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The Light is Still Dim  Revised Target Price: RM9.60 
 (Previously RM14.90) 
KEY INVESTMENT HIGHLIGHTS  

 9MFY20 earnings disappoint  

 3QFY20 net profit declined by 23.3%yoy to RM63.7m 

 Illicit products remain a challenge 

 Earnings revised by -12.0% for FY20E and -19.0% for 

FY21F 

 Downgrade to NEUTRAL with a revised TP of RM9.60 

 

RETURN STATISTICS 

Price @ 28th October 2020 (RM) 9.95 

Expected share price return (%) -3.9 

Expected dividend yield (%) +7.7 

Expected total return (%) +3.8 

 
 
 

   

9MFY20 earnings disappoint. British American Tobacco (M) Bhd’s 

(BAT) 9MFY20 net earnings of RM176.5m accounted for 69% of our and 

consensus full year estimates. We have excluded RM3.1m of 

restructuring costs as we deem that as one-off. The lower than expected 

core net profit can be attributed to compressed profit margins due to 

lower sales volume. An interim dividend of 21.0sen was announced, 

bringing YTD DPS to 56.0sen.  

3QFY20 net profit declined by -23.3%yoy to RM63.7m even 

though revenue was up by +7.4%yoy to RM617.5m. Net profit did not 

catch up with growth in sales mainly due to lower operating margin. The 

higher sales can be attributed to higher market share, which improved 

by 1ppt to 52.5%. The higher volume sold is supported by the 

introduction of “KYO”. Both “KYO” and Rothmans achieved 35.8% of the 

value segment, which is an improvement of 5.6ppt compared to a year 

ago. Meanwhile, The market share for Dunhill in the premium segment 

remains strong at 64.0%, unchanged quarter-on-quarter.  

Sequentially, normalised net profit improved by 22.5% while 

revenue increased by 14.8%. The topline improvement can be 

attributed to higher volume sold due to the strengthening of its value 

segment. As a result, net profit increased in tandem with the better 

sales. On another note, the market share of illicit cigarette had further 

increase to 64.5% compared to 60.5% in the previous quarter. 

Meanwhile, volume from the duty free segment continues to remain 

suppressed due to the constraints in international traveling. Volume from 

duty free sales account for about 4% of BAT’s overall sales previously.  

Illicit products remain a challenge. The company’s growth 

continues to be hindered by the growing tobacco black market, which 

has adversely affected the legal tobacco market. Although the group has 

launched the “Stop the Black Market” campaign earlier in 3Q to raise 

awareness, it requires more holistic measures by other stakeholders to 

improve the situation.  

 

 

 

 

SHARE PRICE CHART 

 

Share price performance (%) Absolute Relative 

1 month -0.5 0.1 

3 months -0.7 0.8 

12 months -47.5 -44.6 

 

KEY STATISTICS 

FBM KLCI 1,498.20 

Syariah compliant No 

Issue shares (m) 285.53 

Estimated free float (%) 45.93 

Market Capitalisation (RM’m) 2,841.02 

52-wk price range RM9.26 - RM19.1 

Beta vs FBM KLCI (x) 0.80 

Monthly volatility (%) 30.45 

3-mth average daily volume (m) 0.35 

3-mth average daily value (RM’m) 3.54 

Top Shareholders (%)   

BRITISH AMERICAN TOBACCO H 50.00 

BlackRock Inc 2.78 

Oversea-Chinese Banking Corp Ltd 1.92 
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Earnings revised by -12.0% for FY20E and -19.0% for FY21F. While we are hopeful that BAT’s campaign and 

restructuring exercises will bear fruit, we opine that the industry headwind may limit its efforts. We think that it will take 

time for improvement to occur. In view of the lower than expected results, we take the chance to revise ours earnings 

estimates. Although we think that BAT may continue its sales and net profit improvement ahead, we believe that the 

growth rate will continued to be adversely affected by the tobacco black market.  

Downgrade to NEUTRAL with a revised TP of RM9.60 from RM14.90 previously. Our valuation is derived from a 

dividend discount model valuation with a long-term expected dividend growth rate of 0.5%. However, our cost of equity is 

increased to 11% from 8.5% due to the pro-longed headwinds in the local tobacco industry. We believe that it will take 

time and a lot of coordinated efforts from various stakeholders to make a change in the industry. That said, dividend yield 

is still attractive at 7.7% and we believe that BAT’s restructuring exercises may bear fruit in the long-term.  

INVESTMENT STATISTICS 

FYE Dec (RM'm) FY2018 FY2019 FY2020E FY2021F FY2022F 

Revenue 2,822.9 2,508.6 2,208.2 2,358.0 2,453.7 

Cost of sales (1,927.8) (1,790.9) (1,656.1) (1,744.9) (1,815.7) 

Gross profit 895.1 717.6 552.0 613.1 638.0 

Finance cost (13.5) (16.0) (15.1) (15.2) (15.4) 

Profit Before Tax 623.0 462.3 286.0 328.3 343.6 

Income tax (154.5) (116.6) (62.9) (78.7) (82.5) 

