investors           
believe the alternative products that Altria offers can bring about          
growth in the long run. 
 
Understanding that smoking causes an addiction and is hard to quit, it            
is unlikely for smokers to stop smoking so easily. FDA measures for            
reducing smoking may be unsuccessful against avid smokers and         
there may not be a significant decrease in people who consume           
smokeable products. Since smoking traditional tobacco is still viewed         
differently from E-cigarettes, smokers may still stick to the traditional          
cigarettes for their dose of nicotine. 
 
The current strategy adopted by Altria of giving high dividend payout           
though not sustainable in the long run, may still attract investors who            
seeks high dividend yield. Hence, we may not see the decline in stock             
price in the near future. 
 
 
 
 
 

 

 

Disclaimer 

This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material in whole or in                      
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in                     
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for                       
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the                    
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or                     
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this                     
report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the                       
investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty                   
whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or                        
any class of persons acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the                        
suitability of the securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs,                 
before making a commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an                      
advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No                        
representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the                   
information contained herein. The research material should not be regarded by recipients as a substitute for the exercise of their own                     
judgement. Any opinions expressed in this research material are subject to change without notice. 
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Appendix 1 Income statement 

 

Appendix 2 Balance sheet 
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Appendix 3 Cash flow statement 

 

 

Appendix 4 Financial projections 
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Appendix 5 Revenue projections 
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Appendix 6 Relative Valuation and Football Field Analysis 

 
 

Appendix 7 Tobacco tax increment (taxadmin.org) 
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