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Altria Group Inc-- The Opportunity of a Lifetime 

Have you ever heard of Marlboro? How about Juul? Better yet, have you ever smoked either? Don’t worry, I 
wont judge-- I’m the first to admit a drunk cig hits like no other. What’s incredible about cigs and juuls is 
they’re both made by the same company, Altria ($MO).  
 
Even more amazing is the fact that Altria has the best long-term stock performance of any company in US 
history --better than oil and tech combined. Why? My theory is that while commodities & internet fads 
come & go, addiction stays. Forever. 

One dollar invested in Altria in 1968 would be worth nearly $6,000 (including dividends). That's an annual 
return of 20.6% per year for nearly half a century. No other company comes close to matching its 
long-term results. That same dollar invested in the S&P 500 over the same period would be worth $170, a 
return that’s 97% less.  

The first thing that caught my eye was the high dividend yield, cigarettes are normally a pretty stable and 
straightforward business, so I thought it was pretty wild that the market would get so pessimistic on it. 
Turns out, the market has mostly soured on Altria due to numerous factors. Here they are in (roughly) 
chronological order: 

1. Altria made a $1.8bn investment in Cronos, a Canadian cannabis stock. At the time, Cronos 
had $12m in revenues, which means Altria paid a whopping 150x TTM sales for the 45% 
stake. Some investors were angry that Altria “overpaid” and were unhappy with the deal. 
 

2. The uptake of Vaping/e-cigs by the public has accelerated the declines in the traditional 
cigarette business where Altria is dominant 
 

3. Altria then made a decision to invest in JUUL, the dominant vape company. Altria paid 
$12.5bn for the stake, valuing JUUL at more than $38bn.  
 

4. As part of the JUUL deal, Altria agreed to exit its own e-cigarette brand (MarkTen), which 
had ~10% market share compared to JUUL’s 30% share 
 

5. JUUL came under fire for the emergence of 2,807 vaping related injuries and deaths. Certain 
cities begin to ban Vaping, and the FDA required that vape companies submit retroactive 
FDA approvals for vape products  
 

6. The FTC sued Altria to unwind their position in JUUL, stating that it was anticompetitive 
(citing their respective market shares and Altria’s exit of MarkTen) 
 

7. Altria wrote down $8.6bn of the $12.5bn JUUL investment over a 6 month period 
 

8. This debacle, along with the Cronos investment, would lead to the resignation of Altria’s CEO 
Howard Willard after less than 2 years in the position. Willard was accused of destroying 
shareholder value by egregiously overpaying for growth assets and saddling the company 
with $26bn of debt. 
 



 
 

9. While all of this is going on, the US Government passed the “Tobacco 21” law in December 
of 2019, which raises the federal minimum age for sale of tobacco products from 18 years 
old to 21 years old  

Based on that, I can certainly see why the market has sold the stock, shares are down from $59 in 2016 
(peaking @$77 in 2017) to around ~$43 today, a 26% decline.  

 

What I’ll do in this analysis is break down the business segments, look at the diversification investments 
that were made, talk about capital allocation, and then figure out the valuation. 

Business Segments 

● 88% of Altria’s revenue comes from Smokeable products, mostly Marlboro, which is the 
largest selling cigarette brand in the US for the past 45 years with 105bn units shipped in 
2020 
 

● 9% comes from chewing tobacco, including premium brands Copenhagen and Skoal and 
value brands Red Seal and Husky.  830m total units shipped in 2020 
 

● 3% comes from Wine, namely Ste. Michelle with 8.3m cases sold in 2019 



 
Smokeable products (Cigarettes and Cigar) 

Altria cigarette brands include: 

● Marlboro 
● Basic 
● Benson & Hedges 
● Cambridge 
● Chesterfield 
● Commander 
● Dave’s  
● English Ovals  
● L&M  
● Lark  
● Merit  
● Parliament  
● Players  
● Saratoga 
● Virginia Slims 

Combined, Altria cigarettes command 50% of US market share, with Marlboro alone accounting for 43%. 

 

Are cigarettes a good business? If you are purely looking at volumes sold, you’d probably say “No”. US 
cigarette consumption has dropped more than 50% since 1981. That looks like a business in secular 
decline. I don’t think anyone would say the following chart shows a healthy business. 



Source: 
American Lung Association 

Not only that, Cigarette consumption is highly regulated in America. It is taxed massively, making the 
product fairly expensive. Cigarette companies have extreme amounts of regulations in place to prevent 
any sort of advertising, and as a matter of fact they have to spend some of their profits to fund 
“anti-smoking” campaigns, primarily targeted at the youth to prevent them from ever becoming addicted in 
the first place. I think most of us would agree those are some pretty major impediments to being 
considered a “good business in a good industry”.   

Despite all these roadblocks, Altria has returned more than +71,000% from 1981 to 2017. In fact, Altria 
has the best long-term stock performance of any stock in US history according to Jeremy Siegel, author 
of “Stocks for the Long Run”. If you take nothing else away from this post, consider again that arguably 
the best stock performance in history has been generated by a company where the core business has 
been in structural decline for more than 50 years.  

So what accounts for this performance? I’d chalk it up to 2 things mainly, pricing power and capital 
allocation.  

Let’s focus on Pricing Power: In my opinion, pricing power is the number 1 characteristic of a truly good 
business. Lots of investors talk about “competitive advantages”, but if you can raise prices and not see 
meaningful declines in your customer retention and sales, that is the best possible advantage to have, as 
it’s pure profit that accrues directly on the bottom line.  

