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Date: 11/13/2012 

    Analyst Name: Alyssa Wood 

CIF Stock Recommendation Report (Fall 2012) 

Company Name and Ticker: Philip Morris International, Inc. (PM) 

Section (A) Summary 

Recommendation Buy:          No Target Price: N/A Stop-Loss Price: N/A 

Sector: CNS Industry: Tobacco Market Cap (in Billions): 
$142.698 

# of Shrs. O/S (in Millions): 
1670.55 

Current Price:  
$85.42 

52 WK Hi: 
$94.13 

52 WK Low: 
$70.82 

EBO Valuation: 
$45.42 

Morningstar (MS) Fair 
Value Est.:  $92.00 

MS FV Uncertainty: 
Average 

MS Consider Buying:   
$64.40 

MS Consider Selling:   
$124.20 

EPS (TTM): EPS (FY1): 
5.21 

EPS (FY2): 
5.81 

MS Star Rating: 
3 Star 

Next Fiscal Yr. End 
 ”Year”: 2012     
“Month”: December 

Last Fiscal Qtr. End: 
Less Than 8 WK:   
 NO 

If Less Than 8 WK, next 
Earnings Ann. Date:  
N/A 

Analyst Consensus 
Recommendation:  
BUY 

Forward P/E: 
14.72 

Mean LT Growth: 
9.85% 

PEG: 
1.49 

Beta: 
0.87 

% Inst. Ownership: 
28.40% 

Inst. Ownership- Net 
Buy:   NO 

Short Interest Ratio: 
3.60 
 

Short as % of Float: 
1.00% 
 

Ratio Analysis Company Industry Sector 

P/E (TTM) 17.07 4.46 31.79 

P/S (TTM) 1.86 0.74 3.78 

P/B (MRQ) 0.13 0.90 2.57 

P/CF (TTM) 14.53 3.38 20.73 

Dividend Yield 3.98 1.98 1.78 

Total Debt/Equity (MRQ) N/A 8.50 28.12 

Net Profit Margin (TTM) 11.64 5.41 7.23 

ROA (TTM) 23.91 3.46 4.32 

ROE (TTM) 2632.97 51.49 20.92 
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Investment Thesis 
 
I recommend that the Cougar 
Investment Fund not purchase shares 
of Philip Morris International. Though 
Philip Morris is a major leader in its 
industry, I feel the stock has peaked 
and will continue to decline. Growth 
in revenues and earnings has slowed, 
and the most recent quarter showed 
a decline from last year. I feel this will 
continue to occur and that Philip 
Morris will lose value. 

Summary 
Provide brief summary of your analysis in each section 
that follows 

Company Profile: 

Philip Morris International provides tobacco products 
under a broad portfolio of brand names worldwide.  

Fundamental Valuation: 
According to the fundamental valuation, Philip Morris is 
slightly overvalued at the current trading price. With a 

3 year above normal growth period, PM is valued more 
than $10 under current price per share. 

Relative Valuation: 
Looking at PM’s competitors P/E multiples, Philip 

Morris is slightly overvalued. 
Revenue and Earnings Estimates: 
Philip Morris has a history of pleasantly surprising 
estimates, but the company missed estimates in their 
most recent quarter, and estimates for upcoming 

quarter and year ends have been slightly decreased. 
Analyst Recommendations: 

Analysts seem overly optimistic about Philip Morris, 
despite a miss in the most recent quarter, with most 

analysts recommending a buy on the stock. 

Institutional Ownership: 
Only one institution holds more than 5% stake in Philip 
Morris International.  

Short Interest: 

The most recent information implies that there is not 
much negative sentiment toward Philip Morris at this 
time. 

