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Altria Group’s 2019 first quarter results revealed a decline in combustibles sales, continuing the
trend seen in 2018. Results for the e-vapour category also slowed, which the company blames
on efforts to prevent youth access and appeal.

Falling sales of combustibles have caused the company to focus on things like pricing to shore
up short-term stock prices, though it has maintained that it is well set up for the long term with
the US commercialisation rights for IQOS and recent investments in companies such as Juul and
Cronos.

Altria said it expects market authorisation for IQOS some time this year, based on “recent
comments from leadership at the Center for Tobacco Products”. The company maintains an
agreement for “commercialisation rights” to Philip Morris International (PMI)’s IQOS in the US.

Altria’s net revenues fell by 7.9% to $5.6bn in Q1 2019 primarily due to lower net revenues in the
smokeable products sector. Overall the company recorded $159m profit before tax in the
quarter.

Altria’s general estimates for combustibles through 2023 forecast a persistent annual volume
decline for the industry in the US of about 4-5%. So far, this seems roughly accurate. Based on
figures for a 12-month period to the end of March, Altria’s figures show a decline by about 4.5%.

Perhaps the most controversial business move of last year occurred when Altria invested
$12.8bn for a 35% stake in Juul Labs.

Figures presented by Altria suggested that the e-vapour category had sequential quarterly
growth of only about 3% for the first quarter of 2019, compared to about 9% for the fourth
quarter of 2018.
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Juul continues its international expansion. It is now available in nine countries outside the US:
Canada, France, Germany, Israel, Italy, Russia, Switzerland, the UK, and Spain, where it was most
recently launched.

Bluetooth-enabled Juul

Altria said Juul is preparing to test several products in limited international markets this year,
including a “Bluetooth-enabled device testing a variety of features including user-level access
restrictions”.

Accusations of youth appeal continue to dog Juul, particularly in the US, where it has been
accused by former US Food and Drug Administration (FDA) commissioner Scott Gottlieb, among
many others, for not taking youth use seriously.

Altria has since publicly supported raising the legal purchasing age in the US from 18 to 21.
Figures presented with the financial results suggest that 38% of the US population now lives
with a legal purchasing age of 21, and there was brief mention of the call of a “bipartisan bill” at
the federal level. That bill, when it is introduced to the legislature, will be sponsored by Senate
majority leader Mitch McConnell.

“Altria strongly supports raising the legal age of purchase for all tobacco products, including e-
vapor, to 21. This is the most effective action to reverse rising underage e-vapor usage rates.
Now is the time to move to 21 and we welcome Senator McConnell’s leadership on this
important issue,” the company said.

Altria also invested $1.8bn for a 45% share in Cronos Group, a big Canadian cannabis producer,
last year.

British American Tobacco (BAT) also held its annual general meeting last week. Executives
stressed the multi-category approach of the company and said its 2018 results demonstrate that
it is in “good shape.” They also conceded that while the reduced-risk product category saw
growth, the bulk of BAT’s business remains in the combustibles trade, and will do so for some
time.

Lowered expectations

“In the combustible category, our overall market share increased 40 basis points, powered by
the strong performance of our Strategic Portfolio, which grew volume by 4.8%,” executives said.

ECigIntelligence reported a few months ago that BAT had lowered its expectations of revenue
from the heat-not-burn (HnB) category. Nevertheless, executives reported last week that
reduced-risk products had nearly doubled revenues in vapour and tobacco heating products.
Vapour revenues increased by 26%, while revenues from HnB products grew in revenue by over
180%, executives said.
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Last year saw BAT launch several of these products in markets around the world, including Vype
ePen3 and Vuse Alto in the US, which likely helps to explain the growth.

“These are early stages in our PRRP [potentially reduced risk products] journey, and as
technology and innovation increasingly play a role in our business, our product pipeline will
continue to expand. In 2018 we filed 130 patents and expect that number to nearly double this
year,” BAT chairman Richard Burrows said.

This was the first meeting with new CEO Jack Bowles, who took over in early April from Nicandro
Durante.

“Jack’s track record of success across many regions within the company equips him to write the
next chapter in BAT’s history, which will be focused on combustible value growth, a step change
in new categories,” Burrows said.

 

What This Means: According to executives for Altria, who presented the results on a conference
call on Thursday morning, these results are as expected, meaning that the 2019 plan is “on
track”, and that Altria remains “best positioned among our peers for long-term growth and
leadership across a variety of future scenarios.” Clearly, in the face of declining combustible
sales, the bet for Altria is on its long-term investments like Juul, Cronos, and the marketing
agreement for IQOS. For its part, BAT seems to recognize this shift as well, and is continuing to
make moves into non-combustibles.

– Daniel Mollenkamp ECigIntelligence staff

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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