 

Since 2013, Altria cigarette volumes have declined 21%, and yet revenues are up 1% over that same time 
period. Cigars, primarily Black and Milds, are up 41% over that time, but at only 1.7bn units compared to 
101bn cigarette units, it’s a much smaller piece of the Smokeable category, and therefore we can chalk up 
most of the gain in revenues to pricing power rather than Cigar growth.  

 



 
On the 4Q20 conference call, management noted that Altria Smokeables volume grew 3% year-on-year in 
Q4 2020. They also announced their 4th list price increase in the last 12 months, cumulatively totaling 
$0.46/pack. For reference, 2019 price increases totaled $0.25 and 2018 was at $0.19, so this is a massive 
increase. MO also announced a Manufacturer Supported Off-Invoice (MSOI) rebate in select states, which 
means that MO is proactively making moves to protect its brands (especially market share leader 
Marlboro) from downtrading. Management has mentioned multiple times that it is using consumer data to 
generate more targeted marketing and discounting schemes, and I think the fact that they were able to 
announce an annual price increase that is 2-3x above trend while simultaneously targeting discounts to 
select consumers shows an increasing level of sophistication in targeting that should get even more 
refined over time.  

Combined with price increases, this meant Smokeables revenues and adjusted EBIT were both 9% higher 
year-on-year in Q4. For full-year 2020, Smokeables volume was down 0.4% (again helped by inventory), 
revenues was up 6.5% and adjusted EBIT was up 10.2%:  

 

 

 

 

 

Altria Smokeables P&L (Q4 & FY 2020) 

 

NB. OCI = "Operating Company Income", and is equivalent to EBIT. 

Source: Altria results release (Q4 2020). 



 

Altria's own full-year volume decline in 2020 was 2%, which marked a significant improvement from 

the accelerating decline during 2016-19: 

 

The key takeaway here is that Altria seems to be raising pricing in a direct relationship to volume losses, 
so when volumes decline 8% for example, Altria can, in aggregate, typically push through an 8% pricing 
increase. This accounts for the big uptick in gross margin while keeping revenues flat.  

But will there be a point where cigarettes become so expensive that you can no longer raise prices? The 
first thing to mention is that tobacco prices vary widely depending on which state you live in due to local 
taxation rules. Here is a chart from fairreporters.net. I don’t know how reputable that particular source is, 
but some quick spot checks indicate that these prices are relatively accurate and actually skew a bit 
higher than other average prices reported on the internet. It’s important to note this isn’t the price of 
Marlboro’s necessarily, but just cigarettes overall.  

Altria Cigarette Volume Growth Y/Y (Adjusted) (Since 2013) 

 

Source: Altria company filings. 

https://fairreporters.net/health/prices-of-cigarettes-by-state/
https://investor.altria.com/events-presentations/default.aspx?source=content_type%3Areact%7Cfirst_level_url%3Aarticle%7Csection%3Amain_content%7Cbutton%3Abody_link


 

So assuming that these prices approximate Marlboro’s, how much of a pricing increase could the average 
user withstand before it would hurt their budget? The chart below looks at the price by state and compares
it to Median Household Income for that state. 

 



 
There are a few interesting takeaways from this. The first is, that if we assume that a typical consumer 
uses 5 cigarettes a day, every single day, that would equate to 91 packs consumed per year. At that rate, 
cigarette expenditures would total about $635 on average per year, and that equates to 1.3% of estimated 
net median income per household. That is not a very big expenditure, and I’d suspect therefore that most 
people don’t blink an eye when a pack of cigarettes increases a few percentage points per year. Even a 
heavy smoker, who smokes 1 pack per day (20 cigarettes), would spend roughly $2500 per year, or 5% of 
their net income, assuming they made a median income. If you are smoking that much, you are probably 
so heavily addicted that you also won’t flinch much if your carton of cigarettes is 5% more expensive every 
year.  

The second thing to notice here is that median incomes have been growing at a 3% CAGR for the last 5 
years. That further negates the impact to overall household budgets, because if the price per pack goes up 
5% this year and your paycheck goes up 3%, that means you only truly saw a 2% real increase to your 
cigarette expenditures. That is pretty insignificant in the scale of things. Again this is just a high-level 
analysis, but the point is that the consumer base can likely absorb some decent pricing increases without 
it breaking the bank for them. When you consider that Marlboro is considered a “premium” cigarette, it 
probably equates to more stickiness with the customer base who is even less likely to care about price 
increases because they feel they are smoking a superior product.  

That’s not to say Altria is immune to recessions. In fact on the Q1 conference call early in 2020, they noted 
that older customers were “downgrading” to discount brand cigarettes, and this was a real near-term 
threat when the economy first took a hit from Covid-19.  

CEO William Gifford: “Based on our adult smoking demographics, smokers over 
the age of 50 have a greater propensity to purchase discount cigarettes than 
younger adult smokers. In the first quarter, gross shipment volumes to retail 
moderated for the premium and branded discount segments,declining by 1.5% 
and 3.8%, respectively. However, we observed a significant increase in deep 
discount volumes as its growth rate nearly doubled from the prior quarter to 
14.4%. We believe this rapid rise in deep discount volumes is partially due to the 
influx of older adult smokers returning to the cigarette category and contributed 
to Marlboro’s first quarter retail share performance.” 

