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US to correct its underperformance in that area and seems determined not

to miss the craft brew boat in other regions.
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stronger everywhere in the
world
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1. Executive summary

Over the past two years, brewers have been taking different steps which highlight the growing
importance they give to the high-end beer market. AB InBev, Heineken and SABMiller have all been
acquiring craft brewers, mainly in the US but also elsewhere. AB InBev and MillerCoors have been
very vocal about their efforts to move their US portfolio more into the premium segment.
Innovations, like the radlers that mix beer with lemonade, are priced at a premium despite its lower
cost, and are growing fast. AB InBev and Heineken have been very successful in developing a
premium import matket in both Brazil and Mexico. Carlsberg in its SAIL’20 programme identified
craft and speciality beers as an area to develop. Other recent examples of the thirst for premium beers
in emerging markets is the dynamic sales environment for premium Budweiser in China, and
Carlsberg has managed to develop the Tuborg brand in the Indian premium beer segment. This note

identifies the key trends in the high end beer segment.

First, high-end beer is more profitable than mainstream beer. There are higher costs associated with
producing, selling and distributing high-end beers, but their pricing more than offset this. As a result,
premium beers are about 50% more profitable than mainstream beers and superpremium beers are
nearly 4 times more profitable. In terms of margin the uplift for superpremium beers is around 10%

and it is 5% for premium beers (but of course on higher selling prices).

Secondly, high-end beer is growing stronger than other segments and that is true across all regions.
Over the past decade, globally, premium beer has grown by 3.8% p.a. and superpremium beer by
4.8% p.a. compared to 2.5% growth in mainstream beer. However, in Latin America and Africa, the
discount segment has grown equally strongly. We believe this is due to fact that in these emerging
markets, consumers move up the ladder from illicit/home brews to beet (in itself a premium product
— it takes in Africa 4 houts work to buy a beet). Indeed, in Latin America and Aftica, informal/home-
brew alcohol is respectively 25% and 70% of total alcohol consumption and a switch to the branded

packaged beer category is already up trading.

Thirdly, based on the analysis of profitability and growth, we define three areas where growth is most

attractive:

B In Africa and Latin America, beer is an aspirational drink to which consumers can up trade if
growth in their disposable income allows. The informal/home-brew market in Africa is 75% of

the total alcohol consumption and in Latin America it is still 25%.

B Mainly in emerging markets, the high-end beer segment still needs developing. In Africa and
Latin America, high-end beer is only 15% of volumes and in Asia it is only 10%. The two
biggest opportunities for high-end beer seem to be China and Brazil.

B With most growth being registered in the high-end segment — and that is true across all regions,

brewers need to have strong positions across the globe in this segment (high-end domestic

brands, import brands, craft).

Please see the section headed “Important information” on the back page of this report.
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active in improving its global
distribution and sets itself up
to capture further growth in
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emerging and developed
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the brewer with the highest
exposure to high end beer
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Fourthly, when analysing which of the brewers scores best on high-end beer potential, then the initial
conclusion is that they all have something that is being explored. However, some are more timid in
furthering their efforts than others. The one brewer that stands out by making big steps forward is
AB InBev. And, as it is the biggest, global brewer, this should be a worry for the other brewers. Not
only has AB InBev increased its footprint to capture growth from informal/home-brew alcohol from
Africa and Latin America (through the acquisition of SABMiller) but it will find itself with the
strongest footprint in the emerging markets where high-end beer still has significant upside potential.
Indeed, in Asia, high-end beer is only 10% of the volumes and in Latin America/Africa it is 15%,
which compares with around 30% in Australasia, North America and Europe (also in Eastern
Europe). And although the international premium Budweiser accounts only for 3% of the company’s
volumes, the potential to develop the brand globally is there (and the proof is there that the company
has been able to do so in Brazil and Mexico). Furthermore, AB InBev has come to the conclusion
that it was missing the entire craft brew development in the US and now has made a series of
acquisitions in craft brew to correct its US position, but has also gone further and acquired craft

brewers in Brazil, Colombia, Mexico and the UK. — it is determined not to miss the boat again.

Heineken is the other brewer that is worthwhile mentioning as today it has the largest exposure to
premium beer which accounts for 36% of the group’s volumes and an estimated 60% of profits. Its
positions in Africa, Latin America and Asia are maybe not the same as AB InBev’s but they are decent
enough to tap the growth (overall and high end) in these markets and it looks mainly to exploit the
growth in imports. In the more mature markets, the company banks on high-end innovations like the
radlers and alcohol-free beer. However, its strong global position of the Heineken brand might make
the company less attentive (too complacent?) to the development of the craft beer segment. The only
catch-up it has done (so far?) is the acquisition of a 50% stake in the US Lagunitas craft brewer,

whose beers it plans to export to Europe.

The other brewers have less exposure and/or ambition in the high-end market. MolsonCoors has
only 11% of volumes in high but that is mainly in speciality beer in the US (Blue Moon, Leinenkugel,
etc.) but now that it is gaining the 100% control of MillerCoors and will have perpetual rights for the
USD on Peroni, Pilsner Urquell and Redd’s, the company is likely to become more aggressive in the
import category, which is likely to be mainly to the detriment of Heineken which uses the MillerCoors
distribution network to sell its Dutch and Mexican import beers in the US. Carlsberg’s main premium
beer is Baltika7 in Russia. In other markets, it has Carlsberg and Tuborg, but it struggles to have a
consistent positioning and message in these brands. And Royal Unibrew is actually too small to even
pretend to determine in which segments it plays. However, the group’s exposure is positively
impacted by the significant Ceres Strong Ale premium business in Italy, which in itself is already 12%

of the group’s beer volumes.

Please see the section headed “Important information” on the back page of this report.
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Fig. 1: High end beer is growing faster in each  Fig. 2: Overall market share in emerging
region, CAGR 2010-2015, by volume markets
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Valuation
Fig. 5: Valuation table
local Share  Market PIE EV/EBIT EV/EBIT FCF Net 5yr EPS PEGD
c'cy price Cap DA not yield yield CAGR
(EURbn) adj.

2016e 2017e 2016e 2017e 2016e 2017e 2016e 2017e 2015¢ 2016e

Brewers

AB InBev EUR 108 1785 235 196 184 165 149 137 46% 64% 23% 22% 8% 228
Carlsberg DKK 596 12.2 225 19.1 19.5 17.2 11.8 108 33% 6.0% 11% 1.1% 7% 2.84
Heineken EUR 77 407 193 179 159 146 120 109 44% 53% 1.6% 15% 8%  2.03
SABMiller GBp 4,236 903 296 270 255 232 196 180 31% 39% 20% 22% 7% 342
Molson Coors usb 93 162 252 188 349 158 199 117 41% 62% 18% 19% 10% 210

Source : Bryan Garnier & Co. ests

Please see the section headed “Important information” on the back page of this report.
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superpremium beers are
nearly 4 times more
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2. High-end beer 1s more profitable

Profits of high-end beer tend to be higher than those of mainstream and discount beers. The table
below shows the mathematics of the different price segments. Assuming mainstream beer selling at
index 100, premium beer is selling at 130 and superpremium at 180. Costs of sales are roughly the
same over the different categories, although the quality or the ingredients and limited availability ramp
up the costs. Distribution expenses tend to be higher for the superpremium brands as point of sales
loyalty has often to be ‘bought’ and volumes are lower. Administrative expenses tend to be the same
but sales & marketing expenses do rise with the price premium. However, because the increased cost
for high-end beers is more than offset by their higher price, premium beers are about 50% more
profitable than mainstream beers and superpremium beers are nearly 4 times more profitable. In

terms of margin, the uplift for superpremium beers is around 10% and it is 5% for premium beers.

Fig. 6: Profitability model for high end beers

Discount Mainstream Premium Superpremium

Selling price 80 100 130 180
Cost of sales/production -45 -50 -58 -67
Gross profit 35 50 72 113
Gross margin 44% 50% 55% 63%
Distribution -12 -12 -15 -22
Sales and marketing -10 -17 -25 -40
% revenue 13% 17% 19% 22%
Administrative -7 -7 -7 -7
Operating profit 6 14 25 44
Operating margin 7.5% 14.0% 19.2% 24.4%

Source: Bryan Garnier est.

A good example of the higher profitability of premium beers is SABMiller’s (mainly) Peroni business
in the UK. This business makes up 3.3% of the company’s European volumes, 6% of the European
revenues and 9.9% of its EBITA.

Fig. 7: Profitability of SABMiller's Western European and UK business

Western Europe UK-Peroni Index
Volume (m hl) 59.10 1.95
Revenues (USD m) 4,398 264
EBITA (USD m) 700 69
EBITA margin 15.9% 26.3% 1.7
Revenue/hl (USD) 74.42 135.30 1.8
EBITA/hI (USD) 11.84 35.53 3.0

Source: Bryan Garnier est.

Please see the section headed “Important information” on the back page of this report.
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Another example of the higher profitability of premium beers is the AB InBev business in China,
which includes mainly the Harbin and Sedrin brands in the mainstream business, but around 13% of
AB InBev’s Chinese volumes is the superpremium Budweiser brand which is the main reason for the
higher profitability of AB InBev in China. In the table below, we give the 2014 financial figures for
the Chinese brewers as most have not reported yet on 2015. AB InBev has reported for 2015 and the
profitability of the Chinese business has improved further to a 22.6% EBITDA margin (+410bps).

Fig. 8: Revenues and profitability Chinese beer industry, 2014

USD m Revenues EBITDA EBITDA margin
AB InBev 3,873 716 18%
CR Snow 4,483 566 13%
Tsingtao 4,227 524 12%
Yanjing 1,875 300 16%
Carlsberg 1,098 187 17%
Heineken 151 18 12%
Others 1,170 141 12%
Chinese brewers total 16,877 2,452 15%

Source: Company Data; Bryan, Garnier & Co estimates.

Please see the section headed “Important information” on the back page of this report.
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3. High-end beer is growing faster

3.1. High-end beer has the faster growth rates but
more volumes are being added in mainstream

Over the past decade Over the past decade (2004-2014), the global beer market has grown by 2.7% in volume with
premium beer has grown by mainstream growing by 2.5%, premium by 3.8% and superpremium beers by 4.8%. At the end of this
3.8% p.a. and superpremium
by 4.8% p.a. compared to
2.5% for mainstream

period, premium and superpremium beers accounted for 20% of volumes, compared to 17% ten
years carlier. The share of the mainstream has hardly changed to 66% from 67% but the weight of

the discount segment came down to 14% from 16% (but even then this is not that big a move).

Fig. 9: Global growth for the different price Fig. 10: Share of the price segments, 2014
segments
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Indeed, the premium and superpremium beer segment has added 64m hl or 39% of the global growth
(with the discount segment losing 6m hl (or 4%) in the same period. However, despite this relatively
faster growth in high-end beers, most volumes over the past 10 years have been added in the
mainstream segment (106m hl or 65% of total growth) as beer became more affordable in the
emerging markets. The increase in mainstream beer consumption provides an excellent base for

further growth in high-end beers driven by increases in disposable income.

Please see the section headed “Important information” on the back page of this report.



BRYAN, GARNIER & CO

Fig. 11: Global growth for the different price
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Fig. 12: Share of global growth by price
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Even growth in the discount
segment in emerging markets
is a reflection of
premiumisation

3.2. Moving up the ladder happens not just at the

high end

The tables below illustrate that the growth in high-end beers has been very general across all regions.
There is not a single region where premium and superpremium beer has been in decline over the past
five years. Growth rates vary from 1-2% in Western Europe where, five years ago, high-end beer was
already 32% of the market to 11-12% in Asia, Latin America and Africa, where high-end beer is only

in the nascent stages.

In general, when discussing premiumisation of the market, one tends to analyse the growth in the
higher-end more-expensive products in the category. However, the reality is broader than this.
Mainly in the emerging markets of Africa and Latin America, affordability of beer is an issue (far less
so in Asia) and, as a result, growth in real disposable income does bring new consumers into the beer
category. And, as such, the growth in the discount segment in these regions is also an expression of
consumers moving up the ladder and moving from one category of consumption (e.g. home brews) to

another (e.g. branded beer)

Fig. 13: Regional growth in the different price segments (2009-2014)

Africa ME & N Africa Asia  Australasia Latin AmericaNorth America Eastern Western
Europe Europe
Share high-end
Share 2009 15% 18% 8% 27% 12% 25% 24% 32%
share 2014 15% 22% 10% 32% 15% 32% 29% 34%
CAGR 5y
Discount 12% 1% 0% 6% -4% 3% -1%
Mainstream 5% 0% 4% -3% 1% -2% -3% -1%
Premium 12% 6% 11% 5% 7% 3% 1% 1%
Superpremium 5% 23% 11% 12%) 9% 5% 2%

Source: Canadean, CSS estimates

Please see the section headed “Important information” on the back page of this report.
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trading up from
informal/homebrew to
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The relative growth figures tell one side of the story, the other side is the growth in absolute million
hectolitres, and here growth in emerging markets remains firmly in mainstream. Over the past five
years, mainstream beer grew by 13m hl in Latin America, 21m hl in Africa, and 97m hl in Asia.
However, in Asia and Latin America, growth of the premium segment has also been significant in

total volumes with growth of 22m hl in Asia and 13m hl in Latin America.

Fig. 14: Regional growth in the different price segments (2009-2014, in m hl)

Africa Asia Australasia East Europe Latin ME & N North West

America Africa America Europe

Discount 4 4 0 8 0
Mainstream 97 E 0 -16 E
Premium 6 22) 1 4 0 6 1
Superpremium 1 8 1 3 2 0 m E

Source: Canadean, CSS estimates

3.3. Two contrasting markets: Africa v US

How growth in the discount segment is an expression of premiumisation can be illustrated by growth
in beer consumption on the African continent. In Africa, beer is highly aspirational but relatively

expensive as it takes around 4 hours to work for a pint of beer compared to 7-8 minutes in the US

packaged branded beer o ) o )
and Europe. As a result, there is a significant level of informal/illicit alcohol consumption. Howevet,
as consumers increase their disposable income, they are able to move up from the cheaper
informal/illicit alcohol to beer.
The graphs below illustrate that although beer consumption in Africa is only 9 litres per capita (0.61 in
pure alcohol terms) compared to 45 litres as a global average, the overall alcohol consumption of 6.2
litres in pure alcohol terms is the same as the global average.
Fig. 15: Clear beer consumption, litres/capita Fig. 16: Pure alcohol consumption, litres per
2014 capita 2014
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The difference is a significantly higher level of informal alcohol production (over 70%) in Africa.
However, as consumers’ disposable income increases, that part of the informal alcohol consumption
decreases. This has been the case in South Africa, where illicit and home brew consumption account

for only 20% (about 11m hl) and packaged beer consumption is already 50% of alcohol consumption
(about 25m hl).

Fig. 17: Size of the alcohol market estimates %  Fig. 18: Pure alcohol consumption south Africa,
market share 2013, by price index
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m Wine
M Beer 50-80
: : : 0-50
North  C&E Latin  Africa ' ' ! '
America Europe America 0 20 40 60
Source: SABMiller Source: SABMiller
The growth in craft in the By contrast to the African situation, premiumisation in the US fully plays in the high-end segments.

US is not finished Imports and craft brews have gained from a 5% share in 1990 to 24% in 2014 and are, according to

the Brewers Association, expected to represent 35% in 2022, with the strongest growth coming from
the craft segment. These forecasts are mostly based on the continued growth of the Millennials
generation (looking for authenticity) and that, currently in markets like San Francisco, Portland,
Seattle and Boston, craft brews are already above the 20% share mark.

Fig. 19: The growth of craft beer driven by demographic trends

Millennials are the major population force Overview of beer category trends

® Millennials

M Craft
B Generation X
m Imports
1 Baby boomers
M Light Beer
M The silent
generation B Domestic
M The greatest (various)
generation
2014 2020 1970 1980 1990 2005 2014 2022
Source: Forbes Magazine, August 2014 Source: Brewers Association
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Tapping switch from
informal to branded beer in
Africa and Latam

Growth in high end beer in
emerging markets

Fig. 20: High end beer penetration
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4. Where is the most rewarding growth?

There are three areas emerging where the opportunities for rewarding growth are highest:

1) In Africa and Latin America, beer is an aspirational drink to which consumers can up trade if
growth in their disposable income allows. The informal/home-brew market in Aftica is 75% of the

total alcohol consumption and in Latin America it is still 25%.

2) Mostly in emerging markets, the high-end beer segment still needs developing. In Africa and Latin
America, high-end beer is only 15% of volumes and in Asia it is only 10%. The two biggest
opportunities for high-end beer seem to be China and Brazil. Assuming that in both countries
premium penetration grows to 20% of the market (both from 9% currently), then the premium
opportunity for China is 57m hl and for Brazil it is 16m hl. These two countries alone would

represent already at least a USD2bn profit opportunity.

Fig. 21: Size of selected markets (m hl) and
high end beer penetration
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Changing consumer
preferences in developed
markets demand a well-
diversified proposition
including craft
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3) With most growth being registered in the high-end segment, and that is true across all regions,
brewers need to have strong positions across the globe in this segment (high-end domestic brands,
import brands, craft). And brewers need to be attentive to changes in the structure of the high-end
market. Indeed, over the past two decades, craft beer has emerged as the driving force in high-end
beer in the US and has been a segment that until lately has been missed by the larger brewers. The
rise of the craft beer industry in the US is well documented and statistics show that it has gained an
11% share of the market (2015) and is on its way to capture 22% in 2020. However, also in other
regions, the craft beer industry is developing and the brewers are not planning to miss this
development again. In Western Europe, brewers have been actively looking for acquisitions/alliances
in this space (AB InBev bought Hackney Brewery in London, SABMiller Meantime, Catlsberg has
been hooking up with Brooklyn Brewery to develop craft beer in Sweden (New Carnegie Brewery)
and Norway (EC Dahls), Royal Unibrew has launched its own craft brews Schiotz and Lottrup in
Denmark and Vilkmerges in Lithuania (Heineken has been abstaining from craft brew acquisitions in
Europe but still acquired a 50% stake in the US-based Lagunitas Brewery)). But also in emerging
markets, craft brews are gaining attention. AB InBev has acquired craft brewers Wils and Colorado,
it bought Colombia's largest craft brewer, the Bogota Beer Company, and in Mexico it purchased
Cervecerfa Tijuana and Cervecerfa Mexicana. Even in China, craft brewers are emerging. Examples of

restaurant breweries are the Shanghai Brewery (Shanghai) or the Boxing Cat (Beijing).

Please see the section headed “Important information” on the back page of this report.
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5. 'The brewers
5.1. Who has the most high-end business?

Heineken has the Comparing the different brewers, Heineken is the company that has the most high-end business at
most high end 37% of volumes and over 60% of operating profits (Bryan Garnier estimates). The one that scores
business the weakest is Molson Coors, which even after integrating MillerCoors will only have 11% of its

volumes and 28% of operating profits in high-end beers.

Fig. 22: % of group volume in high end Fig. 23: % of operating profits in high end
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Fig. 24: Selected brewers breakdown by price segments (volumes, 2015)
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Source : Canadean, Bryan Garnier est.
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5.2. Who has the brands?

Heineken and Budweiser are  The two companies with the most attractive brand profile in the high-end are Heineken (the brand
the key international

alone is already 13% in premium or above) and AB InBev, which has Budweiser. High-end Budweiser
premium brands

beer is only 3% of the group’s volumes but, because of the company’s penetration in mainstream in
Latin America, Asia (and soon Africa — after the SABMiller acquisition), it has the largest platform of

all brewers to grow its premium and above segment.

Fig. 25: Main beer brands of the brand owners in each segment

Carlsberg Heineken SABMiller Molson Coors Royal Unibrew* AB InBev
Discount Segment 13% Segment 11% Segment 10% Segment 19% Segment 6% Segment 10%
Harnas (2%) Kaiser (Brazil) (5%) High Life (3%) Keystone (5%) Tauras (3%) Busch (3%)
Bolshaya Tatra (1%) Milwaukee's Best (2%) High Life (3%) Livu (1%) Natural (1%)

Kruzhka (2%)
Arsenalnoye (1%) Tri Medvedya (1%) Eagle (1%) Milwaukee's Best (5%) Jinglongquan (1%)
Mainstream Segment 62% Segment 52% Segment 75% Segment 70%  Segment 64% Segment 72%
Shancheng (9%) Heineken (4%) Miller Lite (9%) Coors (29%)  Karjala (13%) Bud Light (11%)
Carlsberg (5%) Amstel (3%) Carling Black Label (7%) Miller Lite (18%) Lapin Kulta (6%) Skol (InBev) (10%)
Tuborg (4%) Foster's (3%) Castle (6%) Carling (7%) Royal (6%) Brahma (7%)
Tianmuhu (3%) Tecate (3%)  Aguila (Colombia) (5%) Steel Reserve (2%) Kalnapilio (5%) Harbin (7%)
Xinjiang (3%) Primus (Africa) (3%) Poker (5%) Canadian (2%) Tauras (5%) Budweiser (6%)
Baltika (3%) Cruzcampo (3%) Hansa (South Africa) (4%) MGD (2%) Lacplesis (3%) Antarctica (4%)
Chonggqing (3%) Sol (2%) Cristal (Peru) (3%) Icehouse (2%)  Odense (3%) Corona (4%)
Kronenbourg Star (Africa) (2%) Pilsener (Ecuador) (3%) Jelen (2%) Livu (2%) Xuejin (4%)

(2%)
Premium Segment 21% Segment 28% Segment 10% Segment 5%  Segment 14% Segment 12%
Baltika (6%) Heineken (7%) Lech (1%) Staropramen (1%) Royal (4%) Modelo (2%)
Tuborg (4%) Tecate (6%) Kozel (1%) Leinenkugel (1%) Heineken (3%) Bohemia (Brazil) (2%)
Carlsberg (2%) Tiger (2%) Castle (1%) Redd’s (1%) Foster's (2%) Budweiser (1%)
1664 (2%) Amstel (2%) Redd's (1%) Foster's (0%) Lapin Kulta (1%) Bud Light (1%)
Superpremium Segment 3% Segment 9% Segment 5% Segment 5%  Segment 16% Segment 6%
Carlsberg (1%) Heineken (6%) Cusquena (1%) Blue Moon (3%) Ceres (10%) Budweiser (2%)
Grimbergen (1%)  Desperados (1%) Pilsner Urquell (1%) Staropramen (0%) Faxe (5%) Beck's (1%)
Holsten (1%) Ciuc (0%) Peroni (1%) Coors (0%) Heineken (1%) Stella Artois (1%)
Tuborg (0%) Newcastle (0%) Miller Genuine Draft (1%) Cobra (0%) Sol (0%) Corona (1%)
1664 (0%) Amstel 0%) Ursus (0%) Peroni (0%) Leffe (0%)
Eve (0%) Sol (0%) Gambrinus (Czech) (0%) Branik (0%) Hoegaarden (0%)

Source: Canadean

Please see the section headed “Important information” on the back page of this report.
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5.3. Regional positioning?
Fig. 26: Regional positioning by company
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Please see the section headed “Important information” on the back page of this report.
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Molson Coors - including 100% MillerCoors— presence in price segments Key findings
across the regions
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Please see the section headed “Important information” on the back page of this report.
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distribution network to
capture growth in emerging
markets

Both Heineken and AB
InBev can tap high end
growth in emerging markets
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5.4. Who is capturing the growth?

Earlier it was established that being able to benefit from up trading from informal alcoholic drinks to
packaged branded beer is at its highest in Africa and Latin America. The one company that stands
out in this respect is AB InBev which after the acquisition of SABMiller will occupy a 36% market
share in Africa and 63% in Latin America. Heineken comes a distant second with a 25% share of the

African market and 13% of Latin America. Carlsberg does not register at this opportunity.

The second opportunity is market share in high-end beers in the emerging matkets of Africa, Latin
America and Asia. In Latin America, AB InBev has the highest share (55%), with Heineken again in
second place (32%). However, in Africa, Heineken has a leading 40% share compared to 16% for AB
InBev (post the SABMiller acquisition). The relatively weak position of AB InBev is due to
SABMiller not having had a clear international premium brand, whereas AB InBev will be able to
bring Budweiser to the African distribution network and could represent a 5-6m hl opportunity. In
Asia, all three brewers still have a limited share in the high-end market, maybe offering Carlsberg

some potential focus.

Fig. 27: Market shares in emerging markets

Overall market shares in emerging markets Market shares in high-end beer in emerging markets
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Source: Canadean, Bryan Garnier & Co. estimates

The third level of opportunity that has been highlighted is the relative share of high end in the

portfolio of the brewer and its share in the overall high-end beer market.

Please see the section headed “Important information” on the back page of this report.
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Fig. 28: Market share in high end beer and composition of brand portfolios

Relative weight of the different categories, 2015
volume
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The company with the highest share of high-end beers in volume (36%), revenue (40%) and profits
(60%) is Heineken. Omne of the main drivers is the Heineken brand that itself is already 14% of
volumes (both mainstream and premium) and over 30% of operating profits. The second highest
contributor of high end comes from Carlsberg. For Carlsberg, we estimate that 25% of volumes are
in the high end, but also 25% of the revenues (given that selling prices/hl are half in Eastern Europe
and Asia) and 37% of operating profits.

For AB InBev, Canadean calculates that high-end beers are 17% of volumes, and we estimate 24% of
revenues. However, because of the already high profitability of AB InBev, we reckon that the margin
uplift is slightly lower than for other brewers (25% uplift) and we estimate that about 30% of the
company’s profits are from high-end beers. Also MolsonCoors has a similar share of operating
profits from high-end beers (28% in our estimates), although it has only 11% of volumes from that

segment.

Fig. 29: High-end share in volumes, revenues and operating profit

AB InBev Carlsberg Heineken MolsonCoors Royal SAB Miller
Unibrew
Volume 17 25 36 11 26 15
Revenues 24 25 43 18 32 18
Operating profit 30 37 60 28 40 23

Source: Bryan Garnier & Co. estimates

Please see the section headed “Important information” on the back page of this report.
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5.5. Who is doing what?

AB InBev is top of the class

The brewer which has been most active in positioning itself to capture the trend for up trading is AB
InBev. With the proposed acquisition of SABMiller, the company will be increasing its presence
further in Latin America and entering Africa, which are the two regions where up trading from
informal/home brew to packaged branded beer is possible. And on top of this, it is creating a
platform for further up trading to high-end beers as in both regions high-end beer only represents
15% of volumes. Furthermore, the company is strengthening itself in Asia where high-end beer is
only 10% of volumes. With the distribution capabilities that come from large market shares, AB
InBev has a portfolio of international brands spearheaded by Budweiser to tap the growth in the high-
end categories in those markets. As an example, Budweiser was introduced in Brazil in 2011 and
already accounted in that year for more than 5m hl of beer sales which grew to 15m hl in 2015. Stella
Artois, which was already in the Brazilian market since 2009, went from 1m hl in 2010 to 4.5m hl in
2015. The main drivers the company believes it can tap into is the growth in the high-end segment in
Brazil from currently 9%, in Mexico from currently less than 3%, in China from 7% and the nascent
high-end segment in Africa. According to the company, high-end beers in Brazil account for already

9% of the market, but have still significant upside potential.

Next to acquiring in the emerging markets, AB Inbev has also been very active in catching up on the
craft brew trend in the US, acquiring seven US craft brewers since 2011 and it continues to look for

acquisitions in this space.:

e  Goose Island — Chicago, March 2011

e  Blue Point Brewing- Long Island, NY, February, 2014
e 10 Barrel Brewing- Bend, Or., November, 2014

e  Elysian Brewing- Seattle, Wa., January, 2015

e Golden Road Brewing- Los Angeles, Ca., April, 2015
e  Four Peaks Brewing- Phoenix, Ar., December, 2015

e Breckenridge Brewing- Littleton, Co., December, 2015

The company also owns a neatly 32% stake in publicly-traded Craft Brew Alliance (BREW), the
parent company of Widmer Brothers Brewing, Redhook Ale Brewery and Kona Brewing Company.
Furthermore, AB InBev has acquired craft brewers in Mexico, Colombia and Brazil as it believes that
this continues to be a growing and profitable segment of the market. In the UK, AB InBev has been
acquiring Camden Town Brewery. All these acquisitions are setting up the company to benefit from

the continued growth in craft brews around the world.

Of course, all these additional brands and distribution networks are adding to the complexity, which
in itself is not good for profits, but AB InBev believes that the higher price these products command
is more than enough to be positive for increasing margins. And, increasingly, it is clear that AB
InBev, having missed to a large extent the craft brewer trend in the US, is doing everything it can to
catch up and not make the same mistake in other parts of the world. We do believe that the company
will be able to increase its share in the US craft segment from currently 20% to 40% (it has a 45%
share of the overall US beer market), which in itself is bad news for the other craft brewers (because

somebody has to lose share).

Please see the section headed “Important information” on the back page of this report.
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Carlsberg needs to sort out its brand ladder

Contrary to the other brewers, Catlsberg does struggle with dual positioning of its brands in export
markets: in some it has mainstream, in others premium positioning. Its flagship Carlsberg brand is
mainstream in Denmark, the UK (which is the biggest volume market for Carlsberg), Malaysia, Hong
Kong, Greenland, Malawi, but it is premium in other countries. Similarly, Tuborg is mainstream in
Denmark, Norway, Turkey, but premium in Eastern Europe and Asia. These different positions are
not ideal, but the company believes that changing them would be a difficult, costly and lengthy
process. In the past, there have been attempts to move Catlsberg up the pricing ladder in for example

Denmark, but the company always had to come back from that idea.

However, it is much easier to get brands onto the right price point when they have not been present
in the market before. The company does this with brands like Grimbergen, Jacobsen or
Kronenbourg Blanc, 1664, but penetrating the superpremium market with ‘unknown’ brands is

difficult, especially as the company finds itself competing with many other aspirational brands.

Catlsberg sees significant opportunities in Western Europe for specialities/craft beers, but some of
that growth will cannibalise import or domestic premium, but it is at a higher price point. Carlsberg
plays in that segment with Grimbergen, Jacobson, 1664, Kronenbourg Blanc, Brewmaster collection,
the craft JVs with Brooklyn in Sweden and Norway. Other opportunities it has are in France
(Grimbergen) and the UK (no premium beer in its portfolio as Catlsberg is mainstream), where the
company has a significant presence in mainstream but underscores in premium. In India, the
company is only in premium and in Russia it is over-indexing on domestic premium (Baltika 7), but in
international premium it has a lower share, which is another opportunity. In Russia, Carlsberg has

been pushing with Tuborg but finds there is more competition, and more products in superpremium

Heineken has an envious position but is it being complacent?

Heineken has the best position in high-end beer with 36% of volumes and, according to our
estimates, 60% of profits, from the high-end beer segment. The Heineken brand itself is already 14%
of volumes (both mainstream and premium) and over 30% of operating profits and is the only true
global premium brand. The company has been very good in moving the Heineken brand into
premium in all export markets and, in some cases, like the UK — had to temporarily withdraw from
the market before relaunching. But all that is behind and the company is succeeding in having a
consistent positioning everywhere in the world. The same goes for its other global premium brands
Strongbow cider, Desperados, Sol and Affligem. Next to these, the company has been developing
regional premium brands like Tiger and Dos Equis. So all these brands are very much in the same
import category and, outside these, the company has been less active in acquiring/developing craft
brands as it finds itself, with the Dutch and Mexican US import brands, in a strong position to take
advantage of further growth in high-end brands. The only acquisition it has done was in late 2015, by
acquiring a 50% stake in Lagunitas in the US. We believe the company should do more in the craft
segment as growth in the US import category is levelling off and all growth in the high end is
expected to come from craft. Furthermore, this could well be a trend that can be replicated in other

markets.
The company sees the biggest opportunities in the emerging markets of Brazil and Mexico where the

import category is likely to continue to grow. In the long term, it expects further strong development

in high-end beer in Africa and China (where it is only in the high-end segment). In the mature

Please see the section headed “Important information” on the back page of this report.
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Western European market, it is looking to tap further growth in high-end beer with a focus on
innovations like radlers and alcohol free beer. For the moment, the company is noticing only a small

interest from European consumers for craft, but it is planning to export Lagunitas to Europe.

MolsonCoors scores low in the high end

At MolsonCoors, the high-end beers represent only 11% of volumes and the discount segment
accounts for 28%. However, its high end is more in the craft/specialities area with brands like Blue
Moon, Leinenkugel, Redd’s, Henry’s hard soda. However, the company was not really active in the
import segment as the brands were mainly owned by SABMiller. However, with the company now
buying out the 58% in MillerCoors it did not own, the company is also acquiring the perpetual rights
on Peronni, Pilsner Urquell, and Foster’s, which means that their profit contribution will increase (no
more licence fees) and/or more money becomes available to motivate disttibutors to increase its
import brands faster. The company also bought the Saint Archer craft brewer and is planning to

expand its reach to the rest of California and Arizona.

SABMiller’s attraction was the exposure to up trading in Africa and Latin
America

The company has a relatively low share of high-end beers because it has big, dominant positions in
some countries where high-end beers have hardly been developed. This is, for example, the case in
Colombia and Peru where high-end beer is only 5% of the market — but because of its size is already
very profitable. These types of countries bring down the group average. The company reckons that
in Europe about 17% of the market is in high end, in AsiaPacific it is 30%.

Its biggest opportunity is in Africa, where it can benefit from consumers moving up from the local
informal/home-brew alcohol to sorghum-based beets (which is the most affordable entry level of
packaged beer). Therefore, because informal/home-brew alcohol is 80% of the alcohol consumption,
there is a significant potential for uplift and the growth in packaged beer is likely to be a multiple of
GDP growth.

The company has seen opportunities in craft beer in its mature markets and acquired the Meantime
craft brewer in the UK. It is expected to test the product outside the M25.

Royal Unibrew avoids the discount segment

The discount segment at Royal Unibrew accounts for only 5% of its beer volumes, which is the result
of a deliberate policy by the company to develop in the high end. Its biggest high-end market is Italy,
where the company sells its Ceres Strong Ale, and the company is also distributing the Heineken and
Foster’s brand in Denmark and Finland. H high-end beers represent 30% of volumes in its Western
European business. However, in Latvia and Lithuania, it is mainly in the mainstream segment. Royal
Unibrew has launched its own craft brews: Schiotz and Lottrup in Denmark and Vilkmerges in

Lithuania.

Please see the section headed “Important information” on the back page of this report.
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Price Chart and Rating History
AB InBev
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Date Ratings Price
05/05/15 NEUTRAL EUR108.8
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08/01/16 EUR111
25/11/15 EUR122
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05/05/15 EUR109
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating
BUY Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.
NEUTRAL Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.
SELL Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of
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