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Enforcement activity to pick up 
 

BAT reported a sequentially stronger set of results. 2Q18 earnings 

rose by 14.5% qoq, predominantly on higher volume sales while 

margins improved amidst normalised growth in the VFM segment, as 

well as materialised cost-down initiatives. Overall, the results were 

within our expectations but fell short of the market’s. We instead turn 

our attention to the Customs director-general’s recent comments on 

the fiscal necessity to plug the government’s tax leakages, of which 

the illicit cigarettes trade has been a key constituent, further 

supporting our view of a tougher wave of enforcement activity to 

follow soon. Reiterate BUY with an unchanged CY19E DDM-derived 

TP of RM43.10. 
 

Results broadly within expectations 

On a yoy basis, BAT’s 1H18 net profit shrunk by 22.5% to RM206.4m, 

driven by a -3.5ppts decline in legal industry volume as the illicit cigarette 

market climbed 4ppts over 1H17 to an all-time high of 63%, despite the 

company recording +1.3ppt yoy growth in legal market share to 57.8% 

(restated figures from 2Q18 onwards). Overall, the results disappointed the 

street but came as no surprise to us, as we expected the illicit market to 

sustain at its all-time high level of 63% until the end of the year, as 

enforcement efforts will take time to materialise. A second interim dividend 

of 35 sen (2Q17: 43 sen) was announced for the year.  
 

Fresh positives from the authorities 

In a Star article published yesterday, the director-general of the Royal 

Malaysian Customs, Datuk Seri Subromaniam highlighted in talks on 

Tuesday the department’s priority of thwarting the corruption underlying the 

substantial tax leakages directly needed by the Pakatan government, 

subsequent to a meeting with Finance Minister Lim Guan Eng. The issue of 

strongly tackling the illicit cigarettes trade in order to recoup significant 

leaked revenues was also separately discussed during the same talks by 

the President of Transparency International Malaysia.  
 

Maintain BUY with an unchanged target price of RM43.10 

The news came as a strong reassurance to our view that the war on the 

illicit trade will arrive in due course and subsequently revive BAT’s earnings 

prospects over the next few years, driven by the Pakatan-led government’s 

fiscal and administrative motivations. We hence maintain our earnings 

forecasts and reiterate our BUY call on BAT, with an unchanged CY19E 

DDM-derived TP of RM43.10. Downside risks: i) weak enforcement 

initiatives; and ii) further excise duty and sales tax hikes.  

 

Earnings & Valuation Summary 

FYE 31 Dec 2016 2017 2018E 2019E 2020E 
Revenue  3756.4  3002.3  2750.1  3191.5  3614.2  
EBITDA 929.6  654.9  598.1  763.5  881.7  
Pretax profit 908.5  639.2  579.8  749.0  869.2  
Net profit 721.3  492.6  440.6  569.6  661.1  
EPS (sen) 252.6  172.5  154.3  199.5  231.5  
PER (x) 13.6  19.9  22.2  17.2  14.8  
Core net profit 675.1  501.9  440.6  569.6  661.1  
Core EPS (sen) 236.4  175.8  154.3  199.5  231.5  
Core EPS growth (%) (25.8) (25.7) (12.2) 29.3  16.1  
Core PER (x) 14.5  19.5  22.2  17.2  14.8  
Net DPS (sen) 278.0  169.0  153.0  198.0  232.0  
Dividend yield (%) 8.1  4.9  4.5  5.8  6.8  
EV / EBITDA (x) 10.6  15.5  16.9  13.2  11.4  
     
Chg in EPS (%)  - - - 
Affin/Consensus (x)   0.9 1.0 1.1 
Source: Company, Bloomberg, Affin Hwang forecasts 

Results Note 

 

British American 
Tobacco 
ROTH MK 
Sector: Consumer  
 

RM33.68 @ 19 July 2018 
 

BUY (maintain) 
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Price Performance 

 1M 3M 12M 
Absolute -6.1% 36.2% -22.8% 
Rel to KLCI -8.5% 46.8% -22.8% 
 

Stock Data  

Issued shares (m) 285.5  
Mkt cap (RMm)/(US$m) 9616.7/2365.1  

 Avg daily vol - 6mth (m) 0.4 
52-wk range (RM) 22.5-44.9 

 Est free float 41.7% 
BV per share (RM) 1.24 
P/BV (x) 27.1 
Net cash/ (debt) (RMm) (Mar18) (370) 
ROE (2018E) 114.7% 
Derivatives Yes 
Shariah Compliant No 
 

Key Shareholders  

British American Tobacco 50.0% 
Standard Life Aberdeen 5.0% 
EPF 5.0% 
  
Source: Affin Hwang, Bloomberg 
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https://www.thestar.com.my/news/nation/2018/07/19/nip-graft-in-customs-and-govt-gets-rm3bil/
http://www.freemalaysiatoday.com/category/nation/2018/07/19/ti-m-on-how-customs-can-close-tax-collection-gap-post-sst/
http://www.freemalaysiatoday.com/category/nation/2018/07/19/ti-m-on-how-customs-can-close-tax-collection-gap-post-sst/
https://researchnews.affinhwang.com/Research/DailyReports/20180706/Affin%20Hwang%2020180706%20ROTH%20CU.pdf
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Fig 1: Results comparison 

FYE 31 Dec 
(RMm) 

2Q17 1Q18 2Q18 
QoQ 

% chg 
YoY 

% chg 
1H17 1H18 

 
YoY  % 

chg 
Comments  

Revenue  774.1  637.6  679.1  6.5  (12.3) 1,522.5  1,316.8  (13.5) Continued volume pressure 
from the illicit cigarettes trade in 
1H18 (63% of market) 