Stock Price Chart: 
Over the last five years, and even over the last year, 
Philip Morris has performed well in comparison to 

competitors, the sector, and the market overall. But 
over the last three months, Philip Morris has managed 

to continue performing well in relation to its 
competitors, but has been outperformed by both the 

sector and market. 
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Section (B) Company Profile 

Company Summary 

 Philip Morris International, Inc. is the second largest tobacco company in the world, 

behind China National Tobacco. Philip Morris entered into a joint venture with China National 

Tobacco in order to sell its products in the monopolized tobacco industry in China, and in result 

brought Chinese brands to other international markets. The company was founded in 1900, and 

currently provides consumers with cigarettes, cigars, rolling tobacco, snuff, rolling papers, and 

tubes. Philip Morris’ brands include Marlboro, L&M, Fortune, Parliament, and others, which the 

company sells in 180 countries. As of 2011, the company held approximately 16 percent market 

share of the cigarette market internationally.  

Business Model, Competition, Environment and Strategy 

 The business model that Philip Morris operates under has recently involved an 

aggressive buyback of shares of their stock. In 2011, their total common equity was $229.0 

million, down from $3506.0 million in 2010. Total common shares outstanding decreased from 

1801.78 million in 2010 to 1725.91 million in 2011. This repurchase could signify that that 

company believes their stock is currently undervalued and will see an increase in the future.  

 Philip Morris International has also made various transactions over the last three years, 

funded by dividends, to further expand their business. In 2009, the company entered into a 

joint venture with Swedish Match AB, purchased Petteroes of Norway and Sweden, and 

acquired Swedish Match South Africa. In 2010, Philip Morris Philippines Manufacturing Inc. 

combined with Fortune Tobacco Corporation, and Philip Morris Brasil Industria e Comercio 

Ltda. began sourcing approximately 10% of the company’s tobacco leaf from farmers in 

Southern Brazil. In 2011, they acquired a cigarette business in Jordan, cigar business in the 

Australian and New Zealand markets, and established a new structure for the joint venture 

already in place with Vietnam National Tobacco Corporation.  

 Domestically in the United States, Philip Morris competes against companies like 

Lorillard and Reynolds American for investors, but the real competition of their business exists 

on the global level against companies like British American Tobacco, Imperial Tobacco, and 

Japan Tobacco. Historically, Philip Morris International has managed to maintain more market 

share in the industry than these competitors, only second to China National Tobacco. As 

previously discussed, Philip Morris has an agreement in China with China National Tobacco in 

order to benefit some from the monopolized tobacco market in the country.  

 Philip Morris’ environment is not a terribly easy one to enter into. Their strengths 

involve the massive amount of market share they have, strong brand names, broad portfolio 
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(this can be seen as a strength or a weakness), and financial leverage to expand. Weaknesses 

involve the negative reputation of the tobacco industry, increased regulations and taxes for 

tobacco companies, and the fact that brands within the broad portfolio Philip Morris employs 

compete against one another. Philip Morris has the opportunity continue expanding through 

acquisitions and purchases of smaller companies around the world. Their already established 

agricultural infrastructure also provides for them to be a prime contender to take on the 

emerging marijuana industry. But while several states recently voted to legalize recreational 

use of marijuana, its use is still illegal at the federal level, creating a lot of grey area as to how a 

large company could tap into this market in the states it is legal, but still comply with federal 

laws and regulations. One threat that Philip Morris has to worry about involves the maturity of 

the tobacco industry alongside the increase in health consciousness of consumers. Along with 

this, tobacco companies continually are being sued for health problems associated with their 

products. 

Revenue and Earnings History 

 

 Historically, revenues are earnings have been increasing when you take 2010 and 2011 

into account. But 2012 revenue has brought decreases in the second and third quarter in 

comparison to second and third quarter 2011. In regards to earnings per share, cross quarter 

comparisons show increases in earnings each year, except for the most recent quarter ending 

September 2012. 
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Section (C) Fundamental Valuation (EBO) 

PM PARAMETERS FY1 FY2 Ltg

EPS Forecasts 5.21 5.81 9.85% Model 1: 12-year forecasting horizon (T=12).

* Book value/share (last fye) 0.13   and a 7-year growth period.

