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Philip Morris International (PM) 11/3/2025 

Consumer Staples – Tobacco Company Stock Rating: Buy 
Investment Thesis Price Target: $195  

We rate Philip Morris International (PM) a Buy with a $195 target price, 
implying 35% upside. Our DCF and DDM valuations are indicators of PM’s 
growing Zyn Brand, innovation in smoke-free alternatives positioning it to 
capture sustained growth with consumers, and the margin expansion driven 
by operating leverage, cost synergies, and a recurring razor-and-blade 
revenue model.   
 

Drivers of Thesis 

• Leadership in Smoke-Free Transition: PM’s Smoke Free Products 
(SFP) are projected to grow at a 12.8% CAGR through 2029, lifting smoke-
free revenue to over 50% of total sales by decade’s end. Continuous 
innovation and investment into R&D position these brands as the pinnacle 
of smokeless nicotine alternatives. 

• Razor-and-Blade Business Model Expands Margins: IQOS devices and 
its associated Terea sticks create a high-frequency, repeat-purchase 
ecosystem. As device penetration rises, consumable volume scales at 
higher incremental margins when compared to combustible tobacco, 
driving EBITDA margin expansion. 

• ZYN Expansion in the US and International Rollout: The Zyn brand has 
seen exponential growth with third quarter US shipment volume increasing 
by 37% YoY, while Q1 shipments saw 79.7% YoY US volume growth. With 
PM’s global supply chain and Swedish Match integration complete, ZYN 
has meaningful expansion into the growing international markets. 

 

Risks to Thesis 

• Regulatory and Taxation Pressure: Governments continue to tighten 
nicotine regulations and raise excise taxes, directly eroding margins and 
slowing category growth. Potential flavor bans or nicotine-content limits 
could materially impact IQOS and ZYN demand. 

• Cannibalization: While IQOS conversion increases lifetime customer 
value, it also cannibalizes cigarette sales, accelerating decline in PM’s 
legacy business. 

• Declining Industry Demand: Global adult smoking prevalence has 
dropped from 1 in 3 adults (2000) to 1 in 5 (2020), limiting long-term volume 
potential and pressuring valuation multiples relative to non-tobacco 
consumer peers. 

Henry Fund DCF $210 

Henry Fund DDM $190 

Relative Multiple $165 

HF % Upside 35% 

Price Data  

Current Price $144.60 

Date of Price 11/3/2025 

52wk Range $116.12 – 186.69 

Consensus Price Target $189 

Consensus % Upside 31% 

Key Statistics  

Market Cap (B) 225.09 

Diluted Shares Out. (M) 1554 

Institutional Ownership 81.77% 

Beta 0.39 

Dividend Yield 4.07% 

LT Growth Rate 11.2% 

[PM] vs. SPY & Industry ETF 

 

Earnings / EBITDA Estimates Price Performance 
Year 2022 2023 2024 2025e 2026e 2027e 

 

HF EPS - - - 6.56 7.18 7.88 
% Growth - - - 45% 9% 10% 
Street EPS 5.82 5.02 4.53 7.54 8.36 9.18 
% Growth 0% -14% -10% 66% 30% 34% 
HF EBITDA - - - 16811 18021 19252 
% Growth - - - 11% 7% 7% 
Street EBITDA 13323 13619 15189 17390 19235 20949 
% Growth -5% 2% 12% 14% 11% 9% 

Balance Sheet / Cash Flow Snapshot 
Net Debt 39916 44849 41479 40423 36514 32140 
Debt/Equity -6.83 -5.07 -4.63 -6.64 -12.65 -216.3 
FCF 5238 4125 11552 9793 12763 13257 
CFO 10803 9204 12217 10522 13656 14407 

Profitability PM vs. Peer Group – Sales Growth 
HF EBITDA 13323 13619 15189 16811 18021 19252 Year 2025e 2026e 2027e 
Gross Margin 67% 66% 67% 68% 68% 68% PM 7.1% 7.2% 6.8% 
Net Margin 30% 24% 20% 27% 27% 28% BTI 5.5% 3.5% 3.0% 
ROA 16% 13% 12% 16% 15% 15% MO -1.6% -0.1% -0.1% 
ROE -151% -88% -76% -156% -375% 823% IMBBY 1.9% 20.6% 2.0% 
ROIC 114% 61% 47% 58% 57% 61% UVV 7.2% 2.2% 1.0% 
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Figure #1: Revenue by Product Line ($) 

 
Source: PM 10K 
 
 
 

Figure #2: Revenue by Product Line (%) 

 
Source: PM 10K 

 
 
 
Figure #3: Revenue by Geography 

 
Source: PM 10K 

 
 
 
 

Company Description 

Philip Morris International (PM) is a leading global tobacco and 
nicotine company headquartered in Stamford, Connecticut, 
operating in over 180 markets with a current market capitalization 
of approximately $225 billion. Spun off from Altria in 2008, PM has 
transformed from a traditional cigarette manufacturer into the 
world’s largest producer of smoke-free nicotine products, 
spearheading the industry’s transition toward reduced-risk 
consumption. The company’s vision, “Delivering a Smoke-Free 
Future,” underscores its commitment to replacing cigarettes with 
scientifically substantiated alternatives for adult smokers. 

PM’s product portfolio is anchored by its IQOS heated tobacco 
platform and ZYN oral nicotine pouches, acquired through the 
2022 purchase of Swedish Match for $16 billion. IQOS has grown 
to over 33 million adult users worldwide, while ZYN leads the U.S. 
oral nicotine pouch market with roughly 70% retail share, making 
PM the clear global leader in smoke-free products. Traditional 
cigarette brands, including Marlboro, Parliament, L&M, and 
Chesterfield, remain integral to the business, generating stable 
cash flows that fund continued innovation and geographic 
expansion. 

In FY2024, PM generated approximately $37.9 billion in net 
revenue, derived 62% from combustible tobacco and 38% from 
smoke-free products such as IQOS, HEETS, TEREA, VEEV, and 
ZYN. Smoke-free products have achieved a five-year revenue 
CAGR of 20.7%, with a forecasted five-year CAGR of 12.8%. 
Meanwhile combustible sales have remained relatively stable due 
to strong pricing power and regional market share gains despite 
declining global smoking prevalence. 