So Altria is certainly seeing a shift to discounted cigarettes as a result of the recession, but Altria actually 
sells discount cigarettes itself. Altria’s discount brands account for ~8% of total Altria cigarette volumes 
and have 4.2% market share. So if a temporary shift away from Marlboro’s occurs, Altria will recoup some 
of that through its discount brands.  

In fact, in the last recession Altria created Marlboro Special Blend specifically as a way to capture 
customers who were downgrading to discount cigarettes but still wanted to smoke Marlboros. So while a 
recession is not a positive short term, I care more about the long-term, and with a 45% market share 
Marlboro and the 2020 recession more or less being over, the health of Marlboro looks good long term. 



 

In addition to selling discount brands, Altria has spent the last decade investing in analytics that let them 
fine tune pricing down to the ZIP code level. 

We haven’t discussed the elephant in the room yet, which is vaping. I’ll get to the impact of vaping when 
we discuss JUUL a little later. 
 

Oral Tobacco 

The Oral Tobacco segment includes chewing tobacco and oral nicotine pouches. For chewing tobacco, 
Altria owns Copenhagen and Skoal in their “premium” category, as well as Red Seal and other brands in its 
discount category.  Copenhagen has 39% market share and Skoal has 15% market share, meaning Altria 
once again dominates the US market in this category with 54% total market share.  

 

Unlike cigarettes, Oral Tobacco has actually seen pretty solid volume growth over the last decade, with 
661m units sold in 2008 compared to 807m in 2019, about a 2% CAGR. In Q4, Altria's Oral Tobacco 
segment had a stable performance in Q4, with total volume up 0.5%, revenues up 4.5% and EBIT up 4.3% 
year-on-year: 

 

 

 



 
Additionally, Oral Tobacco also seems to enjoy good pricing power, as Altria disclosed 8 price increases 
over the last 3 years totaling over $2/unit in aggregate pricing increases spread over their entire product 
line. This more than offsets the low-single-digit volume declines we’ve seen in prior years and, in fact, Oral 
Tobacco generates the highest margins in Altria’s portfolio at around ~60% operating margins compared 
to ~40% for cigarettes/cigars and 20% for wine 

The total oral tobacco industry (both traditional and modern) saw its rolling 6-month volume grew 6.0% 
year-on-year, similar to prior quarters (7.0% at Q3 and 6.0% at Q2). Management stated both Altria's 
traditional and modern oral tobacco products grew, but did not give further details. 

Altria sells a product called on! which is an oral nicotine pouch. They acquired the product by buying an 
80% stake in a Swiss company called Burger Sohne Holdings in 2019. Altria created a subsidiary called 
Helix Innovations to house the Burger Sohne entity. On! sales in the US were $60m in 2018, up 250% from 
2017. This is an example (albeit small) of Altria trying to diversify away from cigarettes and chewing 
tobacco into products that have less harmful chemical additives. So while it’s small, the high growth is 
likely to continue for a while as consumers look for tobacco alternatives.  In the table above, Altria's On! 
nicotine pouches are part of the "Other" volume, which grew 27.4% year-on-year but was flat-ish 
sequentially (growing 23.3m to 23.7m) in Q4. However, this is likely not representative of how much On! 
has grown. The same data also showed only a small growth from 21.3m in Q2 to 23.3m in Q3, despite 
data from Swedish Match (OTCPK:SWMAF) indicating that On! volume has almost doubled sequentially in 
Q3:  

Altria Oral Tobacco Volume and P&L (Q4 & FY 2020) 

 

Source: Altria results release (Q4 2020). 



 
 

 

 

 

Altria did disclose the expansion of On! retail footprint and its market share (in markets where it is 

distributed). On! store count grew 40% sequentially to 78k during Q4 (still below Swedish Match's 90k 

figure at September), and its share in distributed markets rose 30 bps to 2.4%: 

 

 

 

 

U.S. Nicotine Pouches Volume & Market Share (Q3 2019 to Q3 2020) 

 

Source: Swedish Match results presentation (Q3 2020). 

https://www.swedishmatch.com/globalassets/documents/presentations/2020_q3_interimpresentation_swedishmatch_en.pdf?source=content_type%3Areact%7Cfirst_level_url%3Aarticle%7Csection%3Amain_content%7Cbutton%3Abody_link


 

 

 
 
 
These figures imply a 59% sequential volume growth in Q4, albeit from a small base. (The same 
methodology implies 73% sequential growth in Q3, consistent with Swedish Match data above.) Altria also 
announced that On! reached a 50m-can annualized capacity during Q4, and is on track to have 
"unconstrained" capacity by mid-2021 as planned. 
 
 

On the whole, Oral Tobacco is an attractive segment that is growing quite nicely and should retain strong 
economics for the foreseeable future. I find it interesting that such a high quality business is getting so 
massively discounted at the current price. Giving this segment a 25x multiple on its EBIT (more in-line with 
other consumer goods companies) would mean it would be worth $15/share on its own, relative to Altria’s 
total stock price of $43. We’ll get to the Valuation topic a little later, but just keep in mind that this 
segment alone could be worth 1/3rd of Altria’s current value.  

On! Retail Store Count & Market Share (2020) 

Source: Altria results presentation (Q4 2020). 