Discount Rate 8.51%

Dividend Payout Ratio (POR) 63.26% Please download and save this template to your own storage device

Next Fsc Year end 2012 You only need to input values to cells highlighted in "yellow"

Current Fsc Mth (1 to 12) 11 The rest of the spreadsheet is calculated automatically

Target ROE (industry avg.) 27.90% Please read "Guidelines_for_FundamentalValuation_ProfLee_Spreadsheet" file carefully

 Year 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Long-term EPS Growth Rate (Ltg) 0.0985 0.0985 0.0985 0.0985 0.0985

Forecasted EPS 5.21 5.81 6.38 7.01 7.70 8.46 9.29

Beg. of year BV/Shr 0.133 2.047 4.181 6.526 9.102 11.932 15.040

Implied ROE 2.839 1.526 1.074 0.846 0.709 0.618

ROE (Beg. ROE, from EPS forecasts) 39.266 2.839 1.526 1.074 0.846 0.709 0.618 0.550 0.482 0.415 0.347 0.279

Abnormal ROE (ROE-k) 39.181 2.753 1.441 0.989 0.761 0.624 0.533 0.465 0.397 0.329 0.262 0.194

growth rate for B (1-POR)*(ROEt-1) 0.000 14.426 1.043 0.561 0.395 0.311 0.261 0.227 0.202 0.177 0.152 0.127

Compounded growth 1.000 15.426 31.514 49.187 68.600 89.925 113.351 139.085 167.197 196.827 226.806 255.703

growth*AROE 39.181 42.476 45.420 48.654 52.206 56.109 60.396 64.679 66.419 64.848 59.351 49.581

required rate (k) 0.085 0.085 0.085 0.085 0.085 0.085 0.085 0.085 0.085 0.085 0.085 0.085 0.085

Compound discount rate 1.085 1.177 1.278 1.386 1.504 1.632 1.771 1.922 2.086 2.263 2.456 2.665

div. payout rate (k) 0.633

Add to P/B PV(growth*AROE) 36.11 36.07 35.55 35.09 34.70 34.37 34.10 33.65 31.85 28.65 24.17 18.61

Cum P/B 37.11 73.18 108.73 143.83 178.53 212.90 247.00 280.65 312.50 341.15 365.32 383.93

Add: Perpetuity

beyond current yr (Assume this yr's AROE forever) 424.31 423.91 417.74 412.39 407.80 403.91 400.67 395.44 374.23 336.72 284.01 218.65

Total P/B (P/B if we stop est. this period) 461.41 497.09 526.47 556.22 586.33 616.81 647.67 676.09 686.73 677.87 649.33 602.58

Implied price 66.00 71.10 75.30 79.56 83.86 88.23 92.64 96.70 98.23 96.96 92.88 86.19

Check:

Beg. BV/Shr 0.13 2.05 4.18 6.53 9.10 11.93 15.04 18.45 22.18 26.12 30.09 33.93

Implied EPS 5.21 5.81 6.38 7.01 7.70 8.46 9.29 10.15 10.70 10.83 10.44 9.47

Implied EPS growth 0.115 0.099 0.098 0.099 0.099 0.099 0.092 0.054 0.012 -0.036 -0.093  

Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  5.21 & 5.81 

Long-term growth rate:  9.85% 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   229.0 

 # of shares outstanding: 1725.91 

 Book value / share:  0.13 

Dividend payout ratio:  63.26% 

Next fiscal year end:   2012 

Current fiscal month:   11 

Target ROE:    27.90% 

 

Output 

Above normal growth period chosen: Because I do not see there being much opportunity for 

growth in the future of the tobacco industry and for Philip Morris, I chose an above normal 

growth period of 3 years. 
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EBO valuation (Implied price from the spreadsheet): $75.30  

Sensitivity Analysis 

EBO valuation would be (you can include more than one scenario in each of the following): 

$83.86 if changing above normal growth period to 5 years. 

$76.65 if changing growth rate from mean (consensus) to the highest estimate 12.00%. 

$74.53 if changing growth rate from mean (consensus) to the lowest estimate 8.61%. 

$71.23 if changing discount rate to 9%.  

$75.30 if changing target ROE to 20%. 



