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Philip Morris International

‘ PHILIP MORRIS INTERNATIONAL Recommendation: BUY with PT of $108.66, representing an upside of
20.66% from 4/8/24 close at a 5% weight

Investment Thesis Introduction

Market Cap $2.82B
I.  Philip Morris’ combustibles business is declining slower than

Enterprise Value 187.4B peers, pricing power increasing while peers pricing power declines
II.  Philip Morris’ RRP brands are superior to peers, with above-

Last Close (4/8/24) 90.24 market growth and pricing power. Competitor’s focus on vaping
52 Week Range $88.96 - $101.92 market will dilute their margins while PM focuses on higher-margin
HTU and oral segments
LTM Revenue $35.2B Ill. Management has a superior track record to peers. Management is
) . incentivized to accelerate improvement of product mix while peers
Operating Margin 36.1% are incentivized against growing their businesses

Net Debt/EBITDA 3.4x IV. Philip Morris is at the top of their capex cycle, providing a potential
' catalyst for accelerated EPS growth and multiple expansion

NTM P/E 17.9x

$120

$95

$70

$45

$20
2019 2021 2023

s Volume Close
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Industry Overview: Up In Smoke TﬂW

The Nicotine Industry is Dominated by Four Players

......

Imperial
Tobacco

BRITITSH AMERICAN L Altrla

TLIP MOR
) (RiERnaTionyS]

2.8% ‘ 6.6% 35.6% 13.3%
Smoke-Free Smoke-Free Smoke-Free Smoke-Free
‘ FY2023 FY2023 ‘ FY2023 FY2023
Europe B Americas B Asia Pacific, Middle East, and Africa Other

Which Can be Broken Out Into Four Segments

Combustibles E-Vapor HTU’s Oral

GRIZZ1Y,

LONG CUT

OMER / WARNING: This product
RMERICAN contains nicotine, Nicotine is
an addictive chemical

Moderate Risk
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e =
Philip Morris: The Nicotine Giant ””II

Americas
5.53%

Europe SEA, ME

.30.22%

East Asia and AU Americas

Europe

/ 38.66%

East Asia & Australia

38.66%
17.63%

61.34%

69.78%

5.53%
17.63%

e /

Southeast Asia & Middle East

30.22%
S O S
1 Philip Morris Well Diversified, Exposed to Growth Markets : 82.37% o a0
Growth by Segment Timeline
30% : : .
o e . PM Spins off Altria SM Acquired
25% 2014 2023
20% 2008 2022
15% IQOS launched Buys IQOS US

10%

I | mean it's always been frustrating for me. PMI has always been !
| Very aggressive.” :
1 -Former Executive at British American .

5%

0%

2024E 2027E 2030E 2033E
Combustibles Change YoY  ®Oral Change YoY ®HTU Change YoY
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Industry Overview: Competitive Positioning

US Cigarette Volumes Declining Faster than Global Average US Cigarette Exposure

US Cigarette Volumes, Billions Global Cigarette Volumes, Trillions
400 -3.62% CAGR : ] : -1.34% CAGR ! e E IAltrla
__________________ INTERNATIONAL,
5
300 0% 70%
4
200 3
;Imperia]
100 2 ’ Tobacco BRIT!?(I;B;A\Z\CESICAN
1
. o 23% 72%
2001 2004 2007 2010 2013 2016 2019 2007 2012 2017 2022*

Peers Have Seen Multiple Compression Choosing To Focus on Dividends and Buybacks

Average P/E By Year

Company Cash Conversion Capex
___________________________ n
:_ PM, Altria, Imperial, and BAT traded ~18x P/E until 2019 | Philip Morris 84.46% 1321
20 Altria 103.05% 196
5 British American 132.03% 460
Imperial 91.00% 254
10 ‘
[ e e e e e e e e EE————————— =
| “l don't understand what they're doing just to be blunt. It 1
5 I always feels to me they've given up. And maybe all they !
1 want to do is get bought out.” '
0 ! -Tegus Expert on Imperial Brands :

2019 2020 2021 2022 2023 e e e e R

Philip Morris  ===British American  ==|mperial
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l. Investment Narrative SR L

Consumer Discretionary Committee — Philip Morris
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Cigs Sell, But Who’s Buying? T”W