 
 
Wine  

The wine segment, although minor at 3% of Altria’s sales, is a bit interesting. Ste. Michelle is Washington 
State’s oldest winery. It’s seen pretty steady growth since it was established back in the 1960’s, and from 
when Altria bought it in 2008 all the way up to 2017 it has posted pretty consistent mid-single digit sales 
growth at ~20% operating margins. However, sales have recently hit a skid, with volumes down -9% in 
2017, and -3.5% in 2018. During that time Altria brought in a new executive named Jim Mortensen who 
had previous experience at Miller Brewing. Mortensen has replaced some of the senior management, 
announced plans to pare back product offerings, and rolled out an aggressive marketing campaign.  

 

Wine is a particularly competitive market, and Ste. Michelle used to differentiate itself by marketing itself 
as upscale, a tactic that worked for decades when the key target audience was increasingly affluent Baby 
Boomers. However the new growth in wine sales comes from younger generations, who are less drawn to 
“stuffy” upscale brands and seem to gravitate more towards splashy marketing campaigns (White Girl 
Rosé, for example). As a result, Mortensen has made some pretty drastic changes, including selling 
canned wine (14 Hands) at 7-Eleven.  

 

 

Overall, it’s not worth spending much time on this category other than to say I think Altria will likely either 
turn this business around or sell it for a nominal price at some point in the future, depending on how well 
the turnaround goes. 

 

 

Looking at Constellation Brands (a dominant company in the wine industry) M&A history, we can see that 
Wine assets typically sell for something like 12-16x EBITDA. Assuming that Ste. Michelle generates a 
normalized 25% EBITDA margin on $750m of future sales, that would equate to $2.2bn -3.0bn of proceeds 
for Altria. Again, a drop in the bucket compared to Altria’s $75bn Enterprise Value, but given 1,869m 
shares outstanding it could be worth $1.17 to $1.60 of equity value compared to a $40 share price.  
 
 
 
 
 



 
 

Investments 
 
 
AB/InBev 

Altria has had a long history in the Alcohol industry. Way back in 1969, Altria (which was then part of the 
larger Philip Morris entity before it broke up) bought Miller Brewing. They held that stake until South 
African Breweries (SAB) approached Altria to sell the stake in 2002. Altria sold it for £2.46bn ($3.6bn) in 
SAB shares, which made Altria own a 36% economic interest and 25% voting interest of SABMiller. 
Eventually that stake was whittled down to a 27% interest, and SABMiller was subsequently bought by 
Anheuser-Busch InBev in August 2016. Altria then received cash and shares representing 9.6% of ABI. 
Altria went into the open market and bought an additional 12m of shares of ABI, increasing their total 
ownership to 10.2%, which has since come down slightly to a 10.1% stake in ABI.  

 

The total stake consists of 185m restricted shares and 12m ordinary shares. The restricted shares: 

● are unlisted and not admitted to trading on any stock exchange; 
 

● are subject to a five-year lock-up (subject to limited exceptions) that ended October 10, 
2021; 
 

● were convertible into ordinary shares of ABI on a one-for-one basis after the end of this 
five-year lock-up period; 
 

● rank equally with ordinary shares of ABI with regards to dividends and voting rights; and 
● have director nomination rights with respect to ABI. 

 
 
 
As of this writing, shares of ABI are trading at €52.60, which implies the stake is worth ~$10.3bn. This 
translates into $5.37/share of Altria’s stock, which again is trading at $43. So ABI alone is worth 12.5% of 
the current market value of Altria, and it’s arguably depressed against its true value. 
 
 



 
 

I’m not super familiar with the alcohol industry, but it’s interesting to see why ABI has fallen so much since 
2015. First off, ABI took on nearly $100bn in debt to buy SABMiller, which put so much pressure on its 
balance sheet that it had to cut its dividend by 50% from $4.07/share in 2017 to $2.05/share in 2018. ABI 
then cut its dividend from $2/share to $1/share, and then due to Coronavirus uncertainty they retroactively 
cut the final 2019 dividend payout in April of 2020 to $0.50/share, with the entirety of their 2020 dividend 
suspended. 

As you can see, this series of events (plus the surge in microbrewed beer at the expense of the traditional 
brands that ABI sells) has pressured the equity value of ABI for the last 4 years. They’ve traded down 
massively from their ~€120 high a few years ago. Pre-Coronavirus, the market was valuing ABI at closer to 
€80, which would equate to a $9.50 contribution to Altria’s price.   

 

 

Cronos 

Cronos Group is a cannabinoid company, with subsidiaries in Canada, Germany, Australia, Israel and the 
US. The business is headquartered in Canada and trades on the Toronto exchange under the ticker CRON. 
It also did a partial IPO of its Australian subsidiary on the ASX exchange under the CAU ticker.  

According to their annual report, here are their main brands and products.  
 
 
 



 

In March of 2019, Altria closed on a $1.8bn investment in Cronos. This equated to a 45% economic and 
voting interest, plus a warrant to acquire an additional 10% equity interest. The Altria investment shored up 
Cronos’ balance sheet with almost $2bn in cash, allowing Cronos to make acquisitions and partnerships, 
and to focus on developing infrastructure and R&D.  

Let’s take a step back for a minute and think about the rationale behind this deal.  

