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Tobacco--Negative Reaction To Potential Release Of The Final Deeming E-Cig
Regs Is Overdone--Buy On Weakness

Bonnie Herzog, Senior Analyst (212) 214-5051
Sector Rating: Tobacco, Overweight

We've fielded numerous questions today (4/13) given the weakness in the tobacco stocks. Overall, it appears there's concern
with potential headline risk from the long overdue final deeming e-cig regulations which are speculated to be released
imminently. In our opinion, this reaction is overdone and we encourage investors to take advantage of the weakness and buy
the stocks. As a reminder, regulation of the e-cig/vapor industry is broadly positive for the big tobacco manufacturers since it
will increase the barriers to entry and likely entrench them even further. The key concern in our mind is if the final regs stifle
or restrict innovation which would be an overall negative for the industry and public health. We've long believed innovation is
crucial for the long-term success of this category! Keep in mind, even if regs prove restrictive to innovation, this doesn't mean
the end of the category, it just means growth could be slower. However, I think this could be a net positive for MO given iQOS
and how that will be regulated. At the end of the day, I remain very bullish on the sector and the stocks given the strength in
the companies' core businesses.

Altria Group, Inc. (MO-NYSE)
Price as of 4/13/2016: $61.52

FY 16 EPS: $3.06

FY 17 EPS: $3.31

Shares Out.: 1,958.0 MM

Market Cap.: $120,456.16 MM

Reynolds American Inc. (RAI-NYSE)
Price as of 4/13/2016: $49.05

FY 16 EPS: $2.37

FY 17 EPS: $2.65

Shares Out.: 1,139.0 MM

Market Cap.: $55,867.95 MM

Philip Morris International Inc. (PM-NYSE)
Price as of 4/13/2016: $99.93

Please see page 3 for rating definitions, important disclosures and analyst certifications.
All estimates/forecasts are as of 04/13/16 unless otherwise stated.

Wells Fargo Securities, LLC does and seeks to do business with companies covered in its research reports. As a
result, investors should be aware that report and investors should consider this report as only a single factor
in making their investment decision.




FY 16 EPS: $4.39

FY 17 EPS: $4.90

Shares Out.: 1,549.0 MM
Market Cap.: $154,785.53 MM

Rating Basis Information:
MO Thesis: We believe Altria is achieving a better balance between stabilizing Marlboro market share and growing
profitably. We see further upside from strong pricing trends and potential of vapor that isn't currently reflected in the stock.

RAI Thesis: We believe RAI has transformed itself into a leaner, more focused, total tobacco company, driven by innovation
and a methodical approach to driving sustainable growth. We believe the stock has further upside potential given several
growth drivers.

PM Thesis: We expect PM to outperform over the long term given its (1) superior and re-invigorated Marlboro brand
franchise, (2) its industry-leading, diverse brand portfolio, and (3) its impressive ROIC and improving economic profit. PM
has emerged in a class of its own and we believe it is poised for further growth.
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Philip Morris International Ine. (PM) 3-yr. Price Performance
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Additional Information Available Upon Request

I certify that:

1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or
issuers discussed; and

2) No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views
expressed by me in this research report.



Wells Fargo Securities, LLC maintains a market in the common stock of Altria Group, Inc., Philip Morris International Inc.,
Reynolds American Inc.

Wells Fargo Securities, LLC or its affiliates managed or comanaged a public offering of securities for Reynolds American Inc.
within the past 12 months.

Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banking
services in the next three months from Altria Group, Inc.

Wells Fargo Securities, LLC or its affiliates received compensation for investment banking services from Reynolds American
Inc. in the past 12 months.

Reynolds American Inc. currently is, or during the 12-month period preceding the date of distribution of the research report
was, a client of Wells Fargo Securities, LLC. Wells Fargo Securities, LLC provided investment banking services to Reynolds
American Inc.

Reynolds American Inc., Altria Group, Inc. currently is, or during the 12-month period preceding the date of distribution of
the research report was, a client of Wells Fargo Securities, LLC. Wells Fargo Securities, LLC provided noninvestment banking
securities-related services to Reynolds American Inc., Altria Group, Inc.

Wells Fargo Securities, LLC received compensation for products or services other than investment banking services from
Altria Group, Inc., Reynolds American Inc. in the past 12 months.

Wells Fargo Securities, LLC or its affiliates has a significant financial interest in Reynolds American Inc., Altria Group, Inc.,
Philip Morris International Inc.

MO: Risks include increased price competition and increased downtrading by consumers.
RATI: Risks to our valuation include increased competitive pressure within the category and a pullback in consumer spending.
PM: Risks to our valuation range include currency fluctuations and a broad-based pullback in consumer spending.

Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions.
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall
profitability and revenue of the firm, which includes, but is not limited to investment banking revenue.

STOCK RATING

1 = Outperform: The stock appears attractively valued, and we believe the stock's total return will exceed that of the market
over the next 12 months. BUY

2 = Market Perform: The stock appears appropriately valued, and we believe the stock's total return will be in line with the
market over the next 12 months. HOLD

3 = Underperform: The stock appears overvalued, and we believe the stock's total return will be below the market over the
next 12 months. SELL

SECTOR RATING

O = Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months.

M = Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12
months.

U = Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months.

