Altria in smokes
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We are initiating coverage of Altria Group Inc. with a Sell rating and a
$51.54 12M price target.
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Basic Information
Last Closed Price
12M Target Price
+/- Potential
Bloomberg Ticker
GICS Sector
GICS Sub-Industry

$$62.88
$51.54
-15.9%
MO:NYSE
Consumer Staples
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
Basic Shares O/S
Free Float
52-Wk High-Low
FY16A
Revenue
Gr Rate (%)
EBITDA
Margin (%)
Net Income

(US$ M)
Margin (%)
ROA
ROE
EV/EBITDA
P/E Ratio
D/E Ratio

115.876B
1.89B
1.89B
53.91 - 74.38

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.
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55.3
0.37
1.12
6.8
10.1
108.7

40.0
0.23
0.67
12.5
11.9
84.7

27.4
0.15
0.39
11.2
17.6
78.3

27.2
0.14
0.35
11.9
18.3
74.5
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Investment Risks
●

Vice Chairman & CFO
Senior Vice President

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

●
●

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