The rationale for Altria wanting to get into the Cannabis market is very reasonable. Cannabis usage is very 
high when you look at the umbrella of products that are cannabinoids.  Of course the obvious one is 
Marijuana. The “World Drug Report” states that there are more than 200m marijuana users worldwide 
(which honestly seems low, I wouldn’t be surprised if the actual number is higher than that reported 
figure). As the push to make marijuana legal gains steam, the market will likely evolve to look very similar 
to the cigarette market (i.e. highly regulated, limits on advertising, lots of legal and regulatory paperwork to 
fill, etc). Marijuana is already seeing a shift towards legalization in many states in the US and Canada, and 
as that shift occurs, Altria will just plug Cronos product into its existing legal and distribution network, use 
its economies of scale and vertical integration to cut costs, and take a dominant market share position in 
a fast growing market.  

But, the reality is we don’t need to focus on the far out future of legalized marijuana for Cronos to be a 
successful investment for Altria. There are plenty of already legal or semi-legal cannabinoid uses, such as 
CBD and Hemp, which are gaining traction as we speak and have blossomed into pretty large markets on 
their own. CBD alone is on track to be a $20bn industry within the next 5 years according to this article in 
Forbes.  

Here is a fairly concise breakdown of the current state-of-play in the US from Cantechletter 

“While many individual states have legalized cannabis in either medical or 
recreational form, the United States still considers it a Schedule 1 prohibited drug 
at the federal level. On the CBD side, the US removed hemp-derived products 
from Schedule 1 status but the ground remains unclear for CBD topical and 
ingested products which are still in a legal grey area, despite the fact that 
companies have already sprung into action in the production and distribution of 
CBD products, ostensibly on the assumption that the US FDA will soon make a 
ruling in favour of CBD sales.” 

https://www.forbes.com/sites/irisdorbian/2019/05/20/cbd-market-could-reach-20-billion-by-2024-says-new-study/#2bae60849d05
https://www.forbes.com/sites/irisdorbian/2019/05/20/cbd-market-could-reach-20-billion-by-2024-says-new-study/#2bae60849d05
https://www.cantechletter.com/2020/05/cronos-group-can-dominate-the-american-cbd-market-raymond-james/


Cronos (no doubt with guidance from Altria’s legal team) has decided for now that due to the murky legal 
area that CBD products inhabit at the moment in the US, it’s not worth it to jump in and get sued by the 
FDA. In the meantime, Cronos is investing heavily in an asset-light, R&D focused strategy where they work 
to see what types of products will gain traction in particular markets, and then use that feedback loop to 
refine their product mix and then eventually push those products through existing Altria sales channels. 
Altria has given Cronos enough money so that once the legal issues are cleared up, Cronos can pounce 
and flood the market with its goods and with heavy marketing campaigns. This is a proven strategy for 
consumer brands, and I’d recommend reading case studies about companies like Monster Beverage to 
see how they used the customer feedback loop and massive marketing spend in order to grow top-line at 
very high rates for long periods of time.  

While they wait, Cronos’s core business selling cannabinoid products outside the US is growing quite 
nicely, sales have grown from $416k in 2016 to $23m in 2019, and with Altria’s cash infusion Cronos has 
plowed tons of money into marketing and R&D. Below I pulled some of the relevant financial info from 
their 1Q20 report reviewing their last few years so you can see how things are progressing.  

 

It’s worth noting that gross margins on the business are ~50%, which are attractive and in-line with Altria’s 
core business. Of course operating earnings are going to be very depressed as Cronos continues on an 
accelerated growth path, but I don’t think it’s unreasonable to predict that Cronos could be a market share 
leader in the Cannabis industry by leveraging Altria’s investments. I especially think the deciding factor will 
be Altria’s vast knowledge of managing regulatory hurdles, its marketing knowledge, and ability to fund 
Cronos at a rate that will be unmatched by peers (who are more self-funded).  

 

 

 



Additionally, here is updated financial info from their 3Q20 filings  

 

 
 
If we assume that legal Cannabis becomes a ~$20bn market in the next 10 years, and that Cronos gets 
even a 20% market share, that would equate to $4bn in sales, $2bn in gross profits, and perhaps 20% 
operating margins (R&D and Marketing likely to remain elevated for some time). This would equate to 
$800m of annual earnings contribution on a $1.8bn investment. It’s worth mentioning that although lots of 
people think Altria “overpaid” for Cronos, $1.8bn is a drop in the bucket for Altria. It equates to a mere 17% 
of one year’s worth of operating income. I think that’s a very reasonable investment for something that has
the growth prospects of Cannabis. In a worst case scenario it is worth zero. If you did a typical DCF and 
erased 17% of one year’s cash flow, would the intrinsic value change much? Not really. It’s the same 
situation here. I think of Cronos as a long-dated call option that could potentially be lucrative and help 
Altria return to organic growth. 

 

 
 
JUUL 



Before we get into JUUL specifically, let’s talk about Vaping in general. One of the reasons Altria stock has 
sold off is because Vaping has increasingly taken market share from traditional cigarettes, accelerating 
cigarette volume declines. The basics of vaping are that you buy a vape device for ~$50, and then you buy 
“pods” of vaping liquid that are basically just nicotine and flavoring. Because there are fewer “added” 
chemicals (many of you will recall all the anti-smoking commercials listing dozens of harmful chemicals 
that are added to traditional cigarettes), vaping is considered much healthier than cigarettes, but still gives 
users the nicotine “high”. It’s worth noting that a JUUL pod costs ~$4 (pack of 4 is $16), and each pod 
contains 0.7mL of nicotine, which is the same as 20 cigarettes (1 pack). So if you get a JUUL pod for $4, 
and compare that to a pack of cigarettes at $5.50 – 12.00, that’s quite the savings. So the combination of 
lower cost as well as lower health risk makes it quite attractive for consumers. It also has the benefit of 
being more discrete. The “smoke” exhaled from a vape is mostly water vapor, meaning you can technically 
vape indoors or in “non-smoking” areas. Given the extensive ban on smoking in public places it’s yet 
another benefit for vape consumers.  