PM’s Combustibles Business Most Resilient PM Pushes Price Less Aggressively

Combustibles Volume Decline By Year % Change YOY in Price per Unit - $MO vs. $PM

i E 1 i 10%
Imperial )
’ Tobacco ‘Altrla BRITISH AMERICAN

5.00%
0.00% - o I l 5%
-5.00%
0%
2020 2021 2022
-10.00%
-5%
-15.00% 2021 ®W2022 ®W2023 PM mAltria
Expected Disposable Income Growth Leading and Growing Share in Several Markets
% Change YOY in Disposable Income per Capita % Market Share by Geography
30.00% 60%

10.00% 40%
30% w
0.00%
2001 2005 2009 2013 2017 2021 20%
-10.00%

10%
-20.00%

0%
1Q17 1Q18 1Q19 1Q20 1Q21 1Q22 1Q23

-30.00%
US Markets ®Emerging Markets ltaly —e=——=Turkey == Australia Japan
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HTU’s Have More Potential Than Vapes

|%P

Philip Morris Has Premium Positioning in HTU Space Providing Strong Growth

HTU Relative Retail Price and Market Share HTU Price per Unit and Revenue Growth
149 139 30000 $140
25000 $120
20000 $100

$80

15000

$60

10000 $40

Japan Italy Germany Poland Czech Republic 5000 $20

0 $-

[ 70% ] [ 85% ] [ 86% ] [ 63% ] [ 78% ] 2020A 2023A 2026E 2029E  2032E
[ Price Revenue

Competitors Are Focusing on Vaping Instead

Which Dilutes Their Margins

PM and RLX Operating Margin

Space oversaturated with

100%
dozens of brands

50%

0%
Low barriers to entry, 50% 1Q19 1Q20
Minimal Differentiation

1Q21

-100%

-150%

-200%
n -250%

Poorly regulated
industry with intense
competition ‘

PM Operating Margin == RLX Operating Margin
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ZYN Is a M&A Homerun

Zyn Is Proving Popular Amongst US Consumers Nordics Prove Zyn Has Room To Grow

U.S ZYN Shipment Volumes, Millions of Cans NP Annual Consumption per Legal Age Nicotine User

95 T o s - —mm—— = m o 1

___________________ 1 292 R S I
Philip Morris does not cannibalize 1 —
combustibles business with US sales |

| |
| |
203 I |
143 | |
36 | |
| |

‘ ‘ ‘ : ) : -
o1l |
- 0 1 B R0 NRRRE I | i J
| |

2017 2023 Iceland Norway Sweden  Denmark u.s Austria

Zyn Growth Does Not Cannibalize Business Zyn Commands Strong Price Premium
2023 Pouch Volumes, MillionsofCans e (%R
................... , @ B @

Only 30-40% of Zyn Users Were |

1
400 | Previously Smokers 1
"""""""""" - $3.81
200 ZYN U.S. Pouches Category Share (%)
80
0
Zyn On! Velo 20 Vol
______________________________ olume
I “It's actually a great opportunity for the industry... You’re going to :
| have way more nicotine users than you ever could with I
! cigarettes” I
1 | 60
1

-Tegus Expert on Imperial Brands
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Its All About Governance

3

Nicotine Companies Need Acquisitions to Survive. Only Philip Morris Has Been Successful

°
Altria
Acquisition of Swedish Match for $16B at 4.8x Sales, I I\‘

ko, - Suffered $12B+ loss on JUUL Investment
Swedish Match.  cements smoke-free transition [ |

Smoke-free 50% of revenue by 2028 Lost 70% of $1.8B equity investment in cannabis
company Cronos in 2019

Focus on margin accretive Oral and HTU products Acquisitions focused on margin-dilutive Vaping business

Philip Morris’ Governance Peer Set Governance

EPS Growth M ket Share Growth Cash Conversion
arket Share 1o ~ EPS Growth
15% 15%
Operating Margln 30%
Operating Cash Flow / 20%
15% “\\__RRP Volume '
Operating Income Growth \ Revenue Growth

FCF Growth
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The Bottom Line: The Case for Quality ””II

Philip Morris Is Becoming a Better Business While Peers Deteriorate
o ?;j .

