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Figure 1. The Quality Trap: Priced for Perfection.

Key takeaway: While $PM effectively holds a quasi-monopoly in the global premium nicotine segment, the current share
price of $168.81 has, in our assessment, moved well ahead of its underlying fundamentals. Our discounted cash flow work
indicates a fair value of approximately $127.19 per share, implying that the stock is now trading at roughly a 25 percent
premium to intrinsic value.

Executive Summary

At MoatPeak Independent Research, we have spent decades examining how business durability
interacts with capital cycles. Philip Morris International ($PM) currently presents a strategic paradox
that, in our view, requires careful, forensic scrutiny: it is a premier, technology-driven nicotine
delivery platform that the market is now pricing for near-flawless execution.

While $PM effectively holds a quasi-monopoly in the global premium nicotine segment, the current
share price of $168.81 has, in our assessment, moved well ahead of its underlying fundamentals. We
define this as a classic Quality Trap: the business is performing at a very high level, but the market has
already priced in most, if not all, of its future successes, leaving virtually no margin of safety for new
capital.
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Our discounted cash flow work indicates a fair value of approximately $127.19 per share, implying
that the stock is now trading at roughly a 25 percent premium to intrinsic value. Even under our most
optimistic assumptions, we struggle to justify today’s valuation.

THE BUSINESS

Quality Score Margin of Safety
A cash-generating machine. Priced for a ‘Blue Sky’ scenario.
Exceptional margins and capital Market ignores execution risk.
efficiency.
RATING: HOLD / WAIT CURRENT PRICE: $168.81 TARGET:

Figure 2. The Business The Valuation

Key takeaway: Our discounted cash flow work indicates a fair value of approximately $127.19 per share, implying that the
stock is now trading at roughly a 25 percent premium to intrinsic value.

The core message for our clients is the need for extreme capital discipline. Even in our Bull Case,
where we model a faster adoption of smoke-free products, our target price of $151 still sits about 10
percent below the current market price. To us, this gap highlights a market that has become
increasingly irrational in its pursuit of yield.

For long-time holders with meaningfully lower cost bases, we believe the rational course of action is to
prioritize dividend stability and continue holding, using the position primarily as an income vehicle.
For investors looking to deploy new capital, however, the current entry point implies a
probability-weighted expected return of negative 25 to 26 percent. In our framework, $PM now
functions as a critical barometer for the pricing of high-quality, defensive equities, and it suggests that
the broad search for “safety” has pushed selected valuations into a danger zone.

Impact On U.S. Markets And Macro Indicators

Defensive leaders like $PM do not trade in isolation. Their valuation is tightly linked to U.S.
interest-rate expectations and the equity risk premium. With the U.S. 10-Year Treasury yield at 4.30
percent, the valuation bar for defensive consumer staples has risen materially.

research@moatpeak.com Page 2 www.moatpeak.com



INDEPENDENT RESEARCH

<™, MOATPEAK

At $168.81 per share (as of January 21, 2026), $PM stands on what we see as a fragile price foundation.
Its 0.75 betaoffers lower volatility versus the S&P 500 and Nasdaq, which many investors view as a
form of sanctuary. However, this perceived safety is tempered by balance sheet tension. We note a
current ratio of 0.88x and a Net Debt to EBITDA ratio of 2.6x. These figures are manageable for a
company generating $10.1 billion in free cash flow, but in a higher-for-longer rate environment they
leave limited room for operational missteps.

The relationship between $PM and Treasury proxies such as $TLT and $IEF is central in this macro
setting. With the risk-free rate still elevated, $PM’s 3.27 percent dividend yield faces direct
competition from high-grade fixed income. Under these conditions, the bull case for $PM increasingly
relies on continued capital appreciation, which we view as mathematically improbable at current
multiples.

We also highlight the persistent strength of the U.S. dollar as a structural headwind. $PM operates
across 180 countries yet reports in dollars, meaning that currency volatility regularly masks the true
strength of its underlying operations. This is especially relevant as the firm navigates the complex and
capital-intensive transition toward next-generation, smoke-free products.

European And Global Market Dynamics

The 180-country footprint of $PM offers a rare vantage point on diverging global regulatory and
consumer trends. Europe remains a high-margin stronghold, but it is also the epicenter of regulatory
scrutiny and ESG pressure. In this context, the shift toward a smoke-free future is not a simple
marketing angle; it is the defining survival narrative for the company.