Compared to peers such as British American Tobacco (BTI), 
Imperial Brands (IMBBY), and Altria (MO), PM maintains the 
highest proportion of total revenue from non-combustibles, 
providing a durable competitive advantage as consumer 
preferences and regulatory frameworks increasingly favor 
reduced-risk products. PM’s innovation-driven culture, scientific 
credibility, and early leadership in smoke-free technology position 
it as the clear front-runner in the nicotine industry’s structural 
transformation.  

 

Combustible Tobacco 

 

Combustible tobacco remains an important contributor to PM’s 
cash flow generation despite operating in a structurally declining 
category. This segment remains the company’s largest revenue 
contributor, accounting for approximately 62% of FY 2024 net 
sales. The products in this category include Marlboro, Parliament, 
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Figure #4: Revenue by Segment 

 
Source: PM 10K 
 

Figure #5: Cigarette volume growth (%) 

 
Source: PM 10K 
 

Figure #6: Cigarette Revenue Growth 

 
Source: PM 10K 
 

Figure #7: Revenue by Geography 

 
Source: PM 10K 

Bond Street, Chesterfield, and several regional brands that 
collectively provide stable revenue supported by strong brand 
equity and consistent pricing power. Global smoking prevalence 
continues to decline, and our forecasted combustible volume 
reflects this trend with annual decreases of ~1-2%, with a total 
combustible tobacco revenue 5-year CAGR of just 0.85%. These 
declines are consistent with long term industry patterns, the impact 
of smoke free cannibalization, and PM’s own strategic pivot toward 
reduced risk products. 

While unit volumes continue to fall, pricing remains a key driver of 
segment performance. PM has historically offset low single digit 
volume declines with high single digit pricing increases in several 
markets, and this dynamic supports positive revenue growth in the 
first three years of our forecast period before the segment begins 
to contract. PM’s geographic mix also contributes to relative 
stability as the company maintains strong competitive positions in 
regions with resilient demand such as Southeast Asia and Eastern 
Europe. The ability to take price without significant share loss 
reflects the strength of Marlboro and PM’s portfolio strategy 
focused on premium and mid-tier positioning. 

Over the long term the combustible segment is expected to decline 
in both volume and revenue as smoke free adoption accelerates. 
However, the combustible business continues to produce 
meaningful cash flow that helps fund PM’s investment in IQOS, 
ZYN, and broader smoke free innovation. The stability of this 
segment during the transition period remains important for 
sustaining capital returns and supporting the company’s financial 
flexibility as smoke free products expand to a larger share of 
consolidated revenue. 

 

Smoke-Free Products 

 
 
Smoke free products are the foundation of PM’s long term growth 
strategy and continue to represent the most important driver of the 
company’s structural transformation. These products accounted for 
approximately 38% of FY2024 net revenue, up from 18% five 
years earlier, reflecting one of the most significant mix shifts in the 
global nicotine industry. Over the last five years, smoke free 
revenue has grown at a 20.7% CAGR, driven by rapid adoption of 
IQOS, expansion of the ILUMA platform, and accelerating demand 
for ZYN in the United States. Our forecast projects that smoke free 
revenue will compound at 12.8% annually over the next five years 
and exceed 50% of PM’s consolidated revenue by the end of the 
decade as reduced risk preferences continue to strengthen across 
key markets. 
 
IQOS remains the world’s most widely adopted heated tobacco 
system, with the global adult user base surpassing 33 million in 
2024. ILUMA, the newest generation device, has expanded to 
more than 70 markets and relies exclusively on TEREA 
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Figure #8: 2024 SFP Volume Growth 

 
Source: PM 10K 

 
 
 
Figure #9: Segment Revenue Forecast 

 
Source: PM 10K 

 
 
 
Figure #10: International Market Share  

 
Source: PM 10K 

 
 
 
 

consumables, which use an internal heating coil and self-contained 
tobacco stick that eliminates residue. This design materially raises 
the technological barrier to generic substitution and reinforces 
PM’s pricing power within the ecosystem. TEREA volumes have 
grown significantly since ILUMA’s launch and are expected to 
increase at a low-teens rate annually as device penetration 
continues to grow across Europe, Japan, and the Middle East. The 
shift toward TEREA also supports PM’s margin trajectory given the 
higher profitability of ILUMA consumables relative to earlier 
generation HEETS. 
 
ZYN is PM’s fastest growing smoke free brand and a key 
contributor to the segment’s performance. The United States oral 
nicotine category remains in a high growth phase, and ZYN leads 
the market with approximately 70% retail share. Shipment volumes 
increased 37% year over year in Q3 and 79.7% year over year in 
Q1, demonstrating exceptional unit momentum and broad 
consumer adoption. The $16 billion acquisition of Swedish Match 
has fully integrated ZYN into PM’s global supply chain, enabling 
low-cost expansion into international markets where oral nicotine 
pouches are still underpenetrated. As regulatory frameworks 
mature and distribution widens, ZYN has a multi-year opportunity 
to scale in Europe, Latin America, and select Asian markets, 
complementing IQOS adoption and diversifying PM’s smoke free 
growth profile. 
 
Overall, PM’s smoke free portfolio is positioned to drive the 
majority of revenue and earnings growth over the next decade. 
Historical adoption trends, expanding device penetration, favorable 
mix shifts, and the recurring nature of TEREA and ZYN 
consumable volumes reinforce the strength of the transition. With 
smoke free products already representing 38% of revenue and 
outgrowing the combustible segment by a double digit rate, PM 
enters the next stage of its strategy from a position of leadership 
and scale unmatched in the global nicotine industry. 
 

Cost Structure Analysis 

Philip Morris International maintains one of the most efficient and 
stable cost structures within the global consumer staples sector. 
Historically, cost of goods sold has averaged 30–33% of revenue, 
underscoring the company’s lean manufacturing base, pricing 
discipline, and ability to navigate excise tax volatility. This 
efficiency reflects PM’s global scale and localized production 
model, which minimizes logistics costs and currency exposure 
while preserving strong margins across both combustible and 
smoke-free products. 

