he mm industry in Pahmn operaies in an oligopolistic
market, with only two major players, Pakistan Tobacco
Cnmpany (PTC) and Lakson Tobacco in the market.

947. Pakistan Tobacco became the first multina-
mywbemmmmhhsunommbynnm

.

in over 180

Fros  Fro8  Fro7  Froe  FYos  Frod
Em Gross Profit Margin e Profit Margin
== Retum on Assets (RHS) e Retum on Equity (RHS)
1 results (3Q10)
.ﬂdmofﬂ)lﬂmdadmﬂmﬂnlumsdugksls7
Mlmdlliummmmh&wm
sales, cost of goods sold increased during the period, rising from
977b|.ﬂmlu=ndofmloks.lﬂ.791umduf3QIO.As
a result, gross profit saw 2 considerable decline; dropping from Rs
| 63 billion 1 Rs 4.9 billion at the end of the third quarter this year.
dem;mddm’hmapmssdmmmmep:wd.nd
Mpuﬁdshndbyﬂ%ﬁuwamﬂ:ﬁdﬁ:dh
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Pakistan Tobacco Company

Analysis of Financial Statements

FY’03—3QFY’10

reached a new high of Rs 57 billion in FY09, up from Rs 49 billion

whmmwmfmwmnmm
nology footprint. With the phenomenal growth in sales over the pas!
couple of years and efficient utilization of property plant and assets
the overall total asset tumover ratio has also shown a rising rend
over the years. The total asset tumover ratio exceeded 3 in all the six
years, hence bearing substance 1o the efficient asset managemen!
practices of the company. ' )

‘The Interest Coverage Ratio of Pakistan Tobacco has improved
phenomenally over the past couple of years. It has increased from
SOGmeISOmm shawmglhlovermeynls.hump

Ia FY09, ItzTullAsnsT\umRm

ny, with impn d on its ability i

margins, has i
in FY08. The Gross Profit was Rs 822 billion, an upsurge of 13% with a negligible movement from 4.72 to 4.71. mknn!-sbm mmﬁmﬂmmﬂwmmpynuns However, the

from the previous year's Rs 7.28 billion. The for the year
increased by an astounding 19% 1o Rs 3.02 billion from Rs 2.53 bil-
lion a year earfier.
anmTchmnCuq-yhsvmdlvay
nominal change, with remaining similar to those seen last
year. The Gross Profit dl"lCIﬂchwduMJ!:,ﬁm
last year's 14.8%, a change of haif a percentage point. Sales
Tumover of the byl‘)‘l:bul:m-CnB
Mwml!%.mdhhnumhmuh:ﬁnu

mmnilydnelninﬂlm of rupee, and the increased
use of generators dye 0 power , the pur-
Mmornwmmummw-uty

seen despite the F.tpm
byl&ﬁ%whknlhgmdﬁwhmmbylm Within
increase was seen in
MMMMMWI}&&M&W
ny operaied from reated premises for the first six months of the
year, as its head office was lost in the Mamiot bombings in 2008.
Selling and distribution expenses were higher as the

maintined due to the equal growth in Assets and Sales Tumover,
m«mnh
The Debt b

long term debt 1o equity ratio of the company increased over the
years as well, primarily due 10 an increase in the deferred txation ol
the the reliance of the company on long teor

ratios of the company at
.mm«upmmmmmwnu
same as last year, at 0.65. Similarly, the Debt-to Equity Ratio
showed 2 decrease from 1.88 (o 1.87. The reason for main-
tenance of these ratios is that Liabilities, Assets, and Equity all grew
#t a similar pace during the year, a growth of 17-18%. The increase
in Liabiliies was only due to the increases in Current

while Loog term Debt showed a decline. The effect of this is visible
inthe Deix to Equity Ratio which fell from the
previous figure of 0.44 to 026 this year. Long term Liabilities fell
aﬂmm.mwydumnulmmm:inm ment

The Times Interest Earved ratio was at 107 in FY09 as compared
0 150 a year earfier. TheEBlTnflhemmplnywuwpbyl%
while Finance Costs of PTC saw a much higher increase of 68%.