PHILIP MORRIS INTERNATIONAL E IAltria ’ Imperial BRITISH AMERICAN

bacco TOBACCO

I« Durable Combustibles Business with low decline and I« Declining combustibles business with increasing price

: improving pricing power : elasticity

e Premium priced RRP portfolio with strong brand equity and ; © Second-tier RRP brands, discount pricing

| first mover advantage | * History of overpaying for acquisitions, acquiring unprofitable
1 * Strong management team with solid M&A, brand building 1 businesses

1 track record 1 »+ Questionable managerial track record

I « Solid corporate governance balancing growth and profit I« Short-sighted corporate governance discouraging growth

I conservation !

V Improvement Accelerating x Decline Accelerating

Philip Morris Likely To Generate Low Mid Double-Digit Annualized Return

Annualized Return 26-Dec 26-Dec 26-Dec 26-Dec 26-Dec 26-Dec
FY24E FY25E FY26E FY32 FY33E FY34E

EPS s 6.17 § 7.28 § 819 § 922 5 10.37 § 11.38 5 1249 § 13.66 5 15.03 § 16.66 5 18.61
Est. Share Price $104.90 $123.82 $ 139.30 $15668 $176.28 $193.50 $212.27 $232.17 $255.45 $283.19 $316.43
Equity Return 16.50% 18.04% 12.50% 12.47% 12.51% 9.77% 9.70% 89.37% 10.03% 10.86% 11.74%
Dividends per Share $ 512 $ 526 % 552 $ 589 $ 634 $ 698 $ 799 $ 8088 $ 952 % 1003 $ 10.79
Yearly Return 22.19% 23.05% 16.96% 16.70% 16.56% 13.73% 13.83% 13.60% 14.13% 14.79% 15.55%
IRR 16.74%
Variance:

EPS -1.31% 3.60% 5.58% B6.85% 6.45% 8.13% 4.39% -7.26%

Dividends -3.22% -2.33% -0.81% -0.81% -3.06% -0.52% -10.98% -11.80%
Below Street on Dividends, ~6% Above Street on EPS
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Valuation

Model Date 4/8/2024]
Today's Date 4/8/2024
Discount Rate 10.0%
Long Term Growth Rate 2.00%
Diluted Shares Outstanding 1,554
Current Share Price $90.04
Cash $3,060
Debt $48,658
Preferred Stock / Other $0

LTGR DCF

PV of Terminal Value 103,506
PV of FCF 110,874
Enterprise Value 214,380
Less: Debt 48,658
Less: Preferred Shares -
Plus: Cash 3,060
Implied Equity Value 168,782
Dilutes Shares Out. 1,554
Implied Share Price $ 108.65
Upside: 20.66%)|

Calender ended
Fiscal Year Ended

20-Dec

21-Dec

DCF

22-Dec

24-Dec

FY22 FY23

24-Dec

FY24E

25-Dec

FY25E

25-Dec

FY26E

25-Dec

FY27E

25-Dec

FY28E

25-Dec

FY29E

25-Dec

| 2025 | 2026 | 2027 | 2028 | 2029 | 2030 |

FY30E

25-Dec

FY31E

25-Dec

FY32E

25-Dec

FY33E

25-Dec

FY34E

A A A E E E E E E
Net Revenue 28,604 31,405 31,762 35,174 37,038 39,518 42,061 44,731 47,427 50,104 52,746 55,608 58,711 62,076 65,729
Cost of Sales 9,569 10,030 11,402 12,893 13,527 14,233 14,538 15,660 16,438 17,280 18,191 15,178 20,243 21,409 22,668
Gross Profit 19,125 21,375 20,360 22,281 23,512 25,284 27,124 29,071 30,989 32,825 34,555 36,430 38,463 40,668 43,061
Opex 7,457 8,400 8,114 10,725 9,908 9,831 10,038 10,249 10,442 10,639 10,840 11,045 11,254 11,467 11,685
EBIT 11,668 12,575 12,246 11,556 13,604 15,453 17,086 18,822 20,547 22,186 23,715 25,385 27,208 25,201 31,376
Taxes 2,377 2,671 2,244 2,339 2,785 2,548 3,296 3,664 4,068 4,395 4,743 5,099 5,487 5,909 6,370
NOPAT 9,291 10,304 10,002 9,217 10,819 12,506 13,780 15,158 16,479 17,791 18,972 20286 21722 23291 25006
D&A 981 998 1.189 2,078 1,54 1.664 1,728 1,758 1,789 1.820 1,852 1.884 1.917 1,851 -
Capex 602 74 1,077 1,321 1,244 1,168 1,123 1,123 1,179 1,238 1,300 1,365 1,433 1,505 1,580
(Increase) Decrease in NWGC 157 (3.416)  (6.173) 1,165 2,318 83 (246) (265) (265) (265) (265) 1265) (265) (265) (265)
UFCF 9,867 7,138 3.941 11,139 13,433 13,050 14,149 15,528 16,824 18,108 19,260 20,541 21,942 23,473 23,162
Discounted UFCF 12,212 10,818 10,630 10,606 10,447 10,222 9,883 9,583 9,305 9,050 8,118
Discount Period 1 2 3 4 5 6 i 8 9 10 11]
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Variance