In FY2024, PM reported a gross margin of 67.32%, driven by the 
accelerating mix shift toward high-margin smoke-free products and 
ongoing manufacturing efficiencies. Selling, general, and 
administrative expenses have remained consistently low, 
averaging 23–25% of revenue, a testament to disciplined cost 
management amid higher marketing and innovation spending. We 
forecast SG&A to remain stable in the 24–25% range through 
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Figure #11: Cost Structure Analysis  

 
Source: PM 10K 

 
 
 
Figure #12: Forecasted Market Growth 

 
Source: researchandmarkets.com 
 
 
 

Figure #13: Old IQOS System w/ Heets 

 
Source: VapourCore 
 
 

2029, as scale benefits from the Swedish Match integration and 
digitalized distribution offset reinvestment in product development 
and market expansion. 

PM’s efficiency is further reinforced by its globally diversified 
manufacturing footprint, which provides cost flexibility and 
resilience to regional regulatory or supply disruptions. As smoke-
free products scale, we project operating margins to expand 100–
150 basis points by 2029, supported by automation, fixed-cost 
leverage, and a growing share of consumable sales with 
structurally higher profitability. 

Capital expenditures have also trended upward as PM invests in 
new manufacturing capabilities for ILUMA consumables and ZYN 
production. Capex has averaged between 3% - 5% of net revenue 
over the past several years, with FY2024 coming in near 4%. Our 
forecast assumes a continuation of this trend, reflecting steady 
investment to support the scale expansion of smoke free products 
and meet increasing regulatory documentation requirements in 
international markets. 

Overall, PM’s cost structure demonstrates exceptional balance 
between efficiency and reinvestment. With a gross margin above 
67% and SG&A firmly contained below 25% of sales, the company 
is positioned to sustain robust operating profitability while funding 
continued innovation, geographic expansion, and shareholder 
returns as it advances toward a fully smoke-free portfolio. 

 

Competitive Differentiation & Advantage 

 
PM maintains one of the strongest competitive positions in the 
global nicotine industry due to its combination of brand equity, 
technological leadership, manufacturing scale, and early 
investment in smoke free products. Marlboro remains the most 
valuable cigarette brand worldwide and continues to command 
strong pricing power in both developed and emerging markets. 
This brand strength has historically supported PM’s ability to offset 
declining volumes with price increases, which remains critical 
during the company’s transition period. 
 
The most significant competitive advantage lies in PM’s leadership 
in reduced-risk products. IQOS was the first heated-tobacco 
system to achieve widespread international adoption, supported by 
more than a decade of clinical and toxicological research. PM’s 
scientific testing shows that IQOS aerosol contains approximately 
95% fewer harmful chemicals compared to the smoke of a 
traditional cigarette. This data has been central to regulatory 
approvals and provides a meaningful point of differentiation for 
adult smokers seeking alternatives. The ILUMA device and TEREA 
consumables reinforce PM’s technological edge through 
proprietary heating engineering that prevents generic compatibility. 
With more than 33 million adult IQOS users and commercialization 
in over 70 markets, PM possesses a scale advantage that 
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Figure #14: New Iluma w/ Terea Tech 

 
Source: VapourCore 

 
 
 
Figure #15: 2024 Competitors Revenue  

 
Source: Factset 

 
 
 
Figure #16: Debt Maturity Analysis 

Fiscal 
Year 

Coupon 
(%) 

Payment 
($m) 

2025 3.06 3404 
2026 1.92 5000 
2027 3.125 6451 
2028 3.125 2777 
2029 3.11 4324 
2030-2034 
2035-2039 
Thereafter 

2.18 
3.14 
4.74 

15656 
3327 
5050 

Total 2.94 45989 
Source: PM 10-K 

 
 
 

competitors cannot replicate without substantial investment and 
multiyear lead times. 
 
ZYN further strengthens PM’s competitive positioning in the 
fastest-growing nicotine category. The brand’s approximately 70% 
retail share in the United States creates formidable barriers to 
entry for competitors, especially as ZYN’s cultural visibility and 
rewards-based engagement strategy help reinforce consumer 
loyalty. The Swedish Match acquisition provided PM with best-in-
class oral nicotine manufacturing capabilities, and the integration 
of global distribution enables expansion into international markets 
where the pouch category remains underpenetrated. This positions 
PM to capture disproportionate share as the global oral nicotine 
market evolves. 
 
PM’s scientific infrastructure and regulatory engagement 
capabilities also differentiate the company within an industry facing 
increasing scrutiny. The company has invested heavily in clinical 
testing, product validation, and harm reduction research to support 
regulatory submissions and communicate product science to 
authorities. This credibility has facilitated IQOS market 
authorization in key regions and continues to support expansion 
into new markets. Few competitors have the scale or resources to 
match PM’s scientific investment, which enhances the company’s 
long-term competitive moat. 
 
Collectively, these advantages give PM a unique position as the 
only major global tobacco company with a rapidly scaling, market-
leading reduced-risk portfolio. The combination of first-mover 
advantage, recurring-consumable economics, brand loyalty, and 
technological barriers supports durable long-term cash-flow 
generation as PM transitions away from combustibles and into 
higher-margin smoke-free categories. 
 

Debt Maturity Analysis 

 
Philip Morris International carries a relatively high level of leverage 
following its 2022 acquisition of Swedish Match, which was largely 
financed with debt. As of FY2024, total debt stood at $45.7 billion 
against $4.2 billion in cash, leaving net debt of roughly $41.5 
billion. The company is rated A2 by Moody’s and A- by S&P, 
placing it in the medium investment-grade category. While this 
rating affirms the firm’s strong cash-flow generation and 
predictable earnings, the balance sheet remains stretched relative 
to peers. PM’s Net Debt-to-EBITDA ratio of 2.73× is elevated 
relative to management’s long-term target range (2.0–2.5×), 
reflecting elevated borrowing that has yet to be fully worked down 
post-acquisition. 
 