Profit After Tax 468.5 345.7 223.1 249.6 261.1 

Normalised PAT 433.5 345.7 223.1 249.6 261.1 

EPS (sen) 164.1 121.1 78.1 87.4 91.4 

EPS Growth (%) (4.9) (26.2) (35.5) 11.9 4.6 

PER (x) 6.1 8.2 12.7 11.4 10.9 

Dividend Per Share (sen) 155.0 56.0 76.6 85.7 89.6 

Dividend yield (%) 15.6 5.6 7.7 8.6 9.0 

Source: Company, MIDFR 
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Table 1: BAT's quarterly earnings review 

FYE Dec (RM'm) 

Quarterly results Cumulative results 

3QFY20 2QFY20 3QFY19 YoY (%) QoQ (%) 9MFY20 9MFY19 YoY (%) 

Revenue 627.5 546.6 584.3 7.4 14.8 1,655.3 1,846.1 (10.3) 

Cost of sales (468.1) (406.6) (422.8) 10.7 15.1 (1,232.8) (1,320.3) (6.6) 

Gross Profit 159.4 140.0 161.5 (1.3) 13.9 422.5 525.8 (19.7) 

Other operating income 0.1 0.3 0.2 (48.9) (51.6) 0.8 5.2 (83.9) 

Operating expenses (71.8) (57.2) (49.1) 46.1 25.4 (181.2) (191.2) (5.2) 

EBIT 87.8 83.0 112.6 (22.1) 5.8 242.1 339.8 (28.7) 

Finance cost (4.0) (4.9) (3.8) 3.3 (18.7) (13.2) (11.7) 13.3 

Profit Before Tax 83.8 78.1 108.8 (23.0) 7.3 228.9 328.1 (30.2) 

Income tax (20.1) (23.5) (25.7) (21.8) (14.5) (59.8) (80.1) (25.4) 

Profit After Tax 63.7 54.6 83.1 (23.3) 16.7 169.1 248.0 (31.8) 

Normalised PAT 66.9 54.6 83.1 (19.5) 22.5 176.5 248.0 (28.8) 

EPS (sen) 22.3 19.1 29.1 (23.3) 16.7 59.2 86.9 (31.8) 

DPS (sen) 21.0 18.0 29.0 (27.6) 16.7 56.0 85.0 (34.1) 

  
   

(+/- ppts) 
  

(+/-) ppts 

Gross profit margin (%) 25.4 25.6 27.6 (2.2) (0.2) 25.5 28.5 (3.0) 

EBIT margin (%) 14.0 15.2 19.3 (5.3) (1.2) 14.6 18.4 (3.8) 

PBT margin (%) 13.4 14.3 18.6 (5.3) (0.9) 13.8 17.8 (3.9) 

PAT margin (%) 10.2 10.0 14.2 (4.1) 0.2 10.2 13.4 (3.2) 

Normalised PAT margin (%) 10.7 10.0 14.2 (3.6) 0.7 10.7 13.4 (2.8) 
Source: Company, MIDFR  
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MIDF RESEARCH is part of MIDF Amanah Investment Bank Berhad (197501002077 (23878 – X)). 

(Bank Pelaburan) 

(A Participating Organisation of Bursa Malaysia Securities Berhad) 

      

   

DISCLOSURES AND DISCLAIMER 
        

  This report has been prepared by MIDF AMANAH INVESTMENT BANK BERHAD (197501002077 (23878 – 

X)). It is for distribution only under such circumstances as may be permitted by applicable law. 

  

  Readers should be fully aware that this report is for information purposes only. The opinions contained in 

this report are based on information obtained or derived from sources that we believe are reliable. MIDF 

AMANAH INVESTMENT BANK BERHAD makes no representation or warranty, expressed or implied, as to 

the accuracy, completeness or reliability of the information contained therein and it should not be relied 

upon as such.  

  

  This report is not, and should not be construed as, an offer to buy or sell any securities or other financial 

instruments. The analysis contained herein is based on numerous assumptions. Different assumptions 

could result in materially different results. All opinions and estimates are subject to change without 

notice. The research analysts will initiate, update and cease coverage solely at the discretion of MIDF 

AMANAH INVESTMENT BANK BERHAD.  

  

  The directors, employees and representatives of MIDF AMANAH INVESTMENT BANK BERHAD may have 

interest in any of the securities mentioned and may benefit from the information herein. Members of the 

MIDF Group and their affiliates may provide services to any company and affiliates of such companies 

whose securities are mentioned herein This document may not be reproduced, distributed or published 

in any form or for any purpose.   

  

        

    

MIDF AMANAH INVESTMENT BANK : GUIDE TO RECOMMENDATIONS 

STOCK RECOMMENDATIONS 

BUY Total return is expected to be >10% over the next 12 months. 

TRADING BUY 
Stock price is expected to rise by >10% within 3-months after a Trading Buy rating has been 

assigned due to positive newsflow. 

NEUTRAL Total return is expected to be between -10% and +10% over the next 12 months. 

SELL Total return is expected to be <10% over the next 12 months. 

TRADING SELL 
Stock price is expected to fall by >10% within 3-months after a Trading Sell rating has been 

assigned due to negative newsflow. 

SECTOR RECOMMENDATIONS 

POSITIVE The sector is expected to outperform the overall market over the next 12 months. 

NEUTRAL The sector is to perform in line with the overall market over the next 12 months. 

NEGATIVE The sector is expected to underperform the overall market over the next 12 months. 

 


