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BUD APAC - A Premium Opportunity

by Mark Narramore

Overview

Budweiser Brewing Company APAC Limited (BUD APAC), a subsidiary of Anheuser-Busch InBev
(87.2% shareholder), is the largest beer company in Asia Pacific with leadership positions in Premium
and Super Premium beer segments. Principal markets are China, South Korea, India, and Vietnam,
with China comprising 80% of profits.

In 2019, BUD APAC was listed on the Hong Kong Stock Exchange partly to help its parent company
reduce debt. Anheuser-Busch InBev sold 13% of the company, raising US$5.75 billion. The IPO aimed
to create a regional consumer goods leader and facilitate acquisitions. However, the COVID-19
pandemic disrupted this strategy due to BUD APAC's heavy reliance on on-premise drinking (bars,

pubs, and clubs) in China.

We recently added BUD APAC to the portfolio. Its share price is down over 50% over the past year,
significantly underperforming other Chinese brewers, which saw price declines of 20-35%, and
emerging market brewers, which experienced a 20% drop over the same period (Figure 1). China's
macroeconomic concerns, downward revisions to volume growth and the removal of the stock from

the MSCI index has fuelled the selling pressure.

Figure 1 - Share price graph
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Investment Thesis

BUD APAC maintains its market-leading position in China and South Korea for its premium beer

brands, which have structural growth drivers as the middle class continues to expand in these regions.

Input costs (e.g., barley, aluminium, glass, energy) have normalised from significantly higher levels
(Figure 2), and this should provide a tailwind for margins going forward.

Figure 2 — Brewer input costs inflation
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Valuation

The stock is currently trading on a forward EV/EBITDA for 7x, well below other Chinese brewers at
10x (Figure 3).

Figure 3 - Global Brewers EV/EBITDA
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Owing to BUD APAC's limited listed history, Tsingtao Brewery (Figure 4) is a suitable peer to reference
a longer-term valuation history. Tsigntao traded at 14x EV/EBITDA between 2009-2024 and has
closely tracked BUD APAC from their 2019 listing. This indicates that BUD APAC is trading at a 50%

discount to a long-term average.

Figure 4 — EV/EBITDA of Tsingtao Brewery and BUD APAC
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The company has a robust balance sheet, with net cash comprising 15% of its market capitalisation.
Free cashflow generation is also strong which typically exceeds 100% of earnings. This healthy
financial position has allowed BUD APAC to recently increase its dividend by 40%, resulting in a trailing
dividend yield of 4%.

Key Risks

China Exposure: BUD APAC derives over 80% of its EBITDA from China, tying its recovery closely to

improvements in the Chinese economy and beer volumes.

M&A Risks: With a growing cash balance (US$3 billion in net cash) and recent mentions in the 2023
annual report about potential M&A considerations in ASEAN markets, there are risks associated with
capital allocation decisions. ASEAN markets are highly consolidated, with larger brewers unlikely to
sell. Additionally, the parent company's debt repayment strategy relies on BUD APAC's dividend

(recently raised 40%), which may caution the controlling shareholder against aggressive M&A moves.
Competition in Premium Segment: While rising competition in the premium beer segment in China

and South Korea has impacted margins previously, this risk appears to be priced in currently (Figure
5).
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Figure 5 — Operating margins of Chinese Brewers
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Conclusion

BUD APAC is a market-leading brewer with strong brands, operational excellence, defensive

characteristics and ability to navigate evolving market dynamics. Its attractive valuation, robust

balance sheet, and commitment to shareholder returns makes it an exciting long-term investment

opportunity. As the current negative sentiment around China recovers, we believe BUD APAC could

unlock significant value for patient investors.

5|Page



Excelsia Capital (Proprietary) Limited

Office 303, 3™ Floor, Sunclare
21 Dreyer Street

Claremont

7708

Cape Town

+27 (0)21 276 1740

info@excelsia.co.za
www.excelsia.co.za

Excelsia Capital Proprietary Limited (Registration No. 2015/131328/07) is an authorised financial services provider in terms of
the Financial Advisory and Intermediary Services Act 2002 (FSP No. 46756). Excelsia Capital is not authorised to and does not
provide financial advice. Accordingly, all information contained in this newsletter should not be construed, or relied upon, as
advice. Any representation or opinion is provided for information purposes only. Excelsia Capital does not undertake to update
or amend the information on an ongoing basis or to advise any person if such information subsequently becomes inaccurate. It
is not intended to create, and shall not be capable of creating, any obligation or liability on the part of Excelsia Capital.

Given that value of investments will fluctuate over time and that past returns may not be indicative of future returns, an investor
should seek independent professional financial, legal and tax advice relevant to their individual circumstances before making
any investment decision. The validity and accuracy of any illustrations, forecasts or hypothetical data are not guaranteed and
are only provided for illustrative purposes.
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