PM’s long-term debt maturity schedule is well staggered, though 
upcoming obligations remain significant with $46 billion in 
payments. The company’s average coupon rate is 2.94%, and with 
interest coverage of 11.73×, it maintains ample capacity to meet 
interest obligations from operations. PM generates over $10 billion 
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Figure #17: Debt from Acquisition 

 
Source: PM 10K 

 
 
 
Figure #18: Comparative ESG Scores 

 
Source: S&P Global 

 
 
 
Figure #19: SFP Transition Progress (m) 

 
Source: Philip Morris International 

 
 

in annual free cash flow, which should comfortably cover near-term 
maturities; however, the firm will likely refinance a portion of this 
debt to preserve liquidity and extend duration rather than pursue 
aggressive deleveraging. 
 
A notable concern is PM’s negative shareholders’ equity position, 
which results from years of large share repurchases, accumulated 
currency translation losses, and pension adjustments—rather than 
from operational weakness. This accounting deficit indicates that 
liabilities exceed assets on paper, yet it does not impair liquidity or 
cash-flow generation. Still, it limits balance-sheet flexibility and 
underscores PM’s reliance on steady free-cash-flow generation 
and continued access to credit markets. 
 
In our view, PM’s debt is elevated but manageable. Strong, 
recurring operating cash flow and stable margins offset concerns 
surrounding leverage and negative equity, while the firm’s 
investment-grade ratings provide continued access to low-cost 
capital. Nonetheless, management’s ability to gradually deleverage 
over the next three to five years will be critical to maintaining 
financial resilience, particularly if interest rates remain higher for 
longer or smoke-free adoption slows. Overall, while the balance 
sheet warrants monitoring, PM’s robust cash generation and 
durable business model mitigate solvency risk and support its 
ongoing dividend and investment commitments. 
 

ESG Analysis 

Philip Morris International’s sustainability strategy is centered on its 
long-term vision to deliver a smoke-free future, backed by over 
$10.5 billion in R&D investments since 2008 to develop, 
scientifically substantiate, and commercialize reduced-risk 
products. Despite operating within one of the world’s most 
controversial industries, PM has achieved best-in-class ESG 
recognition, distinguishing itself among global consumer staples 
peers for transparency and disclosure. As of 2025, PM received an 
ESG score of 74 from S&P Global, ranking first among tobacco 
peers; a “Medium” risk rating of 25.54 from Morningstar; and a 
total ESG risk score of 17.5 from Yahoo Finance (Environmental 
4.1, Social 9.9, Governance 3.5). The company was included for 
the first time in the Dow Jones Sustainability World Index in 2023, 
marking a major milestone in its transformation narrative, and its 
ISS ESG rating was upgraded to “Prime” status, making PM the 
only tobacco company to reach that classification. 
 
From an environmental standpoint, PM has demonstrated 
measurable progress in operational sustainability. According to its 
2024 Integrated Report, 61% of factories are now carbon-neutral, 
and the company achieved a Triple-A rating from CDP for both 
Climate and Forests for three consecutive years. PM sources 
100% of its pulp, paper, and board from verified no-deforestation 
suppliers, and its IQOS ILUMA product line carries Environmental 
Product Declarations (EPDs) to quantify life-cycle emissions. The 
company aims for carbon neutrality in direct operations by 2030, 
supported by renewable energy adoption and efficient 
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Figure #20: PM ESG Comparison Table 

S&P CSA 73/100 

ISS ESG C+ (Prime) 

MSCI BBB 

Sustainalytics 
26.6 (Medium 
Risk) 

CDP A / A / A- 
Source: PM Sustainability Report 

 
 
 
 
Figure #21: Morningstar ESG Ratings 

 
Source: Morningstar Sustainalytics 

 
 
 
 
Figure #22: CO2 Emissons 

 
Source: PM Sustainability Report 
 
 
 
 
 
 

manufacturing. However, Scope 3 emissions remain a key 
challenge, tied to agricultural inputs, logistics, and downstream use 
of products. While environmental improvements strengthen PM’s 
ESG credibility, the company still faces criticism for the 
unavoidable externalities of nicotine production and consumption. 
 
The social dimension of PM’s ESG profile remains the most 
complex. The company has made measurable advances in human 
rights and responsible sourcing — reporting 99% of contracted 
farmers earning a living income and child labor rates of just 0.01%, 
no longer considered systemic. Youth access prevention programs 
now cover over 99% of global shipment volume, and the company 
has completed 10 human-rights impact assessments since 2018. 
Yet, PM’s expansion into wellness and healthcare through its 
Vectura Group and Fertin Pharma acquisitions sparked significant 
controversy. Critics viewed the ownership of an asthma inhaler 
manufacturer by a tobacco company as a conflict of interest 
undermining its public health claims. This move was widely 
regarded as ethically inconsistent with PM’s smoke-free 
transformation narrative. The firm has since divested Vectura (in 
2024), partially resolving investor concern, but the episode 
underscores the reputational risks of repositioning within health-
related industries. PM’s continued development of the Aspeya 
wellness platform under the Fertin business aims to diversify into 
“seamless health experiences,” though investor confidence in this 
pivot remains tentative. 
 
From a governance perspective, PM ranks among the strongest in 
its peer group. Its board maintains a majority of independent 
directors, and executive compensation is explicitly linked to ESG 
and smoke-free product performance, with sustainability metrics 
representing 30% of long-term equity awards. The company’s 
Sustainability Index achieved an 89% score in 2024, exceeding 
internal targets and reinforcing accountability. PM’s ESG 
disclosures have earned repeated recognition from WBCSD’s 
Reporting Matters and inclusion in the Bloomberg Gender Equality 
Index. Still, the company’s negative shareholders’ equity and 
elevated leverage (Net Debt/EBITDA: 3.01×) raise some long-term 
balance sheet and governance concerns, particularly in 
maintaining capital flexibility amid continued investment in 
transformation and shareholder distributions. 
 