Given that backdrop, it’s understandable that cigarette companies would try to get in on the vaping trend, 
and that’s why almost every traditional cigarette company also has a vaping brand. Altria had their 
MarkTen brand, Philip Morris International (which used to be part of Altria but is now a separate company) 
has stated that their goal is to be the number 1 seller of vapes worldwide through the sale of their IQOS 
brand, Vuse (owned by RJ Reynolds) had 10% of the vape market share and then British American 
Tobacco purchased RJ Reynolds. So all the big players are moving to vaping. 

Altria had its own vaping product, called MarkTen, that had a respectable market share of around 11% on 
its own. However JUUL was by far the market share leader, and while Altria claimed that JUUL’s market 
share was 30% when they purchased it, some sources indicate that JUUL was garnering 75% of all forward 
sales share, which means they were likely growing their already dominant market share at a very fast rate. 

With that context, it’s not really surprising that Altria moved to buy JUUL. JUUL absolutely dominated the 
vape market in the US (which is Altria’s home market). We know that Altria is likely only interested in 
companies that can dominate the market share (just as their other brands currently do), so it absolutely 
makes sense that they would target JUUL. As part of the agreement, Altria agreed to exit its own MarkTen 
brand, which is an important point that we’ll get to in a minute. 

The issue most investors likely had with JUUL is the price that Altria paid. In December of 2018 it was 
announced that Altria made a $12.8bn investment to own 35% of JUUL. This valued JUUL at $35bn, or 
roughly 10x 2019 sales (A Bloomberg article said that JUUL expected revenues of $3.4bn in 2019, which 
represented 3x year-over-year increase). 
 
 
 

Two things then happened which affected the value of JUUL:  

The first is that the FDA moved to ban flavoring for vapes. JUUL is most famous for flavoring its nicotine 
pods with flavors such as Mango and Fruit Medley, and it’s a big reason why they have gained so much 
market share, especially amongst younger consumers. However, this flavoring aspect is one of the chief 
reasons why JUUL has been criticized as purposefully targeting minors. If you go to the US JUUL website 
now, you can only find “tobacco” flavored pods.  



The second thing that happened (in tandem with the first point) is that thousands of people were getting 
sick, or in some cases dying, from vape use. Over 2000 people ended up being hospitalized and dozens 
eventually died from lung-injuries related to vaping. The medical term for the sickness was “EVALI” or 
“e-cigarette or vaping use-associated lung injury”. There was a lot of negative media surrounding vaping, 
especially JUUL, due to the emergence of this condition especially as most of the patients were under 40 
years old. However, upon further investigation it seemed that the primary culprit in EVALI was Vitamin E 
Acetate, an agent found primarily in THC-infused bootleg pods.These are vaping pods that contain THC, 
which is the active ingredient in marijuana, and JUUL obviously doesn’t sell THC products, nor does it use 
Vitamin E Acetate in its nicotine pods. Nevertheless, the science right now is inconclusive and as a result 
JUUL is the target of hundreds of lawsuits.  

It’s worth noting that the 300% sales increase for JUUL in 2019 happened despite these two very negative 
news items. So, even with the flavor ban and the vaping injuries, JUUL is growing very fast, and so it’s not 
a stretch to see how perhaps paying 10x sales is justified, especially if you believe that 15-20 years from 
now almost all existing smokers will have converted to vaping as well as any “new” smokers that will have 
become consumers over that time period.  

But let’s get back to JUUL’s valuation. Altria had to take two sequential write downs totalling over $8bn on 
JUUL as the lawsuits emerged and it was clear that JUUL would be tied up in litigation for years to come 
(Altria estimates the JUUL legal proceedings will take 2-3 years). Let’s take a look at what the filings say 
regarding JUUL.  

First here is the actual language from a filing posted last year 

Effective January 28, 2020: 

● Altria will continue to provide regulatory affairs support for JUUL’s pursuit of its pre-market 
tobacco applications (PMTA) and/or its modified risk tobacco products authorization (MRTP) 
and will discontinue all other services by the end of the first quarter of 2020; 

● Altria has the option to be released from its non-compete obligation (i) in the event JUUL is 
prohibited by federal law from selling e-vapor products in the U.S. for a continuous period of 
at least 12 months (subject to tolling of this period in certain circumstances) or (ii) if the 
carrying value of Altria’s investment in JUUL is not more than 10% of its initial carrying value 
of $12.8 billion; 

● Altria and JUUL agreed that for a period of one year they will not pursue any litigation against 
each other in connection with any conduct that occurred prior to the date of such agreement, 
with statutes of limitation being tolled during the one-year period; and 

● with respect to certain litigation in which Altria and JUUL are both defendants against 
third-party plaintiffs, Altria will not pursue any claims against JUUL for indemnification or 
reimbursement except for any non-contractual claims for contribution or indemnity where a 
judgment has been entered against Altria and JUUL. 

