
'A year of hard work' for BAT Malaysia 
BY E S T H E R L E E 

Fe w c a n a r g u e t h a t Er ik Stoel h a s 
a s s u m e d t h e l eadersh ip role at Brit-
ish American Tobacco (M) Bhd dur ing 
one of i t s m o s t c h a l l e n g i n g per iods 
i n Malays ia . 

"I t h a s de f in i t e ly b e e n a ro l ler -coas ter 
ride," t h e m a n a g i n g director r emarks w h e n 
asked to descr ibe h i s e x p e r i e n c e over t h e 
pa s t V/2 years . 

Stoel took t h e h e l m about seven m o n t h s 
a f t e r tobacco p r o d u c t s were s lapped w i t h 
a w h o p p i n g 36% excise d u t y h i k e i n No-
v e m b e r 2015. 

Indeed, s ince 2015, BAT's a n n u a l revenue 
h a s s h r u n k s ign i f i can t ly w h i l e n e t p rof i t s 
have a lmos t halved. Billions in m a r k e t cap-
i t a l i sa t ion have b e e n w i p e d o u t to t h e ex-
t e n t t h a t i t w a s relegated to t h e FTSE Bursa 
Malaysia Mid 70 I n d e x f r o m t h e FBM KLCI 
last December. I t even had to bi te t h e bul let 
a n d s h u t d o w n i ts m a n u f a c t u r i n g p l a n t in 
Pe ta l ing Jaya , Selangor, abou t a year ago. 

Net p r o f i t s wi l l c o n t i n u e to be u n d e r 
p r e s su re if t h e r e is n o s t r u c t u r a l s h i f t i n 
dealing w i t h the illegal marke t , Stoel admi t s 
i n a n exclus ive i n t e r v i e w w i t h The Edge. 

"You can see it a l ready i n [the resu l t s of] 
1QFY2018. If e v e r y t h i n g s tays as it is, t h e 
m a r k e t wi l l r e m a i n u n d e r p ressure . Illegal 
t r ade is still i nc reas ing f r o m a year ago. W e 
have done a r eo rgan i sa t ion a n d [achieved] 
t h e r i g h t e f f i c i e n c i e s , a n d now, it r ea l ly 
c o m e s d o w n to r evenue , w h i c h is d i rec t ly 
re la ted to t h e v o l u m e w e sell. 

"We bel ieve t h a t over t i m e , one w a y or 
another , we will have to find a solut ion w i t h 
t h e gove rnmen t . But [before t h a t happens ] , 
t h e n u m b e r s m a y c o n t i n u e to be u n d e r 
pressure ," h e says. 

Illegal market biggest problem 
Clearly, t h e illegal m a r k e t poses t h e biggest 
p r o b l e m to t h e t o b a c c o i n d u s t r y , as t h e 
i l l ici t t r a d e i n Malays ia is t h e h i g h e s t i n 
t h e wor ld , c o m m a n d i n g a s t agger ing 63% 
of to ta l m a r k e t vo lume . 

For t h e f i r s t q u a r t e r e n d e d M a r c h 31 
t h i s year, BAT's r evenue dec l ined 14.8% to 
RM638 mi l l i on f r o m a year ago w h i l e n e t 
prof i t s l ipped 16.1% to RM95.84 mi l l ion . 

BAT h a s a t t e m p t e d to ha l t t h e slide and , 
according to Stoel, has t ransformed in recent 
t i m e s f r o m a c o m p a n y t h a t w a s d e p e n d e n t 
on its p r e m i u m Dunh i l l b r a n d to h a v i n g a 
por t fo l io t h a t is m o r e ba l anced . 

It ha s done a lot of work on Peter Stuyve-
s a n t , i ts m o s t res i l i en t b r a n d i n t h e aspi-
r a t i ona l segment .BAT also i n t r o d u c e d t h e 
v a l u e - f o r - m o n e y (VFM) b r a n d R o t h m a n s 
t o h e l p s t r e n g t h e n i t s p o r t f o l i o a n d re-
duce i n c i d e n c e s of d o w n t r a d i n g to i l legal 
c o m p e t i t o r s . 

5-year financial performance 
i 

2013 2014 2015 2016 2017 

Revenue (RM mil) 4,517.2 4,796.0 4,581.5 3,756.4 3,002.3 

Operating income (RM mil) 1,125.3 1,233.9 1,241.0 820.7 658.5 

Net profit (RM mil) 823.4 902.0 910.1 721.3 492.6 

EPS (sen) 288 316 319 228 176 

ROE (%) 165.81 174.73 169.98 124.36 98.97 

Dividend payout ratio (%) 97.78 97.81 97.89 110.05 124.61 

"Eve ry th ing n e e d s to be looked a t be-
cause the value equat ion has changed. We're 
c o m p e t i n g w i t h i l legal p r o d u c t s t h a t a re 
t h r e e t i m e s cheaper ," says t h e D u t c h m a n . 

Despite the chal lenging landscape, BAT's 
p r e m i u m D u n h i l l b r a n d m a n a g e d to in-
crease i ts legal m a r k e t s h a r e by 0.7% year 
o n y e a r to 38.2% i n 1Q2018. M e a n w h i l e , 
R o t h m a n s , w h i c h BAT v e n t u r e d i n t o i n 
4Q2017, l i f ted BAT's VFM m a r k e t s h a r e by 
1.2 p e r c e n t a g e p o i n t s q u a r t e r on q u a r t e r 
to 3% i n 1Q2018. 