A broader evaluation of PM’s ESG profile requires acknowledging 
the tension between its operational achievements and the inherent 
nature of its business. The company has made measurable 
progress in reducing its environmental footprint, improving supply-
chain conditions, and strengthening governance, yet these 
advancements do not erase the fact that PM’s core products 
remain addictive and ultimately harmful. ESG frameworks tend to 
reward transparency, disclosure quality, and emissions reductions, 
which allows PM to score higher than peers such as BTI and 
IMBBY, but these models often underweight the societal and 
health-related externalities tied directly to nicotine use. PM’s ESG 
initiatives reflect a genuine transformation, but the business still 
depends on creating lifetime customers in a category built around 
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Figure #23: Recent Development  

 
Source: Yahoo Finance 
 
 
 
 
 
 
 
 
 
 
Figure #24: Recent Development  

 
Source: Yahoo Finance 
 
 
 
 
 
 
 
 
 
 
 

dependence. As a result, PM’s ESG ratings should be interpreted 
with caution, recognizing both the credibility of its operational 
improvements and the unavoidable ethical contradictions of the 
industry in which it operates. 
 

Recent Developments 

Recent Earnings Announcement 

Philip Morris International (PM) delivered a strong third-quarter 
performance on October 21, 2025, exceeding both revenue and 
earnings expectations. The company reported adjusted diluted 
EPS of $2.24, surpassing consensus estimates of $2.09, 
representing a 7.2% beat. Revenue also outperformed, 
reaching $10.8 billion versus the expected $10.63 billion, 
supported by continued momentum in PM’s smoke-free product 
portfolio. Gross margin expanded 170 basis points to 67.9%, and 
operating income margin improved 60 basis points to 43.1%. 
These results were primarily driven by stronger-than-expected 
smoke-free performance, with ZYN shipment volume increasing 
37% year-over-year and ILUMA continuing to scale across new 
markets 

Despite the earnings beat, shares fell 0.76% in pre-market trading, 
likely reflecting investor caution surrounding global macro 
pressures and tariff risks. However, underlying fundamentals 
remain solid, with organic net revenue growth of 5.9% for the 
quarter and 7.5% year-to-date, consistent with PM’s long-term 
transformation strategy. 

Management reiterated its optimism for 2025, guiding for 1% total 
shipment growth, 12–14% smoke-free volume growth, 6–8% 
organic net revenue growth, and 10–11.5% operating income 
growth, with EPS expected to rise 12–13.5% on a currency-neutral 
basis. These targets reflect confidence in continued adoption of 
IQOS and ZYN and expansion across key international markets. 

Our model forecasts ~7.1% organic revenue growth for FY2025, 
aligning with management’s mid-point guidance but applying a 
conservative assumption for U.S. ZYN margin compression due to 
potential tariff-related cost pressure.  

Overall, the quarter reinforced PM’s strength in navigating 
regulatory and macroeconomic headwinds. The company 
continues to execute effectively on its smoke-free transformation, 
leveraging strong brand loyalty, scale efficiencies, and pricing 
discipline to maintain profitability even amid global volatility. This 
performance further validates our Buy rating and $195 target price 
(35% upside), supported by resilient fundamentals and a growing 
share of revenue from reduced-risk products. 

 

Industry Trends 
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Figure #25: Global Decline in Smoking 

 
Source: International Smoking Statistics 
 
 
 
 
 
 
 
 
Figure #26: Tobacco Use by Age Group 

 
Source: World Health Organization 
 
 
 
 
 
 
 
 
 
 

The global tobacco industry, valued at approximately $1 trillion, is 
undergoing a profound structural transformation. Although the total 
market continues to grow modestly at a 2.5% compound annual 
rate, this expansion is driven almost entirely by the rapid adoption 
of smoke-free nicotine products rather than traditional combustible 
tobacco. Global cigarette demand is in secular decline as public 
health awareness, rising excise taxes, and strict advertising bans 
reshape consumer behavior. 
 
This divergence between categories reflects a major shift in 
consumption patterns—from traditional tobacco combustion to 
reduced-risk, technology-enabled delivery systems such as heated 
tobacco, vapor, and oral nicotine pouches. Consumers 
increasingly perceive these alternatives as cleaner, more socially 
acceptable, and less harmful, prompting the fastest behavioral shift 
in the industry’s modern history. 
 
While combustible volumes will continue to contract, pricing power, 
brand loyalty, and premiumization are likely to support near-term 
revenue stability. For Philip Morris International (PM), we forecast 
combustible volumes to decline by approximately 1–2% annually 
through 2029, partially offset by selective pricing growth in Europe 
and persistent smoking culture in emerging regions such as 
Southeast Asia, the Commonwealth of Independent States (CIS), 
and the Middle East & Africa (MEA). 
 
Ultimately, the long-term outlook for the global tobacco industry is 
defined by substitution rather than expansion—as the growth of 
smoke-free alternatives outpaces the decline in cigarettes. 
Companies that successfully lead this transformation stand to 
capture sustainable growth and margin expansion, while legacy 
players reliant on combustibles face accelerating volume and 
regulatory headwinds 
 

Regulatory Shifts 

Regulation remains the single most powerful force shaping the 
global nicotine industry. Governments worldwide are pursuing 
increasingly aggressive public-health agendas aimed at curbing 
smoking prevalence, raising excise taxes, and tightening 
packaging and marketing restrictions. The World Health 
Organization’s Framework Convention on Tobacco Control (FCTC) 
continues to drive policy alignment across member nations, 
pushing the industry toward greater accountability and product 
disclosure. 
 
While regulation constrains the combustible category, it has also 
catalyzed innovation in smoke-free products, particularly in 
markets where governments acknowledge the potential for harm 
reduction. The U.S. FDA’s authorization of IQOS and General 
Snus as “Modified Risk Tobacco Products (MRTPs)” represents a 
watershed moment, validating the scientific substantiation of 
reduced-risk technologies. Several European and Asian markets 
have since adopted similar frameworks, enabling the legal sale 



 11 

 
 
 
 
Figure #27: Rising Tobacco Regulations 

 
Source: Canadian Cancer Society 
 
 
 
 
 
 
 
 
Figure #28: MO Revenue History 

 
Source: Factset 
 
 
 
 
 

and taxation of heated-tobacco products as distinct from 
combustible cigarettes. 
 
