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AB InBev, Valuation

Jan Simon

“In the short run, the market is a voting machine but in the long run it is a weighing machine.”

Benjamin Graham

Introduction

It was August 30, 2019 and Maddox Marcus had delivered a presentation on AB InBev’s cost of
capital, as well as its Enterprise Value Added at different levels of debt. Within 24 hours, his boss
had come to him with a new request. Luis Felipe Pedreira, CFO & CTO of AB InBev, had asked
him to prepare a presentation on AB InBev’s market valuation. More specifically, “let us know if
you think our stock is overvalued or undervalued and whether we should issue more stock or buy
stock back,” he said.

Starting in the ‘80s, AB InBev’s management had built the world’s number No. 1 beer brewer
through a series of small, large and very large acquisitions. While this strategy had created
handsome returns for its shareholders up until 2014, its stock had underperformed since then.
So far, 2019 had seen some recovery.

Sell-side analysts had given myriad causes for the lull in stock performance: integration
problems, excessive debt and regulatory conditions. AB InBev had stemmed the negative tide
by deleveraging its balance sheet through asset sales and by focusing on innovation and growth.
This had been done despite being in a market that had stopped growing since 2011.

This case was prepared by Professor Jan Simon. October 2020.
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Maddox’s Thoughts and Notes

On AB InBev’s Stock Performance

Before addressing the task at hand, Maddox decided he wanted to get a feel of how the stock
had performed, in absolute and relative terms, over the last 10 years before zooming in on the
last five. He therefore pulled up the following Bloomberg screens:

Figure 1
AB InBev Stock Performance, August 2009-August 2019
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Source: Bloomberg, September 2019.

Figure 2
AB InBev AB InBev ( ) Stock Performance vs. SP500 ( ),
August 2009-August 2019
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Source: Bloomberg, September 2019.
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Figure 3
AB InBev ( ) Stock Performance vs. Carlsberg ( ), Heineken ( ) and

Diageo (magenta) August 2009- August 2019
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Source: Bloomberg, September 2019.

Figure 4
AB InBev Stock Performance, August 2014- August 2019
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Source: Bloomberg, September 2019.
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