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The 2018 results from the Altria Group, announced this week, revealed a slump in sales of
combustibles. For continued growth, the company is now turning its attention to alternative
sectors such as cannabis and Juul, and is working to build anticipation for the launch of IQOS in
the US.

The fourth-quarter and yearly results were the first figures Altria has released since it
announced its deal with Juul. The firm has yet to acquire anti-trust approval for the deal, in
which it took about 35% equity in Juul.

The American manufacturer’s net revenue for the fourth quarter was “essentially unchanged” (at
about $6.1bn). Revenue for 2018 overall was $25.3bn, which is 0.8% more than 2017’s revenue.

For the “all other” category, which includes vapour, net revenue for 2018 was up about 31% to
$114m, according to figures provided by Altria.

The future is not in combustibles

However, sales of combustibles were down. In 2018, they were down by 4.5%, which is a further
.5% from 2017’s 4% volume decline. And 2019 is expected to see a volume decline of 3.5-5%,
Altria said.

Altria is not alone in experiencing declining tobacco sales. Philip Morris International (PMI)
shipped 164.3bn cigarettes globally in the first quarter of 2018, which is 5.3% fewer cigarettes
than in the same period of 2017.

It seems that Altria’s future will be all about Juul, Cronos, and IQOS.
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“Altria enters 2019 with an evolved business platform that includes our strong core tobacco
businesses and new strategic investments with tremendous potential for growth,” said Altria
CEO and Chairman Howard Willard.

Investments with “tremendous potential”

Those investments “with tremendous potential” must surely include Juul, Cronos and IQOS, in
which Altria has made serious investments, having taken a loan of $14.6bn from JP Chase
Morgan investment bank.

Altria’s Juul investment came at a price of $12.8bn; the company says it is also still “excited
about the prospects of heat not burn”. On that score, Altria revealed that it has already hired
people for IQOS “pre-launch activities”.

Global estimates made by Altria for Cronos ranged from $40bn to $250bn by 2028. Cronos is a
Canadian cannabinoid company in which Altria took a 45% equity (purchased for about $1.8bn).
That agreement, as emphasised by Altria, has a warrant that would allow Altria to take another
10% equity for approximately $1bn. It awaits approval of the deal from Canadian authorities.

Youth tobacco uptake was also a felt presence in the report. Materials from Altria stressed the
actions taken by Juul to curb youth appeal, including the restriction of flavours shipping,
restricting the use of social media advertising, and age verification enhancements.

Altria also stressed its “unprecedented efforts” to raise the minimum legal purchasing age to 21
at the “federal and/or state level” in the US.

What This Means: Altria’s general estimates for combustibles through 2023 indicate a
persistent annual volume decline for the combustibles industry in the US of about 4-5%.

The future of Altria lies outside combustibles and the company has sunk billions into
investments in “other” categories such as vapour and cannabis.

It is banking on the returns for these investments sustaining the company’s growth in the near
future. Meanwhile, Altria remains poised to take advantage of the IQOS launch in the US, should
the product receive federal approval soon.

Some of the disappointing vapour returns are probably linked to Altria killing off its vapour
brands MarkTen and Green Smoke in response to the US Food and Drug Administration’s (FDA)
comments about youth uptake. In the long run, since those products had failed to capture a
large share of the US market, investment into Juul will probably more than make up for that loss.

– Daniel Mollenkamp ECigIntelligence staff
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ECigIntelligence does not provide legal, strategic or investment advice. Tamarind Media Limited,
the publisher of ECigIntelligence, does not accept any liability or responsibility for information or
views published.
Please see this page for a detailed description of our methodology.
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