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SHARE INFORMATION

RECOMMENDATION: BUY
Share Code

PM

Industry

Food & Tobacco

Sector

Consumer Staples

Market Capital (USD m)

124 552

Current Price (USD)

79.98

Target Price

90.00

Price - 52 Week High:

90.17

Price - 52 Week Low:

56.01

Dividend Yield

6.00%

Beta 5 Year

0.80

SHARE PRICE PERFORMANCE**
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Philip Morris International Inc. is engaged in the manufacture and sale of cigarettes,
other tobacco products and other nicotine-containing products in markets outside of
the United States. Its segments include European Union; Eastern Europe, Middle East
& Africa; South & Southeast Asia, East Asia and Australia, and Latin America & Canada.
Marlboro leads the company's portfolio of international and local brands. PMI's midprice brands include L&M, Lark, Merit, Muratti and Philip Morris. Other international
brands include Bond Street, Chesterfield, Next and Red & White. The company also
owns various local cigarette brands, such as Dji Sam Soe, Sampoerna and U Mild in
Indonesia; Champion, Fortune and Jackpot in the Philippines; Apollo-Soyuz and
Optima in Russia; Morven Gold in Pakistan; Boston in Colombia; Belmont, Canadian
Classics and Number 7 in Canada; f6 in Germany; Delicados in Mexico; Assos in
Greece, and Petra in the Czech Republic and Slovakia.

FUNDAMENTAL /TECHNICAL OVERVIEW
Philip Morris recently released its financial results for the second quarter ended 30 June
2020. Net revenues were down by 13.6% (down by 9.5% excluding currencies) to USD6.7
billion (2Q2019: USD7.7 billion). The decline in net revenues was attributed to
unfavourable volume/mix, due to lower cigarette volume (in Indonesia, Italy, Japan,
Mexico, the Philippines, PMI Duty-Free and Russia, partly offset by Saudi Arabia). Net
revenues were supported by higher heated tobacco unit volume and a favourable
pricing variance (driven by Germany, Mexico, the Philippines, Russia and Saudi Arabia,
partly offset by Indonesia and Turkey).
Operating income was down by 14.3% (down by 11.0%, excluding currency) to USD2.7
billion (2Q2019: USD 3.2 billion). Operating income was affected by the same factors as
net revenues. It was partially offset by a favourable pricing variance, lower
manufacturing costs (driven by productivity gains related to combustible and reducedrisk products), and lower marketing, administration and research costs (despite
pandemic-related expenses in 2020 and the unfavourable net impact of asset
impairment and exit costs). Philip Morris reported a 9.5% reduction in costs during the
period.
The group reported that industry volume recovery started in June as confinements
resulting from COVID-19 were gradually lifted. Cigarette and heated tobacco unit
shipment volume fell by 14.5% during the period, reflecting a 17.6% decline in cigarette
shipment volume, and heated tobacco unit shipment volumes were up by 24.3% to 18.7
billion units. THP volumes rose by 24% to 18.7 billion sticks, with revenue increasing by
13% in constant currency terms to USD1.6 billion. THPs represented 11% of group
volumes and 24.1% of revenue.
The health risks involved with cigarette smoking is driving consumers towards reducedrisk products (RRP’s). IQOS is a smokeless cigarette and counts amongst one of the
leading RRP’s in the industry. PMI reported a strong performance from IQOS, with an
estimated 15.4 million users, and 24% growth in HTU volume vs 2Q2019. RRP’s now
account for 24% of the company’s total net revenues. Market share for heated tobacco
units in IQOS markets was up by 1.8% to 6.3%. This segment may act as a tailwind for
PMI as more consumers move away from cigarette smoking for health reasons.