W h i l e t h e c o m p a n y c a n work o n be ing 
ahead of t h e c o m p e t i t i o n in t h e legal mar -
ke t a n d i m p r o v i n g ef f ic iencies to c o m b a t 
t h e p r e s s u r e on e a r n i n g s , i t is finding it 
d i f f i c u l t to o f f s e t t h e e x t e r n a l p r e s s u r e 
w o r k i n g aga ins t i t . 

"It wil l be a year of h a r d work for us . For 
w h a t we can control , we will do everything. 
W e have d o n e a lot i n t h a t respec t . But a 
big focus is on finding ways to consu l t and 

cooperate w i t h t h e gove rnmen t to improve 
e n f o r c e m e n t as we l l as t h e m o r e rad ica l 
p roposa l s t h a t c a n i nc r ea se a f fo rdab i l i ty 
[of tobacco products] ," says S toe l ,who h a s 
s p e n t m o r e t h a n 20 years in t h e BAT g roup 
a n d h a s worked i n n i n e d i f f e ren t m a r k e t s 
a r o u n d t h e wor ld . 

Malaysia is on h i s list of t op t h r e e m o s t 
c h a l l e n g i n g m a r k e t s . 

The re a re two cha l lenges , h e says. The 
first h a s to do w i t h t h e r eo rgan i sa t ion and 
r ebu i ld ing of t h e c o m p a n y w h i l e t h e sec-
ond is t h e i l legal m a r k e t — a p rob l em t h a t 
c a n n o t be d i rec t ly solved. 

"Tha t m a k e s it t o u g h a n d f r u s t r a t i n g . 
You k n o w a lot of ways to solve it b u t u l t i -
mate ly , you n e e d people to w o r k w i t h you 
to get i t done .The i n t e r e s t i n g t h i n g is t h a t 
a lot of t h i n g s t h a t we w o r k o n can have 
posi t ive benef i t s for t h e coun t ry b u t every-
body needs to move in t h e s a m e direction," 
Stoel r e m a r k s . 

Affordability a major issue 
W i t h t h e government ' s r ecen t move to "ze-
ror ise" t h e Goods a n d Services Tax (GST), 
s o m e t h i n k it could resu l t i n a n up t i ck i n 
sales for t h e c iga re t t e company . 

A s s u m i n g t h a t t h e n e w Sales a n d Ser-
v i ce s Tax t h a t h a s ye t t o be a n n o u n c e d 
does n o t dr ive pr ices up , Stoel says overall 
c o n s u m e r s e n t i m e n t could i m p r o v e a n d 
i n f l u e n c e c o n s u m p t i o n p a t t e r n s . 

However , t h e r e is a b ig p r o b l e m w i t h 
affordabi l i ty . 

Subt rac t ing t h e 6% GST, a packet of Dun-
hi l l c igare t tes wou ld cost close to RM1 less 
t h a n the cur rent price of RM17. But t h e price 
gap b e t w e e n illegal a n d legal c iga re t t es is 
still a mas s ive R M l l . 

"The gap is still too big and tha t ' s exact -
ly why, if we can , we wou ld like to sit d o w n 
w i t h t h e g o v e r n m e n t a n d ta lk abou t m o r e 
s t r u c t u r a l i s sues . Af fo rdab i l i ty is a c lear 
agenda of t h e g o v e r n m e n t a n d I t h i n k w e 
shou ld w o r k closely t o g e t h e r to see if w e 
c a n find a l t e rna t ive m e a n s to address af-
fordabi l i ty a n d in one go, t ake a b ig c h u n k 
ou t of t h e illegal t rade," s t resses Stoel. 

To improve the affordabili ty of cigarettes, 
BAT h a s advocated "kiddy packs", or smal l 
packs, as it believes the move would also help 
s t em t h e h igh level of illegal cigarette t rade. 

BAT i n t e n d s to c o n t i n u e p u s h i n g fo r 
sma l l p a c k s as i t sees it as a qu ick fix or 
at leas t a s t e p f o r w a r d i n a d d r e s s i n g t h e 
s t r u c t u r a l i s sue of t h e i l legal m a r k e t . 

In addi t ion, it is h o p i n g to work w i t h t h e 
n e w government wh ich , in its election m a n -
ifesto, p r o m i s e d to tackle t h e illegal t r ade . 

"It is a n i n t e r e s t i n g topic . You c a n fix 
t h i s b u t i t r equ i res a c e r t a i n a m o u n t of ef-
for t a n d i n t e g r a t i o n a n d it r equ i res s o m e 
big decis ions," says Stoel. 

BAT's d i v i d e n d y i e l d is a t a n a t t r a c -
t ive 5.19%, based o n las t Friday 's close of 
RM31.62. The c o m p a n y h a s b e e n cons i s t -
e n t l y p a y i n g o u t m o r e t h a n 90% of i t s 
e a r n i n g s i n d iv idends . II 
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Stoel: We're competing 
with illegal products that 
are three times cheaper 
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