$PM is investing aggressively to build out its next-generation product ecosystem as a counterweight to
the inevitable decline in traditional combustible tobacco volumes. This process is anchored by the
1QOS platform, which has effectively repositioned the company as a technology-driven nicotine
delivery leader, rather than a pure legacy cigarette manufacturer.
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The Pivot: Building the Smoke-Free Future
/ Strategic Transition \

Combustible (Marlboro) Smoke-Free (IQ0S/Zyn)

REVENUE (TTM) YOY GROWTH GLOBAL REACH

$40.0B +7.45% 180+ Markets

PM is navigating the fault line between regulatory pressure and the smoke-free transition.
This is not a dying business; it is transforming into a higher-growth trajectory.

Figure 3. The Pivot: Building the Smoke-Free Future

Key takeaway: $PM is investing aggressively to build out its next-generation product ecosystem as a counterweight to the
inevitable decline in traditional combustible tobacco volumes.

We continue to believe that $PM maintains a quasi-monopoly in the premium nicotine space. Flagship
brands such as Marlboro and Parliament retain powerful psychological resonance, enabling
substantial pricing power and allowing the company to pass through excise tax hikes and inflation.
This brand equity, combined with a global distribution network, creates a barrier that competitors
struggle to match.
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The Economic Moat
t2¢ Brand Monopoly @& Global Scale
Marlboro has no real substitute. Quasi-monopoly in premium
| Consumers absorb price hikes. segments across 180+ countries. |
< o .
I Regulatory Barriers ") Recurring Revenue
High barriers to entry protect Habit formation creates sticky,
incumbents from startups. predictable cash flows.

Figure 4. The Economic Moat

Key takeaway: We continue to believe that $PM maintains a quasi-monopoly in the premium nicotine space.

That said, the global backdrop is shifting. Emerging markets still offer volume growth, but they also
carry elevated political and currency risks. The strategic challenge for $PM is clear: it must scale its
smoke-free platforms quickly enough to offset the ongoing erosion of its high-margin combustible
business across very different regulatory and economic environments.

Sectoral Movements And Specific Asset Monitoring

The tobacco sector has developed a pronounced fault line between companies actively pursuing an
ESG-aligned transition and those remaining heavily tied to legacy cash flows. $PM sits at the forefront
of the transition cohort and has been outperforming peers such as $MO (Altria), $BTI (British
American Tobacco), and Japan Tobacco on operational metrics.

This leadership is most evident in its Return on Invested Capital (ROIC) of 45.50 percent, a level more
commonly associated with the top tier of global conglomerates than with a regulated sin industry.
However, the market has rewarded this with a substantial valuation premium. While the sector
median P/E is around 19.2x, $PM currently trades at 30.6x, representing roughly a 60 percent P/E
premium to the wider group.
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Financial Fortress: The Money Printer

44.9% 45.5% 25.3%

EBITDA Margin ROIC FCF Conversion

Nearly half of every dollar Berkshire-level capital $10.1B Free Cash Flow TTM.
becomes operating profit. efficiency.

Figure 5. Financial Fortress: The Money Printer

Key takeaway: This leadership is most evident in its Return on Invested Capital (ROIC) of 45.50 percent, a level more
commonly associated with the top tier of global conglomerates than with a regulated sin industry.

Sector Comparison Metrics

SECTOR AVERAGE AND
METRIC PHILIP MORRIS ($PM)

PEERS
EBITDA Margin 4491 Percent 30.0 to 35.0 Percent
ROIC 45.50 Percent Sector Leading
P/E Ratio 30.6x 19.2x
EV/EBITDA 17.21x 11.0x

We are closely monitoring $PM, $MO, and $TLT as primary yield proxies in this volatile phase of the
cycle. Although $PM carries a high MoatPeak quality score of 8.3 / 10, the current valuation is treating
a defensive staple as if it were a high-growth tech stock. Historical experience suggests that once P/E
premiums reach these kinds of extremes, the risk of sharp multiple compression outweighs the scope
for further re-rating.

The current valuation gap of nearly 60 percent over the sector indicates that the market is, to a large
extent, overlooking the structural risks of the tobacco industry in exchange for the perceived safety of
$PM'’s cash flows.
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Deconstructing the Premium
P/E Ratio EV/EBITDA
30.6x 17.2x
I*C‘O% Premium +56% Premium
| . 11.0x

SPM Sector Peers (SMO/$BTI) SPM Sector Peers

Are you paying for growth, or overpaying for safety?

Figure 6. Deconstructing the Premium

Key takeaway: The current valuation gap of nearly 60 percent over the sector indicates that the market is, to a large extent,
overlooking the structural risks of the tobacco industry in exchange for the perceived safety of $PM’s cash flows.

The Gray Rhinos: Undervalued Signals And Risks

We see several “Gray Rhinos”—obvious, visible risks that are nonetheless treated as background noise
by much of the market—potentially shaping the next 12 months.