VALUATION RATIOS **
Period

P/E

P/SALES

EV/EBITDA

Last 12 Months

17.1x

4.3x

12.4x

Current Year Est

15.7x

4.4x

12.3x

Expected

14.2x

4.1x

11.2x
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On 7 July 2020, the U.S. Food and Drug Administration (FDA) authorized the marketing
of PMI’s IQOS tobacco heating system as a modified risk tobacco product. IQOS is the
first and only electronic nicotine product to be granted marketing orders through the
FDA’s MRTP (Modified Risk Tobacco Products) process.
Currently, PMI has sufficient access to the inputs for its products and is not facing any
significant business continuity issues concerning critical suppliers. PMI reported that it
has ample liquidity through cash on hand, the ongoing cash generation of its business,
and its access to the commercial paper and debt markets. As at 30 June 2020, the
company had approximately $4.2 billion in cash and cash equivalents.
Despite a very challenging quarter, PMI delivered results above its previously
communicated expectations for both net revenues and reported diluted EPS. The
company expects reported diluted EPS for FY2020 to be between USD4.84 and USD4.88
at prevailing exchange rates (FY2019: USD 4.61).
Philip Morris is trading at a dividend yield of 6.00% and a forward price to earnings ratio
of 14.75.
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Net cash from operating activities decreased to USD3.04 billion (2Q2019:
4.7 billion).

Net profit margin has decreased slightly since 2Q2019 (30.06%) to
29.2% in 2Q2020.

The company’s enterprise value to EBITDA is trading at 12.18, almost one
standard deviation below its long-term average of 14.21.

Philip Morris’s price to sales ratio is trading at 4.17, slightly below its
mean of 4.50.

PMI’s forward P/E is trading at 14.75, one standard deviation below its
long-term average of 17.9.

The company’s dividend yield is at 6%, more than one standard
deviation above its mean of 4.9%.

Data provided by Thomson Reuters
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Source: Philip Morris results presentation

Philip Morris portfolio of brands

PSG WEALTH OLD OAK | Ground Floor, White Oak Terraces, Old Oak Office Park, Edmar Street, Bellville, 7530 | PO Box 4527, Tygervalley, 7536 | Tel: +27 (21) 202 2712 | Fax: +27 (21) 914 6239 | Schalk.Louw @psg.co.za | www.psg.co.za/oldoak
___________________________________________________________________________________________________________________________________________________________________________________________________________________________________

PSG Wealth Financial Planning (Pty) Ltd is an authorised financial services provider. FSP 728.

Old Oak

EQUITY REPORT

28 AUGUST 2020

Philip Morris International's 52-week high/low is $90.17/$56.01 respectively, currently trading at $79.98 per share. The company's year to date
performance is -6%. PMI has been trading in a bullish trend since it reached an intra-low of $56.01 on 23 March. Short term support can be found at
the 200-day moving average currently at $78.46, followed by the 61.8% Fibonacci retracement level at $77.14. A push higher from current levels could
lead to a test of the 52-week high. According to the stochastic oscillator indicator and relative strength indicator, the share appears to be slightly
overbought at current levels.
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Disclaimer:
This publication has been issued by PSG Wealth Old Oak and does not represent the official PSG Wealth view. It is confidential and issued for the information of clients only. It shall not be reproduced in
whole or in part without our permission. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law. This publication is not to be construed as providing investment services in any
jurisdiction where the provision of such services is not permitted. It is provided for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security, and we
have no responsibility whatsoever arising here from or in consequence hereof. The user assumes the entire risk of any use made of this publication. Any decision to purchase securities mentioned in this
publication must take into account existing public information on such security or any registered prospectus. The information contained herein has been obtained from sources which and persons whom we
believe to be reliable but is not guaranteed for accuracy, completeness or otherwise. Opinions and estimates constitute our judgement as of the date of this material and are subject to change without notice.
This publication does not attempt to identify the nature of the specific market or other risks associated with an investment. Leveraged /Geared positions in securities have the ability to accentuate the
profit/loss made on investments. Geared /Leveraged positions are not recommended based on the information contained in this publication. Securities, financial instruments or strategies mentioned herein
may not be suitable for all investors and investors must make their own investment decisions using their own independent advisers as they believe necessary and based upon their specific financial situations
and investment objectives. Certain investments/recommendations may have tax implications for private customers. Investors should seek advice from a tax advisor before acting on information contained in
this publication. The securities described herein are subject to fluctuation in price and/or value and investors may get back less than originally invested. Past performance is not indicative of future results.
The employees responsible for the production of this report may from time to time own securities mentioned herein.
Analyst Certification:
The research analyst who prepared this report certifies that the view expressed herein accurately reflect the research analyst’s personal views about the subject security and issuer and that no part of his
compensation was, is or will be directly or indirectly related to specific recommendations or views contained in this report.
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