However, more impactful was the increase of 72% in Finance -

Income, resulting in an increase of 19.4% in the afier-tax profit. The owing
TIE rafio w&:mhdﬂpmmﬁm

d:hum;hpble.d\eoﬂylmgum&hmﬂmwmm

Tmld:pmdu:ymulﬁxmngsurmmhm

companent of debt being the short lerm loans and payables.
ﬂmeslnterest!amed

FY' 06 FV‘OS FY'04

o9 Fros
The book value of Pakistan Tobacco has improved over the year:

owing primnarily to an increase in equity due to a rise in the revenue:
lndmofl)nconmy ‘The dividends paid per share have
ly us the excellent performance of th

Fyo7

mwhd)vnumﬂmﬂngj\mﬂmrlﬁ in th
my. While shori-lerm was available to the company last
year at rates varying between 9.8% and 17%, interest rates for 2009
were between 12% and 17.5% per anmnum.

Debt Management

umdhvﬂynmmmmﬂdfuunwn:
dropping sales due 10 increased taxes. Apart from this, there were
seen in the salaries 2nd wages as well as in the

2.53 billion at the end of 3Q09. This decline of over 50% was
reflecied in the EPS, which fell from Rs 9.89 per share at the end of
3Q09, me447pud-:n|g|eu:dofJQIO

ed its portfolio, introducing a new Value for Money brand called
“Capstan by Pall Mall Original", which has been well-received

the market and has been growing since its launch in June 2010. The
strain on the company's finances continues (0 mount due (o rising
costs combined with the fact that the recent price increases were
nndqu:mwvummﬁxdsdmnswﬂsmﬂmm

ﬁdmwwmhnmwﬁunhnnm
lence of high inflation in the The i

fros res rro7 ros . Fros Froe

by expenses, which were high in the previous year due to restructuring.

MlmﬂLmﬁlmﬂmwdnmmdmmFoﬁl

mn-henluhwumwiuuwmswmmkavduh
must be i payout ratio has been high,

margin of PTC is well above that of its only major
which boasts a margin of 3.1%, further proof that the y is
pexforming well WP“

mymamraWanmo_ssnmmmdm
by Rs'0.1. The Eamings per Share was up by 19.4% from Rs 9.91
nlﬂtnksllﬂmm The Price-to-Eamings ratio tumbled to
Rs 8.88 from Rs 10.73, mainly on account of a rise in Eamings per

performance (FY09)

OmmeMPmTohmhmdnwnlmdymuf
uwhnevdmﬁnmhmmguuﬂufmuuﬂm
profiss, with the operating profits as well as net profits growing by
19% in 2009 as compared 10 the previous year. The poor law and
aduumlmmﬂ:my.munmguﬂmdmh
year the efficiency and of the yeta
mnndunblsprnﬁlwuleuhhpwmymﬂuvol-
ume- e rising this year the company has only just

ll 4mmuummmwm
- yeas, with a new brand Wills Kings launched in July that
hnu.mdz.'l‘bofll:mnhlwuhms

s Liquidity

FY'0S FY08 FY07 FY06 FrosS Fros
@ Current Ratio
In tenms of volume, Pakistan Tobacco Company (PTC) managed
to sell 41.2 billion cigarette sticks, a slight decrease from the 41.5
billion sticks sold during 2008. The flanening of sales can be attib- p
uted 1o rising government duties leading to higher cigarette prices,
and thus a movement towards trading in the illicit sector. Despite
“shlimmby zv:nsalavohmm.umnpmymuudlnmm
1.2% raising it o 48.5%, further strengthening its position
as market leader. The company's innovative efforts towards market-
ing and promotion of their brands paid off, with their new brand
\\ﬁlempaiudymgnpmmmhmhndGou
Leaf and Gold Flake showing continued