The first is the ESG Discounting effect. Despite the operational success of the smoke-free transition,
institutional capital continues to leave the tobacco space under ESG mandates. This ongoing outflow
places a structural ceiling on valuation expansion. As the pool of potential buyers narrows, even a
fundamentally strong business can encounter a liquidity-driven valuation discount that operational
excellence alone cannot resolve.

Second, the risk of internal cannibalization is material. We must ask whether IQOS is growing the total
user base or simply migrating a Marlboro smoker onto a different device. If it is primarily the latter,
then $PM is effectively on an expensive treadmill, deploying billions in capex just to retain the same
customer, potentially at higher acquisition and retention costs.

We observe that the market is largely discounting these risks, focusing instead on the headline figures:
$10.1 billion in annual Free Cash Flow and a 25.31 percent FCF margin. Yet the second-order
consequences of the smoke-free transition are likely to include possible flavor bans and tax parity
between heated tobacco and traditional cigarettes. If regulators choose to close the current tax gap
favoring 1QOS, the anticipated margin expansion could disappear quickly.
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In parallel, the balance sheet constraints—notably the current ratio of 0.88x—mean that $PM has
limited flexibility to absorb such shocks while also maintaining its dividend growth trajectory and

servicing debt.

Moatpeak Scenarios And Probabilities

When a stock trades about 25 percent above its DCF-derived fair value, a multi-scenario framework

becomes an essential risk-management tool. Our Base Case is built on a terminal growth rate of 2.5
percent and a Weighted Average Cost of Capital (WACC) of 7.89 percent.

The Engine Room: DCF Sensitivity

Terminal Growth:

Inputs:

Risk-Free Rate:

4.30%
Equity Risk

Premium: 6.0%

Beta: 0.75

$131.02

$103.50

$103.79

$114.92

$135.04

$127.19

$67.00

Figure 7. The Engine Room: DCF Sensitivity
Key takeaway: MOATPEAK SCENARIOS AND PROBABILITIES When a stock trades about 25 percent above its DCF-derived

fair value, a multi-scenario framework becomes an essential risk-management tool.

Moatpeak Probability Models

3.0%

$151.00

$§127.17

SCENARIO PROBABILITY REVENUE CAGR EBITDA MARGIN | TARGET PRICE
Bull Case 25 Percent 8.5 Percent 47.5 Percent $151

Base Case 50 Percent 6.5 Percent 46.0 Percent $127-130

Bear Case 25 Percent 3.5 Percent 43.0 Percent $92
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Scenario Planning
BEAR CASE (25%) BASE CASE (50%) BULL CASE (25%)
Regulatory Steady ‘ Accelerated
Headwinds Transition Adoption
Target: $92 Target: $127 Target: $151
Downside: -45% Downside: -25% Status: Still below
current $168

Probability Weighted Value: ~$124

Figure 8. Scenario Planning
Key takeaway: MOATPEAK PROBABILITY MODELS SCENARIO — PROBABILITY — REVENUE CAGR — EBITDA MARGIN —
TARGET PRICE Bull Case — 25 Percent — 8.5 Percent — 47.5 Percent — $151 Base Case — 50 Percent — 6.5 Percent —
46.0 Percent — $127-130 Bear Case — 25 Percent — 3.5 Percent — 43.0 Percent — $92

Key invalidation points for our Base Case include a rise in WACC to 8.89 percent or a slowdown in
smoke-free growth driven by intensified competition from $BTI or $MO. Our probability-weighted fair
value range of $124-$125 reinforces the conclusion that the margin of safety at current prices has
been effectively exhausted.

research@moatpeak.com Page 9 www.moatpeak.com



INDEPENDENT RESEARCH
< MOATPEAK
When Are We Wrong?
Invalidation Triggers
Bullish Invalidation Bearish Invalidation
(We should BUY if...) (We should SELL if...)
[] Smoke-free revenue growth [] EBITDA margins compress
sustains >10% annually. below 40%.
[ ] Global rates drop <2%, [] Major regulatory bans on
justifying multiple expansion. heated tobacco in EU/Asia.

[] Price pulls back to $125 zone.

Figure 9. Invalidation Triggers

Key takeaway: Key invalidation points for our Base Case include a rise in WACC to 8.89 percent or a slowdown in smoke-free
growth driven by intensified competition from $BTI or $MO.

Even in the Bull Case, where we assume that every major strategic initiative succeeds, the intrinsic
value of $151 remains meaningfully below the current market price.