3

Calender Ended

Fiscal Year Ended

A i b i Al LS5
Revenue By Segement

Quarterly

Combustibles Revenue
Street
Model
Variance

Heated Tohacco Revenue
Street
Model
Variance

Swedish Match Oral Revenue
Street

NModel

Variance

Wellness and Healthcare
Street
tModel
Variance

5215.2
5333.7
2237%

2507 .3
2537 .4
1.20%

566.8
548.4
-3.24%

86.1
71.786
-16.66%

5738.6
59118
3.02%

28425
289B8.6
187%

628.1
B38.3
162%

78.1
74.63
-4.44%

Culverhouse Investment Management Group — Consumer Discretionary Committee

5953.8
5957.9
0.07%

30259
30479
0.73%

g40.4
639.2
-0.18%

773
77.62
0.41%

56615
5607.5
-0.95%

3260.6
32613
0.02%

B87.5
7326.2
5.83%

74.4
80.72
8.49%

225568.2
228109
1.13%

116433
117453
0.88%

2540.5
25521
0.46%

316
304.73
-3.57%

22803.8
23300.1
2.18%

134444
13178.7
-1.98%

29354
3081.7
4 B4%

345
356.49
3.33%

227859.9
23721.0
4.18%

15661.4
14788.9
-5.57%

323276
35594
10.28%

401
417.04
4 003




Variance

3

Profitability
Gross Profit
Street
Model
Varance

Met Income
Street
NModel
Variance

DEA
Street
Mode!
Variance

Capex
Street
MModel
Varance

5342
5232
-2.06%

2102
1821.3
-13.34%

324
352.3
8.62%

300
3110
3.67%

Quarterhy

6045
6047
0.05%

2422
23474
-3.06%

339
394.5
16.53%

300
3110
3.67%

6337
6308
-0.46%

2765
28027
1.21%

345
404.2
17.26%

300
3110
3.67%

6180
5925
-4.13%

2317
2617.3
12.94%

343
388.6
13.30%

300
3110
3.67%

235904
23512
-1.64%

9614
9588.8
-0.26%

1400
15396
10.01%

1289
12440
-3.47%

Yearly

25817
25284
-2.06%

106854
11268.7
5.77%

1421
1602.4
12.78%

1218
1167.8
-4.14%

27939
27124
-2.92%

11633
12588.9
8.22%

1478
1663.7
12.55%

1214
113227
-7.54%
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Zyn Regulation

Why Zyn Unlikely to Be The Next JUUL

Consumers are strongly identifying with the Zyn brand in a political and
personal sense. ﬁ’“"”' Richard Hudson & X

@RepRichHudson - Follow

Big Brother Schumer doesn’t want us to chew or smoke.

On January 18, 2024, Senator Chuck Schumer (D. — NY) urged the Federal
Trade Commission and FDA to investigate Zyn over its health effects. Now he's against an alternative that's helped many quit.

Come and take it!

Republicans responded to the statement by rallying behind Zyn, creating
brand recognition for hundreds of thousands across America (See Richard
Hutson R. — NC on right). Social media and marketing trends also contribute to
GOP and consumer’s strong sense of recognition of the Zyn brand.

roAY ~ _"
V COME AND TANE IT v
J ‘ 6:42 PM - Jan 23, 2024 ®
/ \ @ 460 @ Reply I Share
",, - N . Read 35 replies

(1) The Hill “Zynsurrection’: GOP Rallied Behind Zyn Nicotine Pouches after Schumer Call for Action”
Culverhouse Investment Management Group — Consumer Discretionary Committee



Product Matrix ””II

British American Tobacco Altria Imperial Tobacco Philip Morris

Virlhon
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JUUL Deserved its Fine

3
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