Nonetheless, policy fragmentation and uncertainty remain 
significant risks. Many jurisdictions continue to debate flavor bans, 
nicotine-strength caps, and excise harmonization that could narrow 
the economic gap between combustibles and reduced-risk 
products. Additionally, youth-access regulations and advertising 
restrictions are tightening across both traditional and emerging 
markets. 
 
Regulatory pressure is most concentrated in the United States and 
Europe, where policymakers are considering the strictest 
limitations on nicotine-containing products. In the US, FDA reviews 
of flavored products, state-level bans, and ongoing discussions 
surrounding nicotine caps pose meaningful risk to ZYN’s growth 
trajectory and the scalability of oral nicotine more broadly. 
Meanwhile, several European markets are weighing reductions in 
allowable nicotine content, expanded flavor restrictions, and tighter 
authorization pathways for heated-tobacco systems. These regions 
represent PM’s highest-value smoke-free markets, meaning 
restrictive policy changes could slow adoption rates or elevate 
compliance costs. 
 
Over the long term, we expect regulation to accelerate the global 
transition to smoke-free alternatives, favoring companies with 
robust scientific evidence and regulatory relationships. Firms 
lacking validated reduced-risk portfolios will face declining market 
share and compressed margins. As the global leader in MRTP-
certified products, PM is positioned to benefit disproportionately 
from this shift, though continued regulatory vigilance and 
transparent harm-reduction reporting will be essential to sustaining 
credibility with policymakers and investors alike. 

 

Markets and Competition 

[PM]’s Peer Group 

Philip Morris International’s (PM) key competitors are other global 
tobacco manufacturers that dominate the international nicotine 
market through brand scale, pricing power, and emerging smoke-
free portfolios. We defined the peer set to include Altria Group 
(MO), British American Tobacco (BTI), Imperial Brands (IMBBY), 
and Universal Corporation (UVV)—firms with comparable size, 
operating margins, and exposure to the transition from traditional 
cigarettes to reduced-risk products. 

The global tobacco industry remains highly consolidated, with 
these players controlling most global nicotine profits. Each firm 
competes across pricing, product innovation, regulatory agility, and 
distribution scale. The market is mature but evolving—
combustibles are in structural decline while smoke-free 
alternatives (heated tobacco, vapor, and oral nicotine) drive 
growth. The industry’s profitability is stable but unevenly 
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Figure #29: Altria Dividend History 

 
Source: Altria Group  
 
 
 
 
 
 
Figure #30: BTI Revenue History 

 
Source: Factset 
 
 
 
 
 
 
 
 

distributed, depending on each company’s ability to adapt to 
regulation and reallocate capital toward smoke-free innovation. 

 
 
 
Altria Group (MO) 
Altria remains the dominant player in the U.S. tobacco market, 
supported by Marlboro’s more than 40% share of domestic 
cigarette volumes and a portfolio that is almost entirely 
concentrated in the United States. This geographic concentration 
shields the company from foreign exchange volatility but exposes it 
heavily to U.S. regulatory and litigation risk, particularly as the FDA 
considers tighter rules on nicotine content, flavors, and youth 
access oversight. Altria competes with PM primarily in the oral 
nicotine segment through its on! pouches, which directly overlap 
with ZYN following PM’s acquisition of Swedish Match. 

Operationally, Altria continues to generate strong financial 
performance, maintaining some of the highest margins in global 
tobacco. Operating margins exceed 55%, driven by aggressive 
pricing power and disciplined cost management, although revenue 
growth remains limited because U.S. cigarette volumes decline at 
a faster pace than in most international markets. Altria’s 
dependence on combustibles, which still account for more than 
85% of revenue, creates a structural challenge as the U.S. market 
transitions toward alternative nicotine formats. While the company 
has expanded its smoke free portfolio, its exposure remains 
significantly smaller than PM’s, where smoke free products 
account for more than one third of total revenue and continue to 
grow at double digit rates. 

From a strategic standpoint, PM’s competitive advantage stems 
from its international diversification and earlier, more substantial 
investment in reduced risk technologies. IQOS is FDA authorized 
in the United States and represents the most credible long term 
threat to Altria’s dominant position in premium cigarettes. IQOS 
ILUMA’s device sophistication, TEREA consumables, and broader 
scientific substantiation create a differentiated value proposition 
that Altria cannot match with its current product pipeline. On the 
oral nicotine side, ZYN’s market leadership, which is approximately 
70% of U.S. retail share, places pressure on on!, which continues 
to grow but lacks the momentum, cultural visibility, and 
international scalability of ZYN. 

 

British American Tobacco (BTI) 

British American Tobacco is one of PM’s closest global peers, 
competing directly across most major international markets. The 
company’s portfolio includes Dunhill, Lucky Strike, Vuse in vapor, 
and Velo in oral nicotine, giving it meaningful exposure across all 
major nicotine formats. BTI’s New Categories segment, which 
represents its version of reduced risk products, accounts for 
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Figure #31: IMBBY Revenue History 

 
Source: Factset  
 
 
 
 
 
 
Figure #32: UVV Revenue History 

 
Source: Factset  
 
 
 
 
 
 
 
 
 
 

approximately 18% of revenue. This remains well below PM’s 
smoke free revenue share of 38%. 

Although BTI is often viewed as PM’s most comparable competitor 
in terms of global scale, its financial profile differs in several 
important ways. BTI maintains the highest gross margins in the 
industry at approximately 83%, but its operating performance is 
weighed down by slower adoption of reduced risk products and 
weaker scientific validation in heated tobacco. BTI competes with 
PM in multiple categories, including heated tobacco through its glo 
platform, vapor through Vuse, and oral nicotine through Velo. 
However, glo continues to lag IQOS in both device sophistication 
and consumer conversion, and Velo has not achieved the same 
level of market momentum or cultural visibility as ZYN. 

BTI’s slower transition pace reflects strategic and regulatory 
challenges. The company has struggled to secure the same level 
of regulatory traction as PM in key markets, particularly in heated 
tobacco where IQOS holds a meaningful first mover advantage 
supported by extensive scientific substantiation. Vuse remains a 
strong competitor in certain vapor markets, but the category’s 
regulatory uncertainty and slower global adoption reduce its long 
term visibility relative to heated tobacco and oral nicotine. As PM 
continues to scale IQOS ILUMA and expand ZYN internationally, 
BTI risks falling further behind in categories that are driving the 
structural shift of the industry. 