7 
 

Section (D) Relative Valuation 

PM

Mean FY2 

Earnings Estimate Forward Mean LT PEG P/B ROE Value P/S P/CF

Ticker Name Mkt Cap Current Price (next fiscal year) P/E Growth Rate (MRQ) 5 yr ave Ratio TTM TTM

1 BTI British American Tobacco PLC 96,984.97$     100.93$               7.19$                              14.04 10.10% 1.39 8.47 34.98% 0.24 3.94 15.23

2 MO Altria Group Inc. 63,588.33$     31.28$                  2.37$                              13.20 6.74% 1.96 16.45 31.67% 0.52 2.59 15.24

3 LO Lorillard Inc. 14,561.31$     112.60$               9.09$                              12.39 8.70% 1.42 n/a 348.96% #VALUE! 2.23 12.78

4 RAI Reynolds American Inc. 23,051.04$     41.52$                  3.12$                              13.31 6.15% 2.16 4.02 19.01% 0.21 2.77 13.99

PM Philip Morris International Inc.144,252.30$   85.55$                  5.81$                              14.72 9.85% 1.49 0.13 88.46% 0.00 1.88 14.68

Implied Price based on: P/E PEG P/B Value P/S P/CF

1 BTI British American Tobacco PLC $81.56 $79.54 $5,573.91 ####### $179.29 $88.76

2 MO Altria Group Inc. $76.68 $112.07 $10,825.37 ####### $117.86 $88.81

3 LO Lorillard Inc. $71.97 $81.48 #VALUE! #VALUE! $101.48 $74.48

4 RAI Reynolds American Inc. $77.32 $123.83 $2,645.47 ####### $126.05 $81.53

High $81.56 $123.83 #VALUE! #VALUE! $179.29 $88.81

Low $71.97 $79.54 #VALUE! #VALUE! $101.48 $74.48

Median $77.00 $96.77 #VALUE! #VALUE! $121.95 $85.14  

 The Forward P/E ratio has some minor variation between companies, but overall values 

for competitors are within a small range; Philip Morris has the highest Forward P/E of them all.  

Based on the P/E ratios of the competition, the implied prices are generally in line with where 

Philip Morris’ current trading price has been, but imply that the current price is slightly 

overvalued. This ratio typically is the best indicator for stocks within the Consumer Staples 

Sector, leading me to believe that there is a chance that Philip Morris is currently overvalued.  

 The PEGs for Philip Morris, Lorillard, and British American Tobacco are very simila r, but 

slightly higher for Altria Group and Reynolds American. With these multiples, Philip Morris is 

currently slightly overvalued for British American Tobacco and Lorillard, but significantly 

undervalued in comparison to Altria Group and Reynolds American. 

 P/B for Lorillard was unavailable on Reuters, and upon further research I was able to 

find that the company reported negative equity on their balance sheet for 2011. But otherwise, 

the multiples for the other three competitors is much higher than Philip Morris’, likely 

attributable to the share repurchase. These P/B multiples create implied prices that are 

ridiculously high (Altria Group’s implied price from the P/B ratio is more than $10 thousand).  

 The P/S ratio for Philip Morris is quite a bit smaller than its competitors, implying that 

Philip Morris could be viewed as a “cheap” stock. The implied values derived from this multiple 

indicate that Philip Morris is extremely undervalued, but this ratio does not take into account 

the taxes the company faces that cut into revenues. 

 The P/CF ratio seems to be the multiple most in line with where current prices are at. 

The multiples are generally in line with Philip Morris’ P/CF, therefore creating implied values 

that are close to the current stock price.
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Section (E) Revenue and Earnings Estimates 

 

 The company typically has a pattern of surprising the market for both sales and earnings 

in a positive way, but the most recent quarter ending September 2012 had negative surprises in 

both categories. This could be indicative of where the tobacco industry is headed and how 

consumers/investors feel about Philip Morris going forward.  
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# Estimates Mean High Low 1 Year Ago % Diff. High % Diff. Low

SALES (in millions)

