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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

I. Philip Morris’ combustibles business is declining slower than 

peers, pricing power increasing while peers pricing power declines

II. Philip Morris’ RRP brands are superior to peers, with above-

market growth and pricing power. Competitor’s focus on vaping 

market will dilute their margins while PM focuses on higher-margin 

HTU and oral segments

III. Management has a superior track record to peers. Management is 

incentivized to accelerate improvement of product mix while peers 

are incentivized against growing their businesses 

IV. Philip Morris is at the top of their capex cycle, providing a potential 

catalyst for accelerated EPS growth and multiple expansion 

Market Cap $2.82B

Enterprise Value 187.4B

Last Close (4/8/24) 90.24

52 Week Range $88.96 - $101.92

LTM Revenue $35.2B

Operating Margin 36.1%

Net Debt/EBITDA 3.4x

NTM P/E 17.9x

Investment Narrative
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Industry Overview: Up In Smoke

Industry Overview

The Nicotine Industry is Dominated by Four Players

Which Can be Broken Out Into Four Segments

Combustibles

High Risk Moderate Risk

Europe Americas Asia Pacific, Middle East, and Africa Other

2.8%
Smoke-Free 

FY2023

6.6%
Smoke-Free 

FY2023

35.6%
Smoke-Free 

FY2023

13.3%
Smoke-Free 

FY2023

HTU’s OralE-Vapor

Reduced Risk Products (RRP)
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Company Overview

Timeline Growth by Segment

Philip Morris: The Nicotine Giant 

Philip Morris Well Diversified, Exposed to Growth Markets

Europe SEA, ME

East Asia and AU Americas

Market Share by Region Revenue By Region

38.66%

30.22%

17.63%

5.53%

Europe

Southeast Asia & Middle East

East Asia & Australia

Americas

38.66%

61.34%

30.22%

69.78%

2008

17.63%

82.37%

2014

PM Spins off Altria

IQOS launched

5.53%

94.47%

SM Acquired

2022

Buys IQOS US

2023
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PM’s RRP’s Expected to Compound at 7-10% per year

“I mean it's always been frustrating for me. PMI has always been 

very aggressive.” 

-Former Executive at British American
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Industry Overview: Competitive Positioning 

Investment Thesis

Peers Have Seen Multiple Compression Choosing To Focus on Dividends and Buybacks
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PM, Altria, Imperial, and BAT traded ~18x P/E until 2019

US Cigarette Volumes Declining Faster than Global Average US Cigarette Exposure
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“I don't understand what they're doing just to be blunt. It 

always feels to me they've given up. And maybe all they 

want to do is get bought out.”

 -Tegus Expert on Imperial Brands
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I. Investment Narrative
Consumer Discretionary Committee – Philip Morris
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% Change YOY in Disposable Income per Capita

Cigs Sell, But Who’s Buying?

Investment Thesis

Expected Disposable Income Growth Leading and Growing Share in Several Markets

PM’s Combustibles Business Most Resilient
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Investment Overview

Providing Strong Growth Philip Morris Has Premium Positioning in HTU Space 

Which Dilutes Their Margins Competitors Are Focusing on Vaping Instead

HTU’s Have More Potential Than Vapes
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Investment Thesis

Zyn Commands Strong Price Premium Zyn Growth Does Not Cannibalize Business

ZYN Is a M&A Homerun

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

Volume

$4.09 $3.81$4.69

“It’s actually a great opportunity for the industry… You’re going to 

have way more nicotine users than you ever could with 

cigarettes”

 -Tegus Expert on Imperial Brands

Only 30-40% of Zyn Users Were 

Previously Smokers
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Philip Morris does not cannibalize 

combustibles business with US sales
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Its All About Governance
Industry Overview

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

Peer Set Governance Philip Morris’ Governance

Operating Income Growth Revenue Growth 

Market Share GrowthEPS Growth

RRP Volume

Targeting ~6% yearly revenue growth, 8% EPS growth 

15%

20%

15%

Operating Margin

FCF Growth

EPS Growth

Targeting ~95% Cash Conversion, Altria has 10% RRP Incentive 

Cash Conversion

15%

30%

30%

25%

Acquisition of Swedish Match for $16B at 4.8x Sales, 

cements smoke-free transition 

Smoke-free 50% of revenue by 2028

Focus on margin accretive Oral and HTU products 

Suffered $12B+ loss on JUUL Investment 

Lost 70% of $1.8B equity investment in cannabis 

company Cronos in 2019

Acquisitions focused on margin-dilutive Vaping business

Operating Cash Flow
20%

15% 15%
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The Bottom Line: The Case for Quality
Industry Overview

Philip Morris Is Becoming a Better Business While Peers Deteriorate 

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

• Durable Combustibles Business with low decline and 

improving pricing power

• Premium priced RRP portfolio with strong brand equity and 

first mover advantage 

•  Strong management team with solid M&A, brand building 

track record

• Solid corporate governance balancing growth and profit 

conservation

• Declining combustibles business with increasing price 

elasticity

• Second-tier RRP brands, discount pricing

• History of overpaying for acquisitions, acquiring unprofitable 

businesses

• Questionable managerial track record 

• Short-sighted corporate governance discouraging growth 

Improvement Accelerating Decline Accelerating
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Valuation
Industry Overview

DCF
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Variance
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Variance
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Zyn Regulation

(1) The Hill “’Zynsurrection’: GOP Rallied Behind Zyn Nicotine Pouches after Schumer Call for Action”

Why Zyn Unlikely to Be The Next JUUL

Consumers are strongly identifying with the Zyn brand in a political and 

personal sense. 

 

On January 1st, 2024, Senator Chuck Schumer (D. – NY) urged the Federal 

Trade Commission and FDA to investigate Zyn over its health effects.

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.
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Product Matrix

Philip MorrisBritish American Tobacco Altria Imperial Tobacco
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JUUL Deserved its Fine
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