While BTI remains a credible global competitor with strong cash 
flow and leading historical brand equity, its reduced risk portfolio is 
less advanced, and its innovation cycle trails PM. 

 

Imperial Brands (IMBBY) 

Imperial Brands is a smaller global competitor with a concentrated 
footprint in Europe, the United Kingdom, and select emerging 
markets. Its portfolio includes Davidoff, Gauloises, JPS, and the 
blu vapor brand, although its reduced risk presence remains 
limited compared to PM and BTI. Imperial’s Next Generation 
Products segment accounts for less than 10% of total revenue, 
leaving the company heavily dependent on combustibles at a time 
when global cigarette demand continues to contract. Imperial’s 
revenue has steadily declined since 2021 as the shrinking 
cigarette market, combined with limited reduced risk innovation, 
has weighed on both volume and share performance in several 
core geographies. 

While Imperial maintains solid profitability supported by pricing 
strength and strict cost control, its lack of a competitive reduced 
risk product pipeline limits its growth prospects relative to peers. 
The company scaled back development spending on reduced risk 
offerings in recent years to prioritize cash flow and dividends, 
which has resulted in slower innovation cycles and weaker 
regulatory engagement. Unlike PM, which is rapidly expanding 
IQOS ILUMA and ZYN across international markets, Imperial does 
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Figure #33: Tariff Rates 

 
Source: US International Trade Commission 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure #34: CPI Inflation Report 

 
Source: US BLS 

 
 

not meaningfully participate in the heated tobacco category and 
continues to lose relevance in vapor as Vuse and other 
competitors outpace blu. 

 

Universal Corporation (UVV) 

Universal Corporation operates as a global leaf-tobacco supplier 
rather than a branded consumer manufacturer, making it a unique 
peer within the comparison set. The company provides raw 
tobacco to major manufacturers, including PM, BTI, and Imperial 
Brands, giving it exposure to agricultural supply trends rather than 
end-market consumer dynamics. Universal’s revenue is driven 
primarily by tobacco crop volumes, commodity prices, supply-chain 
contracts, and regional production cycles, resulting in more volatile 
earnings than branded manufacturers. 

Because Universal does not participate directly in the reduced-risk 
product category, it lacks the structural growth opportunity 
available to PM through IQOS, TEREA, and ZYN. Its business 
model is tied to the long-term decline of global combustible 
volumes, and while the company maintains strong relationships 
with growers and stable long-term contracts, it does not benefit 
from the margin expansion or recurring consumable economics 
that underpin PM’s transition story. As PM increases its smoke-
free mix and reduces reliance on leaf tobacco, Universal’s 
strategic relevance is likely to diminish over time. 

 

Economic Outlook 

Tariffs 

The reemergence of tariff volatility under the Trump administration 
has introduced renewed uncertainty into global trade policy, 
particularly between the United States and the European Union. 
For Philip Morris International (PM), these developments carry 
targeted but meaningful implications for its rapidly growing ZYN 
nicotine pouch business, which is produced primarily in the United 
States and Switzerland. Because of this transatlantic supply 
linkage, ZYN is directly exposed to potential tariff escalation or 
trade disputes between the two regions. 
 
Should tariffs be reimposed on EU-manufactured goods or 
components, PM could face margin compression on ZYN due to 
higher input and logistics costs. The company’s ability to offset 
such pressures through pricing would be limited, given intensifying 
competition in the oral nicotine category and the growing presence 
of lower-cost private-label alternatives. This makes U.S.–EU trade 
policy under a renewed Trump administration a material risk to 
short-term profitability, even as PM’s broader operations remain 
geographically diversified. 
 
That said, PM’s core international footprint, with over 88% of its 
revenues generated outside the U.S. and most production serving 
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Figure #35: Fed Rate Cuts 

 
Source: Federal Reserve Bank of NY 
 
 
 
 
 
 
 
 
 
 
 
Figure #36: Revenue Chart 

 
Source: PM 10K 
 
 
 
 
 

local or regional markets, largely insulates the rest of the business 
from direct tariff exposure. The firm’s localized supply-chain model 
mitigates customs costs, reduces shipping volatility, and protects 
operating margins in its combustible and heated-tobacco 
segments. Nevertheless, we expect heightened trade-policy 
uncertainty to weigh modestly on U.S. smoke-free margins, 
warranting close monitoring of tariff developments through 2025. 
 

Interest Rates and Inflation 

The U.S. Federal Reserve has shifted decisively toward monetary 
easing over the past year, implementing several rate cuts to 
support a slowing economy. The most recent cut last Friday 
brought the federal funds rate to a range of 3.75–4.00%, with 
markets pricing in at least one additional cut before year-end. 
However, the Fed’s ability to calibrate policy effectively has been 
undermined by the ongoing government shutdown, which has 
restricted access to key economic data on inflation, employment, 
and consumer spending. 
 
This lack of visibility leaves policymakers “flying blind” in balancing 
the Fed’s dual mandate of price stability and maximum 
employment. Persistent tariff-driven inflation, especially from 
renewed trade frictions with China and the European Union, adds 
complexity to the outlook. With sticky import costs and softening 
labor conditions, the risk of stagflation (sluggish growth paired with 
elevated prices) is rising into 2026. 
 
For Philip Morris International (PM), the macro implications are 
nuanced. A period of stagflation would likely pressure U.S. 
consumer demand and the dollar, yet PM’s global diversification 
and foreign-currency revenue base largely mitigate these risks. 
Again, over 88% of PM’s revenue is generated outside the U.S., 
meaning a weaker dollar would actually benefit reported earnings 
through favorable translation effects. Moreover, PM’s products, 
particularly cigarettes and smoke-free nicotine, display inelastic 
demand, allowing the company to maintain pricing power even in 
higher-cost environments. 
 
