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COMPANY OVERVIEW

AB InBev is the world’s largest brewer selling their brands in 150
countries across the world with a brand portfolio that includes
Budweiser, Corona and Stella Artois. The current management
team have successfully overseen a series of transformative
transactions, initially combining Interbrew with Ambev to create
InBev, then merging with Anheuser-Busch to become AB InBev
and thereafter acquiring SABMiller. CEO Carlos Brito and his
management team have earned an enviable reputation for
delivery by building a long-term focused, ‘ownership’ culture
where performance is celebrated but have a zero tolerance for
unnecessary costs and underachievement. The Group focuses on
using scale to drive efficiencies whilst simultaneously driving a
strategy of ‘premiumisation’ in the global beer market.

WHAT WE LIKE ABOUT AB INBEV

The company’s competitive advantage over peers is
demonstrated through maintaining the highest gross margin in
the world for a large global brewer, averaging 59.4% over 5
years. AB InBev is a formidable cash generator, with $15.4 billion
in cash flow from operations produced in 2017. To put this into
context, the historical operating cash flow margin of 29.2%, is
again the best in class globally, and compares to a sector median
of 13.7%. Investors often look at return on equity (ROE) to assess
the businesses productivity, although we find that operating
cash flows over equity is often a better indicator of the cash flow
productivity of the business. AB InBev has achieved historic ROEs
of 16%, compared to a historic cash flow return on equity of
25.3%. This strong capital generation is then allocated by
management to growth driving activities through maintenance
capex, expansionary capex, acquisitions and to returning funds
to providers of capital through dividends and de-gearing. The
businesses’ superior cash generation has been a key enabler of
the acquisitions made over time and simultaneously enabled
dividend pay-outs to shareholders of close to 100% of earnings.

RELATIVE VALUATION SNAPSHOT

AB InBev trades at a twelve month forward price-earnings
multiple of 20.3x, representing an attractive discount to its own
5 year historic forward multiple of 22.0x and a marginal discount
to the global alcoholic beverage peer median multiple of 20.9x.
We view AB InBev as fairly valued and therefore maintain our
HOLD recommendation going into the 1H18 results which the
company is due to release on 26 July 2018.
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Neutral

Current Recommendation
HOLD

Market Capitalisation R2,780 billion
Share Price R1,382.42
Consensus Rating Overweight

52w Low-High Range

R1,157.71- R1,737.78

Estimated Forward PE 20.3x
Estimated Forward DY (Ordinary) 3.88%
Next Reporting Date (Period) 26 July 2018
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Gross Margin vs Peers
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This document is intended to provide only general information and to highlight points of interest. It is not intended to be comprehensive or sufficient for
making decisions and should not be relied upon. Specific financial and taxation advice should be sought on the facts of any matter before action is taken.
This document is not directed to any person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) it is prohibited.

Where investments are involved, nothing in this documents should be taken as expressed or implied indication, representation warranty or guarantee of
performance whether in respect of income or capital growth. No warranty or representation is given as to the accuracy or completeness of this document
and no liability is accepted for any errors or omissions that the document may contain. The value of investments and any income derived can go down as
well as up. Investors may not get back the full amount invested. Past performance is not a reliable indicator of future results. Where an investment is
denominated in a currency other than the currency where the investor is resident, investment returns may increase or decrease as a result of currency
fluctuations.

Stonehage Fleming Investment Management (South Africa) (Pty) Ltd, other affiliated companies of the Stonehage Group and directors and employees of
these companies may from time to time have a long or short positions in the securities mentioned in this document and may add to or dispose of such
securities.

This document is issued and approved for distribution in South Africa by Stonehage Fleming Investment Management (South Africa) (Pty) Ltd, which is an
authorised Financial Services Provider (FSP No. 42847).
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