Quarter Ending Dec-12 11 8030.94 8379 7674 7804.67 4.3339883 -4.4445607

Quarter Ending Mar-13 6 7709.01 7928.75 7543 7437.7 2.85043086 -2.1534542

Year Ending Dec-12 16 31466.1 31867 30995 31339.1 1.27406955 -1.4971668

Year Ending Dec-13 17 33406.5 36215 32321.4 32744.1 8.40704653 -3.2481703

EARNINGS (per share)

Quarter Ending Dec-12 14 1.23 1.27 1.21 1.25 3.25203252 -1.6260163

Quarter Ending Mar-13 6 1.37 1.38 1.35 1.27 0.72992701 -1.459854

Year Ending Dec-12 19 5.21 5.25 5.17 5.19 0.76775432 -0.7677543

Year Ending Dec-13 19 5.81 5.95 5.69 5.75 2.40963855 -2.0654045

LT Growth Rate (%) 6 9.85 12 8.61 11.4 21.8274112 -12.588832  

 There is more divergence from the consensus values for current quarter and year end in 

regards to sales, but more divergence in earnings for the current quarter and the year ending 

December 2013. There is also quite a large discrepancy between the high and low estimates for 

the long term growth rate—I think this is probably in part because of the low number of 

estimates provided for the long term growth rate. There seem to be more analysts concerned 
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with fiscal year estimates and current quarter estimates than future quarters and the growth 

rate. 

 

 All current estimates are up from estimates from one year ago in both sales and 

earnings. In general, estimates have increased from two months ago, one month ago, and one 

week ago, with a few exceptions. For the current quarter ending and year ending December 

2012, sales were adjusted slightly down, from one week ago. Year ending December 2012 sales 

have seen slight decreases over the last two months as well. Earnings have remained fairly 

stable for all time horizons—the current quarter end seeing a decrease and then increase from 

where estimates stood one year ago. The most notable changes have occurred for the out 

quarter and year ending 2013 in earnings. All of these changes have involved increases. 
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 Though it does not appear all analysts are on the same page whether to revise up or 

down, there are more analysts revising up, and more so for earnings than revenues. 

Adjustments for revenues have been more balanced between up and down revisions. All 

revisions occurred more than one week ago, as no revisions are listed in the “Last Week” 

columns. 

 According to the analysts’ report on Morningstar Direct, out of 19 total analysts, nine 

recommend buying, 3 expect the stock to outperform, and seven recommend a hold on the 

stock. The Morningstar Fair Value is at $92.00, implying that the stock is currently undervalued 

at the current price. 

 Incorporating the information provided above with Morningstar Direct analysts’ reports 

and other information available, I think analysts have been overly optimistic in their confidence 

with Philip Morris International. Over the last few years, Philip Morris has continued to stay 

strong, despite poor economies, but as seen in their most recent quarter, growth in revenues is 

slowing, and I feel that Philip Morris will continue to struggle as more time passes. As people 

become more health conscious, the demand for tobacco will continue to decrease, and Philip 

Morris cannot purely depend on the Asian market to continue as they have. While Philip Morris 

can continue to expand their conglomerate by acquiring and purchasing smaller operations 
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worldwide, this will not increase the demand for tobacco products that will move Philip Morris 

International into its next phase. 
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Section (F) Analysts’ Recommendations 

 

 In general, analysts recommendations have stayed stable over the last three months, 

with one analyst moving from “hold” to “underperform” and back to “hold.” The opinions are 

fairly bullish, with 19 analysts providing recommendations throughout the entire three month 

period. The opinions here seem to mirror those found on Morningstar Direct. I find it troubling 

that the most recent earnings report that revealed a miss did not impact analysts’ opinions on 

Philip Morris International’s stock. They appear to be staying optimistic on the stock, but I 

expect that the future will bring more misses and decreased revenues. 
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Section (G) Institutional Ownership 