Upon Share Conversion, JUUL will: 

● restructure JUUL’s current seven-member Board of Directors to a nine-member board to 
include independent board members. The new structure will include: (i) three independent 
directors (one of whom will be designated by Altria and two of whom will be designated by 



JUUL stockholders other than Altria) unanimously certified as independent by a nominating 
committee, which will include at least one Altria designee, (ii) two directors designated by 
Altria, (iii) three directors designated by JUUL stockholders other than Altria, and (iv) the JUUL 
Chief Executive Officer; and 

● create a Litigation Oversight Committee, which will include two Altria designated directors 
(one of whom will chair the Litigation Oversight Committee) that will have oversight authority 
and review of litigation management for matters in which JUUL and Altria are co-defendants 
and have or reasonably could have a written joint defense agreement in effect between them. 
Subject to certain limitations, the Litigation Oversight Committee will recommend to JUUL 
changes to outside counsel and litigation strategy by majority vote, with disagreements by 
JUUL’s management being resolved 

So there are a couple of things going on here. The first is that Altria is going to help JUUL fight its legal 
battles (for now), and it will assist JUUL in getting its Pre-Market Tobacco Application filled out. The 
second is that JUUL and Altria have agreed not to sue each other for at least a year. And the third is that 
Altria can re-enter the vape market with their own product if JUUL is banned for 12-months or more or if 
the asset is impaired below $1.2bn.  

In my mind, all of these are a positive outcome for Altria 

1. If Altria helps JUUL win its legal battles, it will likely continue to be a market share leader in 
vaping, and Altria would likely recoup its investment over the next 20 years. 

2. If JUUL gets banned or fails, Altria can go back to selling its own brand of MarkTen e-cigs 
(or a new product to fill its place) and likely gain much of the market share that JUUL ends 
up ceding.  

3. If Altria ends up suing JUUL (unlikely but possible), Altria could end up receiving a modest 
cash settlement 

It’s worth taking a look at how Altria is valuing JUUL right now, and how they came up with the $8bn of 
write downs. If you look through the 10-K, you’ll see that Altria discounted JUUL cash flows by 19.5 – 23% 
to determine their impairment. Additionally, Altria is estimating -0.5 – 0% perpetual growth. Those are 
some very bearish assumptions, and I find it surprising that JUUL is still worth $4bn under those fairly 
draconian assumptions. To me that indicates that the unit economics of JUUL are probably very good, and 
that Altria is still likely to make some money after JUUL escapes its regulatory/legal purgatory. 
 
 

Recently JUUL itself took a $1bn writedown and laid off a lot of staff due to the ongoing Coronavirus 
impact. So JUUL is in a tough spot at the moment, but I do think it will recover and become a modest 
tailwind to earnings by 2025. In the meantime, there is one angle which I haven’t mentioned yet, and that is 
that Altria has the exclusive US distribution rights to IQOS, which is sister company Phillip Morris’s 
heat-not-burn tobacco brand.  

This is an important nuance, but “heat-not-burn” tobacco is basically a close analog to vaping. It heats real 
tobacco up to a specific temperature which allows the nicotine to be released into the consumers lungs, 
but it doesn’t burn the tobacco, which means there is no smoke or ash. This is also considered a healthier 
alternative to traditional cigarettes, much like vaping, but is not exactly the same thing. In 2019, IQOS 



shipments increased 44% to nearly 60bn units, and IQOS is estimated to have 13.6m active users 
excluding the US, or 5% of the global ex-US market share for cigarette alternatives. Of those 13.6m users, 
more than 9m were ex-smokers who wanted a healthier alternative. Altria launched IQOS in the US in 
October of 2019, but COVID has caused them to pull back on distribution for the time being. However, I 
think that while JUUL is under pressure Altria will aggressively push IQOS to its customer base.  

The thesis on Altria doesn’t necessarily rely on a return to volume growth in order for the stock to work, 
but can you think about what would happen to Altria’s multiple if it suddenly became a growth story rather 
than just a dividend story?  

Additional reinvestment in MarkTen or IQOS is likely to be very minimal and will probably easily be covered 
by current capex spend. The unit economics are likely to be very good for both those products, especially 
IQOS since Altria has no development costs associated with the product, it’s merely a distributor. So this 
could be a high return, but more importantly organically growing business.  

There are multiple ways to win for Altria. It’s clear that the US is moving away from cigarettes, and Altria is 
well positioned to capitalize on that through not just JUUL (assuming that works out), but also IQOS, 
chewing tobacco, and nicotine patches.  

Capital Deployment and Valuation 

Typically, capital deployment at Altria is simple, they pay 80% of their earnings out as a dividend, and use 
the rest on share repurchases. The new CEO has reiterated this goal, but there are a few complicating 
factors: 

1. The debt they incurred for JUUL 
2. The uncertainty from COVID 
3. The suspension of the ABI dividend 

 
 
 
Let’s tackle the debt issues since that is the most significant. As stated earlier, Altria paid $12.8bn for its 
JUUL stake, and they funded that mostly through raising debt. Their net debt before the transaction was 
roughly $12.6bn, so it ballooned to $25bn as a result of JUUL. Here is what their debt schedule looks like.  



