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Eat ‘em, Drink ‘em, Smoke ‘em



History

 Lorillard was founded in 1760 by Pierre Lorillard, making 

it the first tobacco company in New York City

 In 2008, spun off from Loews Corporation

 In 2010, Lorillard celebrated its 250th anniversary, making 

it the oldest publicly traded company listed on the New 

York Stock Exchange



 Nation’s third largest tobacco company 

 Lorillard Tobacco Company does business in all 50 

states, the District of Columbia, Puerto Rico, and other 

outlying U.S. possessions  

 Oldest continuously operating tobacco company in the 

United States

Today



Brands



 Full Flavor

 Menthol

 Non-Menthol

 Non-Full Flavor

 Menthol

 Non-Menthol

 Discount

 MST (Moist Smokeless Tobacco)

 E-Cigs 

Industry



 Lorillard’s premium cigarette brand

 Top selling menthol cigarette in the United States

 Accounted for 88% of sales revenue for 2012

Newport



Competitors

 Reynolds American (RAI)

 Altria Group (MO)

 NJOY

 eSmoke

 21st Century



E-Cigarettes
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Market Share
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Share Buybacks
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Effect of Buybacks

 2008 – 2009 – Bought back shares and put in Treasury 
Stock which creates negative balance in T.S. account

 2010-2012 – Continued to buy back shares until negative 
Treasury Stock balance exceeded remaining 
Shareholder’s Equity accounts

 Q1 2013 – Decide to retire all treasury stock which turns 
Retained Earnings balance negative and continue to buy 
back shares



Capital Expenditures

In millions

Q1- Q3 2013 – 48 million

LO 2013 Investor Day Presentation



Litigation

 Four types of litigation

 Individual

 Engle Progeny Suits

 Class actions

 Health-care reimbursement

 Kent filter

 Other litigation

 FDA related



Risk Factors

 Significant Litigation 

 Derive majority of revenue from one brand

 Only one manufacturing facility

 Regulation of cigarettes by FDA

 Limitation on advertising and marketing

 Regulation of electronic cigarettes

 Sales of cigarettes are subject to hefty taxes

 Dependency on domestic cigarette business, which continues to 
contract

 Small number of suppliers for leaf tobacco
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Eff. Ratios Criteria Pass?

Return on Equity: N/A > 15% No

Return on Capital: 79.01% > 15% Yes

CAPEX % of NP 5.88% < 25% Yes

Dividend Payout Ratio: 67.88% < 60% No

Ownership Ratio: 2.04 > 10 No

Guru Focus Predictability Stars: Not Rated > 3 stars Not Rated

Financial Strength: A > B+ Yes

Price Stability: 90 > 80 Yes

Earnings Predictability: 100 > 80 Yes

Interpretation of 

Financial Statements

Income Statement Criteria Pass?

Gross Profit Margin: 39.12% ≥ 20% Yes

SGA % of GP: 23.04% ≤ 80% Yes

DD&A % of GP: 1.55% ≤ 10% Yes

Interest % of OP: 8.02% ≤ 15% Yes

Net Profit Margin: 17.48% X ≥ 10% Yes

Balance Sheet Criteria Pass?

Current Ratio: 1.828225 > 1 Yes

Obligation Ratio: 3.11 < 5 years Yes



Qualitative Review

What type of business is this: commodity or sustained competitive 

advantage?

Sustained Competitive 

Advantage

Can you easily explain what the business does? Domestic Cigarette Producer

Is it heavily unionized? Yes

Does it require heavy capital infusion? No

Does it require lots of research and development? No

Can inventory become obsolete? No

Are there chronic "one time" write offs? No

Is the company able to raise its prices to offset inflation? Yes

Will the company be able to sell more in the future? Yes

If I gave you $1 billion could  you develop a competitor? If the answer is 

"no" your business has a sustained competitive advantage. No

Buffettology

Net Profit Margin Decreasing

Working Capital Positive

Shareholder's Equity No

Return on Total Capital Yes

Return on Shareholder's Equity Negative due to Share buybacks

Common Shares Outstanding Decreasing

Long-Term Debt Increasing

LT Debt Payable in 5 years Yes

All Dividends to Net Profit under 60% No

Annual Growth Rate Analysis Room for Growth

Statistical Array Analysis

Increasing trends?

Sales per Share Yes

Cashflows per Share Yes

Earnings per Share Yes

Dividends Declared per Share Yes

Capital Spending per Share Yes

Book Value per Share No

Revenues (Sales) Yes

Gross Profit Margin Fairly Stable

Operating Profit Margin Fairly Stable

Number of Stores None

Net Profit Yes



DuPont Analysis

Net Profit Margin Total Asset Turnover Financial Leverage Multiplier

-1.740X 1.94417.48% X

= Not Calculable



Conscious Investor 3-year 

Default



Conscious Investor 6-year Default



Conscious Investor 8-year Default



Conscious Investor Safety



Conscious Investor Kill it



Conscious Investor Kill it again



Discounted Cash Flow-

5-year EBITDA Growth



Discounted Cash Flow-

5-Year Earnings Growth



Discounted Cash Flow-

Break Even



Morningstar Debt Analysis



Van den Berg Metrics



Comparison



Recent News

 Lawsuits continue over asbestos in Kent cigarette filters

 Blue E-Cigarettes help Lorillard Capture Half of the U.S. 

Market

 Acquired British-based SKYCIG



Conclusion

 Tremendous share buybacks

 Shareholder oriented

 Low capital expenditures

 Poised for growth



Recommendation

 Write a put with a strike price of 50, and a limit 
order on the premium of 1.50

 Annualized rate of return on premium of 21%

 Due to the recent appreciation of Lorillard, 

the Berkshire Anne Hathaway’s would like to:


