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TAP Read-across: Market Negativity
Overdone
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Key Takeaway

The -3.5% sell off in the ABI share price, as a reaction to TAP's 1Q, is overdone

in our view. Whilst we expect a soft 1Q in the US, we are comfortable with our

vol estimate of -3.8% for ABI vs TAP's -6.7%. We see growth accelerating at ABI

from 2Q as EM recovery (60% sales) becomes more visible. Current valuation

(2019 FCF yield 6.1% vs staples 5.3%) represents an attractive entry point.

What's new? Molson Coors (not covered, ticker TAP, #2 in US beer) reported a soft 1Q with

stock down -13% and ABI -3.5%. US accounts for c.74% of profits for TAP vs <30% for ABI.

Whilst we anticipate a weak 1Q for ABI, the negative reaction for ABI is overdone in our view. 

US - softer than anticipated start to the year. TAP's US performance was impacted

by two factors: (a) industry softness (b) undershipping in the quarter.

(a) Overall industry softness - weather dampened overall industry demand. On

the 1Q18 conf call, TAP indicated that 1Q18 weather "very poor" vs tough comps (Feb 2017

second hottest February on record). Note, where the weather has been more comparable

(e.g. Florida) the trends have been better. TAP are not unduly concerned by short term trends

from an industry demand perspective; co expects the balance of the year to be more in

line with historical medium term trends, which we would interpret as down 1-2%. Co sees

industry down -2.3% in 1Q with market share unchanged (depletions -3.8%).

What does this mean for ABI? We model ABI 1Q18 US volumes -3.8%. The US Beer

Institute has already reported domestic tax paid shipments of -4% for 1Q. With TAP (c.25%

of industry) STWs down -6.7%, we are comfortable with our ABI N.America STW estimate

-3.8% (ABI is c.45% of the industry).

(b) Undershipping. STWs were -6.7% with the company undershipping by 450k hl

(worth -2.9%) with lower than expected distributor inventories, compounded by launch of

new ordering system at Golden. There have been some out-of-stocks in some regions.

What does this mean for ABI? For ABI, we believe that the company has also been

impacted by lower distributor inventories however the impact to ordering systems is specific

to TAP and we do not believe ABI has been hampered by similar route-to-market issues.

Any silver linings? Revenue per hl robust: TAP revenue per hl in the quarter was

robust +1.4% (on a comparable basis) as a result of higher net pricing, partially offset by

-0.9% negative sales mix (package mix with success of Keystone 15 packs). This points to

underlying robust revenue per hl +2.3% with co reiterating that it is not looking to regain

volume "at any cost".

What does this mean for ABI? For ABI, we expect pricing to remain robust (med-term

1-2%) and do not expect the company to use price to drive volumes. This rational pricing

environment should provide some protection to profits.

Costs - aluminum and shipping. TAP US COGS per hl grew +3.5% in 1Q driven by

volume deleverage, as well as aluminum inflation and higher freight and fuel costs.

What does this mean for ABI? COGS is 37% of US sales; we estimate the cost of

aluminum is c.10% of US sales. Assuming a 10% increase in aluminum pricing, this would

require incremental pricing 100bps.

Consensus - market under-estimating A&P spending ahead of the World Cup.

Into 1Q, we model org sales/ebitda +3.6%/3.0% vs consensus +3.6%/4.7%. We are lower

than the street given A&P ahead of the World Cup. While there is some risk of volatility

around reporting, the current valuation (2019 FCF yield 6.1% vs staples 5.3%) represents

an attractive entry point.
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Legend:

I: Initiating Coverage

D: Dropped Coverage

B: Buy
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H: Hold

UP: Underperform

For Important Disclosure information on companies recommended in this report, please visit our website at https://javatar.bluematrix.com/sellside/
Disclosures.action or call 212.284.2300.

Distribution of Ratings

IB Serv./Past 12 Mos. JIL Mkt Serv./Past 12

Mos.

Rating Count Percent Count Percent Count Percent
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UNDERPERFORM 135 6.50% 20 14.81% 2 1.48%

ABI BB

Company Update

2 May 2018

page 4 of 6 , Equity Analyst, +44 (0)20 7029 8476, emundy@jefferies.comEdward Mundy, ACA

Please see important disclosure information on pages 2 - 6 of this report.



Other Important Disclosures

Jefferies does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that Jefferies may have a
conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision.

Jefferies Equity Research refers to research reports produced by analysts employed by one of the following Jefferies Group LLC (“Jefferies”) group
companies:

United States: Jefferies LLC which is an SEC registered broker-dealer and a member of FINRA (and distributed by Jefferies Research Services, LLC, an
SEC registered Investment Adviser, to clients paying separately for such research).

United Kingdom: Jefferies International Limited, which is authorized and regulated by the Financial Conduct Authority; registered in England and
Wales No. 1978621; registered office: Vintners Place, 68 Upper Thames Street, London EC4V 3BJ; telephone +44 (0)20 7029 8000; facsimile +44 (0)20
7029 8010.

Hong Kong: Jefferies Hong Kong Limited, which is licensed by the Securities and Futures Commission of Hong Kong with CE number ATS546; located
at Suite 2201, 22nd Floor, Cheung Kong Center, 2 Queen’s Road Central, Hong Kong.

Singapore: Jefferies Singapore Limited, which is licensed by the Monetary Authority of Singapore; located at 80 Raffles Place #15-20, UOB Plaza 2,
Singapore 048624, telephone: +65 6551 3950.

Japan: Jefferies (Japan) Limited, Tokyo Branch, which is a securities company registered by the Financial Services Agency of Japan and is a member
of the Japan Securities Dealers Association; located at Hibiya Marine Bldg, 3F, 1-5-1 Yuraku-cho, Chiyoda-ku, Tokyo 100-0006; telephone +813 5251
6100; facsimile +813 5251 6101.

India: Jefferies India Private Limited (CIN - U74140MH2007PTC200509), which is licensed by the Securities and Exchange Board of India as a Merchant
Banker (INM000011443), Research Analyst (INH000000701) and a Stock Broker with Bombay Stock Exchange Limited (INB011491033) and National
Stock Exchange of India Limited (INB231491037) in the Capital Market Segment; located at 42/43, 2 North Avenue, Maker Maxity, Bandra-Kurla
Complex, Bandra (East) Mumbai 400 051, India; Tel +91 22 4356 6000.

This report was prepared by personnel who are associated with Jefferies (Jefferies International Limited, Jefferies Hong Kong Limited, Jefferies Singapore
Limited, Jefferies (Japan) Limited, Jefferies India Private Limited); or by personnel who are associated with both Jefferies LLC and Jefferies Research
Services LLC (“JRS”). Jefferies LLC is a US registered broker-dealer and is affiliated with JRS, which is a US registered investment adviser. JRS does not
create tailored or personalized research and all research provided by JRS is impersonal. If you are paying separately for this research, it is being provided
to you by JRS. Otherwise, it is being provided by Jefferies LLC. Jefferies LLC, JRS, and their affiliates are collectively referred to below as “Jefferies”.
Jefferies may seek to do business with companies covered in this research report. As a result, investors should be aware that Jefferies may have a conflict
of interest that could affect the objectivity of this report. Investors should consider this report as only one of many factors in making their investment
decisions. Specific conflict of interest and other disclosures that are required by FINRA and other rules are set forth in this disclosure section.

* * *

If you are receiving this report from a non-US Jefferies entity, please note the following: Unless prohibited by the provisions of Regulation S of the
U.S. Securities Act of 1933, as amended, this material is distributed in the United States by Jefferies LLC, which accepts responsibility for its contents in
accordance with the provisions of Rule 15a-6 under the US Securities Exchange Act of 1934, as amended. Transactions by or on behalf of any US person
may only be effected through Jefferies LLC. In the United Kingdom and European Economic Area this report is issued and/or approved for distribution
by Jefferies International Limited (“JIL”) and is intended for use only by persons who have, or have been assessed as having, suitable professional
experience and expertise, or by persons to whom it can be otherwise lawfully distributed.

JIL allows its analysts to undertake private consultancy work. JIL’s conflicts management policy sets out the arrangements JIL employs to manage any
potential conflicts of interest that may arise as a result of such consultancy work. Jefferies LLC, JIL and their affiliates, may make a market or provide
liquidity in the financial instruments referred to in this report; and where they do make a market, such activity is disclosed specifically in this report
under “company specific disclosures”.

For Canadian investors, this material is intended for use only by professional or institutional investors. None of the investments or investment services
mentioned or described herein is available to other persons or to anyone in Canada who is not a "Designated Institution" as defined by the Securities
Act (Ontario). In Singapore, Jefferies Singapore Limited (“JSL”) is regulated by the Monetary Authority of Singapore. For investors in the Republic of
Singapore, this material is provided by JSL pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document
is intended solely for accredited, expert or institutional investors, as defined under the Securities and Futures Act (Cap. 289 of Singapore). If there are
any matters arising from, or in connection with this material, please contact JSL, located at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624,
telephone: +65 6551 3950. In Japan, this material is issued and distributed by Jefferies (Japan) Limited to institutional investors only. In Hong Kong,
this report is issued and approved by Jefferies Hong Kong Limited and is intended for use only by professional investors as defined in the Hong Kong
Securities and Futures Ordinance and its subsidiary legislation. In the Republic of China (Taiwan), this report should not be distributed. The research
in relation to this report is conducted outside the People’s Republic of China (“PRC”). This report does not constitute an offer to sell or the solicitation
of an offer to buy any securities in the PRC. PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for
obtaining all relevant approvals, licenses, verifications and/or registrations from the relevant governmental authorities themselves. In India, this report
is made available by Jefferies India Private Limited. In Australia, this information is issued solely by JIL and is directed solely at wholesale clients within
the meaning of the Corporations Act 2001 of Australia (the "Act"), in connection with their consideration of any investment or investment service
that is the subject of this document. Any offer or issue that is the subject of this document does not require, and this document is not, a disclosure
document or product disclosure statement within the meaning of the Act. JIL is authorised and regulated by the Financial Conduct Authority under
the laws of the United Kingdom, which differ from Australian laws. JIL has obtained relief under Australian Securities and Investments Commission
Class Order 03/1099, which conditionally exempts it from holding an Australian financial services license under the Act in respect of the provision of
certain financial services to wholesale clients. Recipients of this document in any other jurisdictions should inform themselves about and observe any
applicable legal requirements in relation to the receipt of this document.

This report is not an offer or solicitation of an offer to buy or sell any security or derivative instrument, or to make any investment. Any opinion or
estimate constitutes the preparer's best judgment as of the date of preparation, and is subject to change without notice. Jefferies assumes no obligation
to maintain or update this report based on subsequent information and events. Jefferies, and their respective officers, directors, and employees, may
have long or short positions in, or may buy or sell any of the securities, derivative instruments or other investments mentioned or described herein,
either as agent or as principal for their own account. This material is provided solely for informational purposes and is not tailored to any recipient,
and is not based on, and does not take into account, the particular investment objectives, portfolio holdings, strategy, financial situation, or needs
of any recipient. As such, any advice or recommendation in this report may not be suitable for a particular recipient. Jefferies assumes recipients of
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perform any suitability or other analysis to check whether an investment decision made by the recipient based on this report is consistent with a
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ratings. Credit ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They do not
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herein shall be construed to waive any liability Jefferies has under applicable U.S. federal or state securities laws.
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