mﬂﬂmmhmdﬂthhh&m

gov- its

therefore has loss the three moaths
e s e pasin 2 st duing Asset Management
Operating in a weak economy. further chalienged by the wide- 5% g
spread devastation of the recent floods, PTC aims o defend its mar- 4000 "
ummﬂmmnﬁn brands while ing 3.000
its equity marketing and trade activities troughoul 5oy _ B P -
the year. To effectively leverage the opporumities in this arca, the 200 = sord
mhaﬂﬁhd«&mthﬂnhm 1008
and distribution, can be seen from the company’s income 0.000 ——e- + * m—
siatement for the period. Fro9  Fro8  Fro7  Fro§  Fros  Frod

g DayzSiies Outstanding  =fl= ¥rventory Tumover Ratio
iy Total Assets Turnover Ratio
The net income showed a considerable increass of 19.3%, which
wmmhMmmTMmd&my

tobacceo i
Retum on Assets rose 1o 24.72%. The company's assets grew by an  growth

overall 17.6%, with curreot assets growing by 31.7% and fixed
assets showing an increase of 5.82%. Retumn on equity showed only
a marginal change, from 70.2% to 70.9%. Total equity rose by 18%,
with 2 61.9% rise in revenue reserves. The increase in net income is
commendable,

showed a considerable decline in profits
mmmdmunmwmmnm
"Current

The Currént Ratio was maintained at 0.91, mainly becaise
mdwmﬁuhhﬁnmnunﬁm

which grew at a ratz of 16.5%. Trade and other payables constinte
over 41% of towal assets. If we analyse further, we find that payables

uFﬂ)mm:;ommfmmindMudoﬂa-

the volatility of last year, and the share
price only moved from Rs. 106 1o Rs. 105 per share by the end of
the year. The Book Value per Share has increased due to the
increase in equity while oumber of shares remained
constant. The Book Value per Share increased by almost 18%, from
Rs. 14.15 1o Rs. 16.71, which was similar (o the 18% growth in

Sm:mm:hmgedmmuﬂymmm“k
stabilized afier

Financial pesformance (FY03-FY08)
In 2008, the campany posted a record level of sales and profitabil-

” ity. In terms of volume alone, PTC mansged to sell 41.5 billion cig-

arette sticks, an increase of 12%. Compared 10 sales volume of the

company

its market share by lJﬁn-wl:vdofﬁdﬁ ‘This is thanks o

mduwﬂyshmlpﬁmm.mmwldwﬂdd

Flake. Gold Leaf is the company’s mam value generator, growing at

& healthy 10%. On the other hand, Gold Flake is the fastest growing
brand in the market with a growth rae of 19%.

Cost of sales increased by-21% in 2008 over last year and this was

) ives
chain. The Profit Margin of the company was down o 5.16%
FY07's 5.90%. Mainly, this can be atmibuted to 8 great increase in
the Administration

p-ﬂyuhbybdnﬁvﬂuﬂpymndhwmm
aqmpmaudmh;dnesaup:md.ycmmhndmnm
increase in cash during 2008.
TthnﬁtypmmofP!’Cmsandmlhﬁmnlym
2008. F trend since 2006, the Current Ratio

payables, and they grew by 20%. S similar was
muMﬁmmmmhmMn
find that a large pant of the current liabilities grew because of the
of payables to the g in the form of tax. The
ahn-pmus:m()muubmlhuunlmmhmdhl)uumﬁ-
cant rise in short-term running finance, available 1o the company &t
lZ‘imlU%p-'mm.
PTC's Asset N has been very !
mwﬂ.ndd:munbendwm:ymmhmy
‘Tumover Ratio however, saw a decline from 2.86 10 2.33. This is
mﬂymwhmwdﬂ%&ﬂ-«ﬂnﬂ;m
the only component of Inventory, during the year, with no increase
in Sales Volume for the year.
One of the most striking features of PTC's asset

rn:hedakvdofOSOmm down from 0.96 a year carfier.
Despite improved profitability o account of strong financial perfor-
mance the ’s cash outflow remained higher than inflow
mlvmwmmux.mvmﬂpymlmduplm

!Iy.ﬂuewumudmnﬁwumm

also i
mnmyovudnpaﬂmupkolymnlbwedulommw

dends to its share holders. . the camings per share of the
company also increased sanﬁclmly marinating a steeply rising
trend since 2003. This is due 10 an impressive growth in the net mar
- gin of the company over the course of the four yzars under consider
ation. The market price of the company has also improved signifi

* cantly over the years. It was only Rs 29 in 2003, but scared up o R
. lOG. by the eod of 2008, despite the volatile conditions of the

Pakiszani stock markel
Future outlook
The ratification of Framework Convention for Tobacco Contro

" (RCTC) by Pakistun, coupled with marketing restrictions of variou

kinds has niot bid well for tobacco manufacturers.
Ilmzlmehammuudmumdduuhvndbxlh:pm

duties and taxes, which amounts to 65% of the Gross Tumover. The
Budget of 2010-11 proposes an increase in the Federal Excise Dut:
on tobacco along with a tax of Re | per filter. This wans
lates to an increase of Rs 20 in the price of cigarette packs
Comdmn;umd:cmordum.hmmnmtshdemm
near future for due t of high inflation anv
ﬁdmdﬁ:fxmmldhnmﬁnnmd‘m

A very serious threat 1o the tobacco manufacturers of Pakistan i
genenal, and PTC in panticular, is the scourge of smuggled cigarenz
in the country. The sources of these illicit commodities ar
Afghanistan and lran. According to an estimate around 15%-20% ¢
all cigarettes sold in Pakistan are illegal in nature. A lot needs to b
dane on the enforcement of laws to curb this trade. Even a marke
leader lik= the PTC is being badly affected by smuggled product:
Bl(mp«nlhn{mﬁﬂdﬂ:lﬂmmﬂlﬂdpﬁxﬁm
be by the go F ing mxes an
duties by the g are cousing 10 tum toward
smuggled goods.up-ndmg this market and resulting in revenu
losses for both PTC and the government itself.

Lastly, there is also a lot of concem about the volutile situation
the NWFP due to terrorism activities. Much of PTC's tobacc
growers are in the NWFP area und 5o is one of its manufacturin
facilities, which creates a heavy risk for PTC.

In spite of the chullenges faced, the company looks towards th
coming year with great confidence, desermined to continue progres

on the path of long term shareholder value creation through sustair
- able growth.
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No rrllalce should be placed on the [above info.

ing inventory
pﬁ:u.Mhmvmnym(damnﬂhd-ysaBm
standing have ck that the company has been able:

mation| by any one I'ur aking any financial, investment un
business decision. The [above information] is general in nanu

b\h’knmlmopmnyhmlwdadlyw and has. and has noi bempmpnrrd[nrnnv:pmﬁcdecum makin

hnﬁknmaﬁﬁmmddhswmmd'mmw

spaper] has not i Iy ves all
ion] and has relied un sources that have bee

ly over the lapsz of time. Even though the y

mmmmummm
an already low 0.02 days w 0.015 days. The ability to conven its
recessionary  credit sales into cash so quickdy is a great achievement of the com-
pany.

mmvuhnsmundmmd:nvuﬂlopmmlcyde

the [above inf

has; deamdrllmblunlhepa.v Accordingly, the newspaper or ar

falling from around 57 days in 2003 0 ;uslqﬂ'or:omren{mjommdn:ubmrwylmbuwy
Jor

or actions base

improved tremendously,
around 31 days in 2008. As far as the fixed assats

the
company has been. seen o regularly invest in latest machinecy tov on the [above i
v ————

ibiligy of any

ination I