 

As for points 2 and 3, Altria suspended their initial 2020 dividends due to COVID fallout, particularly 
because ABI suspended its own dividend and therefore lent some uncertainty to Altria’s free cash flow 
generation that year. That was a temporary factor, however, as altria reinstated them almost immediately. 
Back in the last recession, Altria’s dividend fell from $3.32/share in 2007 to $1.68/share, but that was not 
really a “cut”, it was due to the spin-off of Philip Morris. If I assume 3% overall revenue declines (which 
basically implies that Altria cannot raise prices fast enough to offset volume declines), zero dividend from 
ABI in 2021, $50m of additional COVID related cash costs, and $1bn of debt repayments, Altria is still 
capable of generating $6.2bn worth of dividend payments, equating to $3.44/share of dividends compared 
to $3.28/share in 2019. ] 

 

Reasonable Dividend Yield Valuation 

The first, and most simple method, would be to talk about what the stock “should” yield relative to peers. 
Altria paid a $3.28 dividend in 2019, which at the current price of ~$43 is an 7.6% yield. Let’s just assume 
the dividend remains flat in 2021 (which is bearish, the dividend has reliably grown at about 8% per year 
for 10 years). Where else can you get that kind of yield? Defense stocks, which are down bad right now, 
are typically yielding about 2%. If Altria yielded 2%, the stock would be worth $164, which would be a 310% 
gain from today’s price, not including the actual dividends themselves. But that’s an unfair comparison 
because Defense stocks have great topline prospects, whereas Altria doesn’t really, at least not in the near 
term.  

Another way to look at it is to compare Altria’s current yield to its historical yield. Here is the average 
annual dividend yield from 4Q2019 Altria going back to 2000, so this covers 2 full business cycles. 



 

If Altria traded at its 20 year average yield, the stock would be worth $65, or 40% upside from the current 
price. If it traded at the “recession average” yield (basically 2002, 2008-2010) it would be 13% higher than 
the current price. In a worst case scenario (2008), the stock could trade down to $30, or 31% downside 
from here. Remember though that in 2008, Altria’s dividend came down 50% as result of the Philip Morris 
spin-off, which skews the yield calculation.  

The takeaway here is the market is certainly pricing in “recession’ type scenarios for Altria, and that’s 
probably fair given the overall covid-19 economic circumstances, but in the past Altria has re-rated to a 
more normalized to around a 4-5% yield with a year or two, so anyone with patience is likely to benefit in 
some multiple expansion in the years to come.  

 

Cash Flow Analysis 

At $43, Altria shares are trading at a 9.5x P/E and a 9.7% Free Cash Flow ("FCF") Yield (normalized); the 
Dividend Yield is 7.85% ($3.44): 
 
 
 
 



 

 

Management views dividends as the primary way to return capital to shareholders, and reiterated the 

target payout ratio of 80%. 

 

 

Altria will be resuming share buybacks, with a new $2bn (worth 1.3% of the current market capitalization.) 
program authorized for the next 18 months. 

 

 

 

Management stated Altria traditionally has $1bn of FCF each year after CapEx and dividends, and expects 
to allocate this on their usual capital allocation framework, implying further buybacks to come.  

 

 

 

 

Altria Valuation & Cashflows (2016-20) 

 

Source: Altria company filings. 



 

The prospects of further buybacks is also helped by Net Debt / EBITDA having fallen to 2.2x, from a peak 
of 2.6x at Q2 2019 after the completion of Altria's investment into Juul. With shares at ~$43, I expect an 
exit price of $63.81 and, with an 8.1% Dividend Yield, a total return of 88% (20% annualized) by 2024: 

 

 
Downside Analysis 
But how much risk am I taking? Let’s say vapes are regulated out of existence (so JUUL and Altria’s 
in-house brand both go to zero), Marijuana/CBD never gain acceptance outside of Canada (Cronos 
becomes inconsequential to earnings), and that cigarette volumes continue to decline and in fact the 
volume decline outpaces price hikes, so you get net 2% revenue declines in the smokeable products 
category every year for the next 10 years. Oral Tobacco and Wine grow at just 1% per year (which is far 
below current growth trends for both those segments). For the ABI stake, I’m assuming that dividends are 
$1.24/share ($244m) in 2021 and that it grows slowly to $3 share by 2030 (that is in line with the max 
dividend that ABI ever paid).  
 
If all MO can do is pay down debt, buy back shares and pay a dividend, what would that look like in the 
model? Overall this would mean aggregate revenues decline from $25bn today to $23.5bn by 2030, but I 
still think shares could generate ~$5 to $5.50 of FCF, and assigning a 10x multiple to those numbers 
(which is the same as the currently depressed 10x multiple, meaning the valuation doesn’t increase for the 
next 10 years), means you still get a $50-55 stock, which is a 2% annual return over the next 10 years.  
 
More importantly, over that time frame you would have collected ~$40 in dividends, which completely 
covers your per share cost basis and improves your annualized return to 8.5%. 
 

Illustrative Altria Return Forecasts 

 



 
Obviously that’s not the most mind-blowing return, but the point is I don’t actually think we’ll see a 
permanent loss of capital here. Altria will still be generating more than enough cash flow to pay down its 
debts, pay out a hefty dividend, and still repurchase shares. The market is currently not pricing in any 
positive developments for Altria. If literally anything gets better (vape approval, legalization of marijuana, 
rebound in ABI beer consumption, better than average pricing for cigarettes, etc), the shares should re-rate 
higher.  
 
 

Conclusion 
 
Altria is one of my largest positions in my portfolio at a 20% weighting, and I’m thinking about boosting it a 
bit further in the coming week or so. I’m planning on reinvesting the dividends to boost compounding at 
the currently discounted price. I know cigarettes are unethical, but there’s no such thing as ethical wealth.  
 
 
Peace out, 
YD 

 
TLDR:  Thought like shit boyyy I spent too much time on this for you to skim it.  
 

 

 

 