VOLATILITY RATING
V = A stock is defined as volatile if the stock price has fluctuated by +/-20% or greater in at least 8 of the past 24 months or if
the analyst expects significant volatility. All IPO stocks are automatically rated volatile within the first 24 months of trading.

As of: April 13, 2016

44.0% of companies covered by Wells Fargo Securities, Wells Fargo Securities, LLC has provided investment banking
LLC Equity Research are rated Outperform. services for 38.0% of its Outperform-rated companies.

54.0% of companies covered by Wells Fargo Securities, Wells Fargo Securities, LLC has provided investment banking
LLC Equity Research are rated Market Perform. services for 28.0% of its Market Perform-rated companies.

3.0% of companies covered by Wells Fargo Securities, Wells Fargo Securities, LLC has provided investment banking
LLC Equity Research are rated Underperform. services for 10.0% of its Underperform-rated companies.



Important Disclosure for International Clients

EEA - The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to
certain categories of investors. For recipients in the EEA, this report is distributed by Wells Fargo Securities International
Limited (“WFSIL”). WFSIL is a U.K. incorporated investment firm authorized and regulated by the Financial Conduct
Authority. For the purposes of Section 21 of the UK Financial Services and Markets Act 2000 (“the Act”), the content of this
report has been approved by WFSIL a regulated person under the Act. WFSIL does not deal with retail clients as defined in the
Markets in Financial Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for
the protection of retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be available. This
report is not intended for, and should not be relied upon by, retail clients.

Australia - Wells Fargo Securities, LLC is exempt from the requirements to hold an Australian financial services license in
respect of the financial services it provides to wholesale clients in Australia. Wells Fargo Securities, LLC is regulated under
U.S. laws which differ from Australian laws. Any offer or documentation provided to Australian recipients by Wells Fargo
Securities, LLC in the course of providing the financial services will be prepared in accordance with the laws of the United
States and not Australian laws.

Canada - This report is distributed in Canada by Wells Fargo Securities Canada, Ltd., a registered investment dealer in
Canada and member of the Investment Industry Regulatory Organization of Canada (ITROC) and Canadian Investor
Protection Fund (CIPF). Wells Fargo Securities, LLC's research analysts may participate in company events such as site visits
but are generally prohibited from accepting payment or reimbursement by the subject companies for associated expenses
unless pre-authorized by members of Research Management.

Hong Kong - This report is issued and distributed in Hong Kong by Wells Fargo Securities Asia Limited (“WFSAL”), a Hong
Kong incorporated investment firm licensed and regulated by the Securities and Futures Commission of Hong Kong (“the
SFC”) to carry on types 1, 4, 6 and 9 regulated activities (as defined in the Securities and Futures Ordinance (Cap. 571 of The
Laws of Hong Kong), “the SFO”). This report is not intended for, and should not be relied on by, any person other than
professional investors (as defined in the SFO). Any securities and related financial instruments described herein are not
intended for sale, nor will be sold, to any person other than professional investors (as defined in the SFO). The author or
authors of this report is or are not licensed by the SFC. Professional investors who receive this report should direct any queries
regarding its contents to Mark Jones at WFSAL (email: wfsalresearch@wellsfargo.com ).

Japan - This report is distributed in Japan by Wells Fargo Securities (Japan) Co., Ltd, registered with the Kanto Local
Finance Bureau to conduct broking and dealing of type 1 and type 2 financial instruments and agency or intermediary service
for entry into investment advisory or discretionary investment contracts. This report is intended for distribution only to
professional investors (Tokutei Toushika) and is not intended for, and should not be relied upon by, ordinary customers
(Ippan Toushika).

The ratings stated on the document are not provided by rating agencies registered with the Financial Services Agency of Japan
(JFSA) but by group companies of JFSA-registered rating agencies. These group companies may include Moody's Investors
Services Inc., Standard & Poor's Rating Services and/or Fitch Ratings. Any decisions to invest in securities or transactions
should be made after reviewing policies and methodologies used for assigning credit ratings and assumptions, significance and
limitations of the credit ratings stated on the respective rating agencies' websites.

About Wells Fargo Securities

Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company
and its subsidiaries, including but not limited to Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S.
Securities and Exchange Commission and a member of NYSE, FINRA, NFA and SIPC, Wells Fargo Prime Services, LLC, a
member of FINRA, NFA and SIPC, Wells Fargo Securities Canada, Ltd., a member of IIROC and CIPF, Wells Fargo Bank, N.A.
and Wells Fargo Securities International Limited, authorized and regulated by the Financial Conduct Authority.

This report is for your information only and is not an offer to sell, or a solicitation of an offer to buy, the securities or
instruments named or described in this report. Interested parties are advised to contact the entity with which they deal, or the
entity that provided this report to them, if they desire further information. The information in this report has been obtained or
derived from sources believed by Wells Fargo Securities, LLC, to be reliable, but Wells Fargo Securities, LLC does not
represent that this information is accurate or complete. Any opinions or estimates contained in this report represent the
judgment of Wells Fargo Securities, LLC, at this time, and are subject to change without notice. For the purposes of the U.K.
Financial Conduct Authority's rules, this report constitutes impartial investment research. Each of Wells Fargo Securities, LLC
and Wells Fargo Securities International Limited is a separate legal entity and distinct from affiliated banks. Copyright ©
2016 Wells Fargo Securities, LLC.
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