Moatpeak Internal Insights

When we apply Capital Cycle Theory to $PM, a familiar pattern emerges: exceptionally high returns on
invested capital tend to attract competition, regulation, or both. The 45.5 percent ROIC that $PM
currently enjoys is a powerful signal that draws regulatory attention and competitive capital.
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Risks & Catalysts
TAILWINDS (Catalysts)
* Interest Rate Cuts: Lower rates boost appeal of high-yield
stocks.

» IQOS Expansion: Faster regulatory approvals in new
markets.

HEADWINDS (Risks)
» ESG & Regulation: Excise tax hikes and capital flight.

a0 » Cannibalization: Lower-margin products eating into premium
’ combustible sales.

Figure 10. TAILWINDS (Catalysts)

Key takeaway: MOATPEAK INTERNAL INSIGHTS When we apply Capital Cycle Theory to $PM, a familiar pattern emerges:
exceptionally high returns on invested capital tend to attract competition, regulation, or both.

We fully acknowledge $PM as a high-quality franchise, but we are equally clear-eyed on the
importance of entry price. The present 25 percent overvaluation is, in our view, sustainable only while
a 3.27 percent dividend yield looks attractive versus the evolving interest-rate backdrop. Relying on
prolonged market irrationality is not an investment strategy we endorse.

The smoke-free transition is both necessary and capital intensive. At a P/E of 30.6x, we see a clear
misalignment between risk and reward. Market pricing today implies that $PM has effectively escaped
the gravity of the tobacco sector, yet in reality it remains subject to the same regulatory, social, and
political headwinds as its peers.

research@moatpeak.com Page 11 www.moatpeak.com



INDEPENDENT RESEARCH
<™ MOATPEAK
The Valuation Disconnect
Market Price $168.81
DCF Model s123 [ $127
Multiples Blend $120 - $124
25% Premium to Intrinsic Value - *-
Fair Value Range $123 - $127
31400 $1;10 S'I:ZO 31.30 31;10 31;50 $160 51;0

Share Price in USD

Figure 11. The Valuation Disconnect

Key takeaway: Market pricing today implies that $PM has effectively escaped the gravity of the tobacco sector, yet in reality
it remains subject to the same regulatory, social, and political headwinds as its peers.

In our view, the capital cycle will eventually erode this premium, with valuation gravitating back
toward our fair value estimates as the initial excitement around the smoke-free narrative gives way to
the practical realities of competition, regulation, and balance sheet constraints.

Strategic Roadmap For The Retail Investor

Our outlook for the remainder of 2026 is anchored in a call for patience and discipline. We encourage
investors to resist FOMO and instead focus on an Actionable Entry Zone between $125 and $130 per
share. At those levels, the P/E multiple compresses into the 22x-23x range, and the expected return
profile becomes more consistent with a conservative, quality-oriented strategy.
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Portfolio Decision Tree
Do you own $PM?
YES | NO
v v
HOLD Do you have new cash?
Collect 3.3% Yield. e
Bond Prgxy. V\ e
Entry Price?
$168 (Current) I $125 (Target)
\ 4
T | BUY.
LTl ST | Negative Expected Return. \ Asymmetric Upside.

Figure 12. Portfolio Decision Tree

Key takeaway: At those levels, the P/E multiple compresses into the 22x-23x range, and the expected return profile becomes
more consistent with a conservative, quality-oriented strategy.

Our 12-month realistic target of $130-$135 implies that a meaningful correction from current levels is
needed before $PM becomes an attractive buy again.

THE CHEAT SHEET

\| =

$120 - $125

FAIR VALUE

$127

SELL ZONE

>$175 <>

INDEPENDENT RESEARCH

Figure 13. Buy Zone
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Key takeaway: Our 12-month realistic target of $130-$135 implies that a meaningful correction from current levels is
needed before $PM becomes an attractive buy again.

For income-oriented investors who already own $PM, our stance is HOLD. The 3.3 percent dividend
yield appears secure and, in our view, offers a reasonable payout for those prepared to tolerate
heightened price volatility.

For new capital, our guidance is WAIT or PASS at current valuations. There is no strategic advantage in
overpaying for quality, no matter how strong the underlying franchise.

We close with a principle that underpins our broader philosophy: inversion. To build durable wealth,
one must first avoid ruin. In this instance, that means avoiding the Quality Trap—paying a structurally
unsustainable price for an exceptional business. $PM remains a cornerstone of the global nicotine
market, but it will only qualify as an intelligent long-term investment when the price once again
embeds a clear margin of safety.

For now, we believe the most profitable decision is to wait for the market to recognize and correct its
error.
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Figure 14. Important Disclosures & Disclaimer

Key takeaway: This report is for informational and educational purposes only and does not constitute investment advice.
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