PM

Ownership Activity # of Holders % Beg. Holders Shares % Shares

Shares Outstanding 1,670,648,218 100.00%

# of Holders/Tot Shares Held 1,618 100.81% 1,188,666,207 71.15%

# New Positions 37 2.31%

# Closed Positions 24 1.50%

# Increased Positions 275 17.13%

# Decreased Positions 345 21.50%

Beg. Total Inst. Positions 1,605 100.00% 1,183,704,141 70.85%

# Net Buyers/3 Mo. Net Chg -70 44.35% 4,962,066 0.30%

Ownership Information % Outstanding

Top 10 Institutions % Ownership 28.40%

Mutual Fund % Ownership 1.17%

Float % 100.00%

> 5% Ownership

Holder Name % Outstanding Report Date

Capital Research Global Investors 6.6 6/30/2012

 
 On a net basis, there has been a decrease in net buyers (-70 net buyers), which accounts 

for a 0.30% change in shares over the last three months. This seems to be a move toward a 

bearish outlook on Philip Morris, likely attributable to the miss seen in the most recent quarter 

earnings. The top ten institutions make up 28.40% of shares outstanding, but only one of these 

institutions, Capital Research Global Investors, makes up more than five percent. It does not 

seem that institutional ownership greatly impacts Philip Morris. 
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Section (H) Short Interest (two pages) 
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Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 5,215,010 5,726,750 1.67B 1.67B 

Shares Short Short Ratio Short % of Float Shares Short 
(October 15, 2012) (October 15, 2012) (October 15, 2012) (2 weeks prior) 

 17.70M 3.60 1.00%  17.59M 

 

 Current market sentiment is not bad considering a short percent of float of 1.00%. This 

shows that there is only a little amount of negative sentiment toward Philip Morris. This value 

was just before Q3 earnings were released for the company revealing lower than expected 

revenues and earnings, so I would not be surprised if this value increases with the next update.  

 The company has seen some fluctuations over the last year in their short interest and 

days to cover, with the most notable increases occurring around July 13th, August 15th, and 

October 15th. The July 13th increase was likely in relation to uncertainty during the transition of 

Chief Financial Officer and uncertainty just before second quarter earnings were released. The 

increase seen around August 15th could also have to do with the transition of the Chief Financial 

Officer, effective August 1st, but around this time, Australian courts approved a ban on 

decorative labeling on tobacco products. This is noteworthy for Philip Morris due to their 

purchase of a cigar company catering to the markets in Australia and New Zealand in June of 
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2011. The third quarter report that revealed a miss for Philip Morris was released October 17th, 

so we can assume this is to be impactful on the October 15th increase. 
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Section (I) Stock Charts 

A three months price chart 

 
 Looking at the last three months, we can see that Philip Morris International has 

performed well in relation to most of its competitors during this time, but has been 

outperformed by the sector and market almost the entirety of the three months. During August 

and the beginning of September, the company was outperformed for a short period of time by 

all its competitors but Altria Group and British American Tobacco. While all those included on 

this chart had negative returns during this time period, Philip Morris faired better than all those 

in the tobacco industry.  

 

A one year price chart 

 
 Over the last year, Philip Morris has seen greater returns than all its competitors, 

significantly outperforming the sector and market during this time. From February to August, 
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Philip Morris and Lorillard performed relatively the same, with Altria Group moving into this 

area from June to mid-September. After examining the three month price chart, it is clear that 

the high returns over the last year are mostly attributed to before August.  

 

A five year price chart 

 
 When just looking at the past year, we get the idea that Altria Group has been one of 

the leaders in the industry, but taking the last five years into account says otherwise. Philip 

Morris International was a subsidiary fully owned by Altria Group until late March 2008. Shortly 

after Philip Morris was separated, Altria Group saw a drastic decrease in price that they have 

not been able to recover from. Conversely, Philip Morris has increased approximately 80% 

during this time, with Lorillard close in comparison until about the last three months. 

 For Philip Morris, I think each of these price charts is important to take note of, but the 

drastic change from the five year or one year price charts to the three month price chart shows 

that Philip Morris is on the decline. The company has seen great returns over the long run and 

performed well in comparison to its sector and the market overall, but the last three months 

have been an indication of where Philip Morris is headed into the future. The company has hit a 

peak, and I expect that they will continue to decline in the future.  