We expect one additional Fed rate cut before year-end 2025, 
which should slightly ease borrowing costs and support PM’s free-
cash-flow generation and debt servicing. However, sustained 
policy uncertainty, sticky inflation, or a potential stagflationary 
backdrop could increase exchange-rate volatility and indirectly 
affect input costs, particularly for U.S.-produced products such as 
ZYN. Overall, PM remains well-positioned to withstand monetary-
policy turbulence, wit 
 

Valuation 

Revenue Assumptions 

Our revenue forecast reflects a strong multi year ramp in smoke 
free products alongside disciplined pricing in combustibles. Total 

revenue increases 7% in 2025, consistent with management’s 

organic growth guidance, and compounds at a five year CAGR 
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Figure #37: Cost Chart 

 
Source: PM 10K 
 
 
 
 
 
 
 
Figure #38: CapEx Chart 

 
Source: PM 10K 
 
 
 
 
 
 
 

of 5.9%. Smoke free revenue grows at 12.8% driven by IQOS 
ILUMA expansion and accelerating ZYN adoption in the United 
States and initial international rollouts. Combustible revenue 
remains stable in the near term as pricing offsets planned volume 
declines that accelerate from -1% to -2% through 2029. The 
revenue mix shifts materially over the forecast horizon, with smoke 
free products approaching a majority share of total sales. 
 

Cost Assumptions 

Cost assumptions are derived from historical trends and our 
analysis of segment level margin progression. Net Profit Margin is 

modeled at 26.72% in 2025 and gradually increases to 29.03% as 

the higher margin smoke free mix expands. SG&A is forecast 
at 24.88% of revenue in 2025 and remains relatively stable due to 
ongoing commercial investments offset by scale efficiencies from 
the Swedish Match integration. Operating margins expand steadily 
as IQOS consumables and ZYN pouches rise as a share of 
revenue, consistent with PM’s long term strategy to increase the 
contribution of high incremental margin products. 
 

CapEx Assumptions 

PM does not provide explicit CapEx guidance, so the model uses a 
rate consistent with recent historical spending. Capital 
expenditures are set at 4% of revenue throughout the forecast 
horizon. This level supports device innovation, manufacturing scale 
up for ZYN, and capacity expansion for ILUMA consumables. 
CapEx intensity remains modest relative to cash flow generation 
and declines as a percentage of revenue over time as smoke free 
infrastructure matures. 
 

WACC Calculation 

The weighted average cost of capital is sourced directly from our 
WACC worksheet and reflects PM’s stable cash flow profile and 
investment grade balance sheet. The risk-free rate is 4.17%, the 
equity risk premium is 5% and the levered beta is 0.39 The cost of 
equity is 6.12% based on the capital asset pricing model. The 
after-tax cost of debt is 4.83% derived from PM’s weighted 
average coupon and statutory tax rate. The resulting WACC used 
in the DCF is 5.71%. 
 

DCF/EP 

The DCF incorporates revenue, margin, and CapEx assumptions 
described above. Free cash flow expands steadily as the smoke 
free mix increases and operating margins improve. Terminal 

growth is set at 2% to reflect the long term maturation of reduced 

risk categories. Under these assumptions, the model produces an 
intrinsic value of $209.64 supported by the durability of 
consumable driven cash flows and PM’s leadership in alternative 
nicotine categories. 
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Figure #39: Football Field  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure #40: Henry Fund vs. The Street 
 

Estimates 

 2025e 

 Rev EPS EBITDA 

HF 40577 6.56 16811 
Street 40672 7.54 17390 

% Diff. 0.2%  13.9% 3.4% 

 
Estimates 

 2026e 

 Rev EPS EBITDA 

HF 43497 7.18 18021 
Street 43801 8.36 19235 

% Diff. 0.7% 15.2% 6.5% 

 
 

Estimates 

 2027e 

 Rev EPS EBITDA 

HF 46468 7.88 19252 
Street 46666 9.18 20949 

% Diff. 0.4% 15.2% 8.4% 

 
 

The first part of our relative valuation uses PM’s direct tobacco 
peers including Altria, British American Tobacco, Imperial Brands, 
and Universal Corporation. This group trades at lower forward 
valuation multiples because of heavier reliance on combustibles 
and slower adoption of reduced risk products. The peer average 
forward price to earnings of 11.51, gives an implied PM valuation 
of $74.54 per share when applied to PM’s forward estimates. PM 
screens at a premium to the group, which is justified by its higher 
smoke free mix, stronger margin profile, and superior long term 
growth outlook. 

We also compare PM with large consumer staples companies that 
share similar scale, brand strength, and cash flow durability. These 
companies trade at higher forward valuation multiples than the 
tobacco group. Applying their average price to earnings of 24.59, 
gives PM a forward implied valuation of $165 per share. This 
reflects the potential for PM to rerate over time as smoke free 
products become a larger share of revenue. 

Both frameworks provide useful reference points. The tobacco 
peer set anchors the downside based on legacy category 
characteristics, while the consumer staples set captures the 
potential for multiple expansion as PM transitions toward a higher 
quality, smoke free revenue base.  

 

Henry Fund vs. The Street 

Henry Fund estimates differ from Street consensus primarily due to 
our more conservative margin and financing assumptions, not from 
differences in revenue expectations. While the Street is modeling a 
rapid expansion in operating margins driven by aggressive smoke-
free product scaling—particularly IQOS ILUMA and ZYN—we 
assume a more measured pace of profitability improvement based 
on PMI’s historical tendency to overestimate margin uplift and the 
continued promotional intensity required in the U.S. nicotine-pouch 
market. Additionally, we forecast higher interest expense due to 
PMI’s elevated long-term debt balance and expected refinancing in 
a higher-rate environment, whereas Street estimates appear to 
assume faster deleveraging and lower borrowing costs. We also 
incorporate a more realistic outlook for combustible volume 
declines and regional margin drag in the Americas, which 
consensus seems to underweight. As a result, despite nearly 
identical revenue forecasts, our EBITDA and EPS projections are 
lower, reflecting a more risk-adjusted and historically grounded 
view of PMI’s cost structure, debt burden, and margin trajectory. 
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