Op costs  (570.6) (506.3) (527.1) 4.1  (7.6) (1,158.1) (1,033.3) (10.8)  

EBITDA  203.5  131.4  152.1  15.8  (25.3) 364.3  283.5  (22.2)  

EBITDA 
margin (%) 

26.3  20.6  22.4  +1.8 
ppt 

-3.9 
ppt 

23.9  21.5  -2.4 
ppt 

Improved qoq margins from 
cost efficiency improvements 
but lower yoy from VFM 
segment growth 

Depn and 
amort  

(1.3) (1.5) (0.1) (95.5) (94.7) (2.7) (1.6) (41.0)  

EBIT  202.2  129.8  152.0  17.1  (24.8) 361.6  281.8  (22.1)   

Int expense  (3.9) (3.2) (3.2) 1.1  (17.1) (5.4) (6.4) 18.8    

Int and other 
inc  

0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0    

Pretax 
profit  

194.0  126.6  148.8  17.5  (23.3) 350.4  275.4  (21.4)  

Tax  (46.7) (30.4) (38.7) 27.2  (17.1) (84.3) (69.1) (18.0)  

Tax rate (%) 24.1  24.0  26.0  +2.0 
ppt 

+1.9 
ppt 

24.0  25.1  +1.0 
ppt 

  

Net profit  147.3  
 

96.2  110.1  14.5  (25.2) 266.1  206.4  (22.5) Within expectations but below 
consensus, accounting for 47% 
and 42% of full-year estimates 
respectively 

EPS (sen) 51.6  33.7  38.6  14.5  (25.2) 93.2  72.3  (22.5)  

Core net 
profit  

151.6  96.2  110.1  14.5  (27.3) 271.9  206.4  (24.1)  

Source: Company, Affin Hwang estimates 
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Important Disclosures and Disclaimer 

 

Equity Rating Structure and Definitions 

      

BUY Total return is expected to exceed +10% over a 12-month period 

HOLD Total return is expected to be between -5% and +10% over a 12-month period 

SELL Total return is expected to be below -5% over a 12-month period 

NOT RATED Affin Hwang Investment Bank Berhad does not provide research coverage or rating for this company.  Report is intended as information 

only and not as a recommendation 

The total expected return is defined as the percentage upside/downside to our target price plus the net dividend yield over the next 12 months. 
 

OVERWEIGHT Industry, as defined by the analyst’s coverage universe, is expected to outperform the KLCI benchmark over the next 12 months  

NEUTRAL Industry, as defined by the analyst’s coverage universe, is expected to perform inline with the KLCI benchmark over the next 12 months 

UNDERWEIGHT Industry, as defined by the analyst’s coverage universe is expected to under-perform the KLCI benchmark over the next 12 months 

 

This report is intended for information purposes only and has been prepared by Affin Hwang Investment Bank Berhad (14389-U) (“the Company”) based on sources believed 
to be reliable and is not to be taken in substitution for the exercise of your judgment. You should obtain independent financial, legal, tax or such other professional advice, 
when making your independent appraisal, assessment, review and evaluation of the company/entity covered in this report, and the extent of the risk involved in doing so, 
before investing or participating in any of the securities or investment strategies or transactions discussed in this report. However, such sources have not been independently 
verified by the Company, and as such the Company does not give any guarantee, representation or warranty (expressed or implied) as to the adequacy, accuracy, reliability 
or completeness of the information and/or opinion provided or rendered in this report. Facts, information, estimates, views and/or opinion presented in this report have not 
been reviewed by, may not reflect information known to, and may present a differing view expressed by other business units within the Company, including investment 
banking personnel and the same are subject to change without notice. Reports issued by the Company, are prepared in accordance with the Company’s policies for 
managing conflicts of interest. Under no circumstances shall the Company, be liable in any manner whatsoever for any consequences (including but are not limited to any 
direct, indirect or consequential losses, loss of profit and damages) arising from the use of or reliance on the information and/or opinion provided or rendered in this report. 
Under no circumstances shall this report be construed as an offer to sell or a solicitation of an offer to buy any securities. The Company its directors, its employees and their 
respective associates may have positions or financial interest in the securities mentioned therein. The Company, its directors, its employees and their respective associates 
may further act as market maker, may have assumed an underwriting commitment, deal with such securities, may also perform or seek to perform investment banking 
services, advisory and other services relating to the subject company/entity, and may also make investment decisions or take proprietary positions that are inconsistent with 
the recommendations or views in this report. The Company, its directors, its employees and their respective associates, may provide, or have provided in the past 12 months 
investment banking, corporate finance or other services and may receive, or may have received compensation for the services provided from the subject company/entity 
covered in this report. No part of the research analyst’s compensation or benefit was, is or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. Employees of the Company may serve as a board member of the subject company/entity covered in this report. 
 
Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or 
timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data. 
 
This report, or any portion thereof may not be reprinted, sold or redistributed without the written consent of the 
Company. 
 
 
This report is printed and published by: 
Affin Hwang Investment Bank Berhad (14389-U)  
A Participating Organisation of Bursa Malaysia Securities Berhad 
 
22nd Floor, Menara Boustead, 
69, Jalan Raja Chulan, 
50200 Kuala Lumpur, Malaysia. 
 
T : + 603 2142 3700 
F : + 603 2146 7630 
research@affinhwang.com  
 
www.affinhwang.com 

  


