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This Analysis provides an in-depth discussion
of credit rating(s) for Carlsberg Breweries A/S
and should be read in conjunction with
Moody's most recent Credit Opinion and
rating information available on Moody's
website.

Summary Rating Rationale

The Baa2 rating recognises:
i.  Overall stability of operating cash flows underpinned by a diversified revenue base

across Europe and Asia

ii. ~ One of the largest brewers in the world, exhibiting enhanced profitability since
2008. Margins remain below those of comparable peers but prospect for further
improvement

iii. ~ High exposure to Russia, inducing some operational risk which may lead to cash
flow voladility

iv.  Enhanced credit metrics in 2010, driven by improved operating performance and
ability to reduce debt. Further de-leveraging expected

v. Debt mainly raised at the level of CB(moderate amount of debt at the level of
operating subsidiaries)

vi.  Satsfactory liquidity profile and manageable refinancing needs

Corporate Profile

Headquartered in Copenhagen, Denmark, Carlsberg Breweries A/S (“CB”, rated
Baa2/outlook stable) is a leading player in the global beer industry. It notably owns leading
beer brands Carlsberg and Tuborg and regional brands such as Baltika, Kronenbourg and

1664. In the UK, Nordic and Baltic countries, it also produces, markets and distributes soft
drinks.



http://www.moodys.com/credit-ratings/Carlsberg-Breweries-AS-credit-rating-600062367�
http://www.moodys.com/credit-ratings/Carlsberg-Breweries-AS-credit-rating-600062367�

MOODY’S INVESTORS SERVICE GLOBAL CORPORATE FINANCE

FIGURE 1

Key Operational Indicators

Operating Invested

Beer Volumes  Net Revenue ProfitDKK  Operating Capital

FY 2010 (Million HL) DKK Million Million Margin(%)  DKK Million
Northern & Western Europe (“NWE") 49.5 36,156 5,086 14.1 28,216
Eastern Europe (“EE") 46.8 18,187 5,048 27.8 67,553
Asia 17.9 5,613 1,044 18.6 10,808

Source: Carlsberg preliminary results 2070

Management Strategy

Part of CB’s strategy is to extend its international footprint beyond the more mature and competitive
Northern and Western European markets, where per-capita beer consumption is relatively high but
volume growth is low. The group has expanded its operations in developing countries in Eastern
Europe (mainly Russia) and Asia (mainly China, India and Vietnam). These markets generally display
higher potential for growth.

CB’s geographic expansion was primarily achieved through acquisitions, which culminated in 2008
when the group purchased, together with Heineken (not rated), certain assets of Scottish & Newcastle
(“S&N?). This transaction gave CB full ownership of Baltika, establishing the group as the market
leader in Russia, the world’s third-largest beer market behind China and the United States.

Going forward, we expect CB to continue its initiatives to grow its margins further. In February 2010,
the group raised its profit targets to a more ambitious level, aiming for an operating margin of 15-17%
in Northern and Eastern Europe, 26-29% in Eastern Europe and 15-20% in Asia: in total, CB now
targets an operating margin for the group of 20%, compared with 17.1% in 2010. The group expects
to achieve this through: (i) increased production efficiencies; (ii) the streamlining of its cost base; (iii)
commercial initiatives; and (iv) the building of a solid premium brand portfolio in emerging countries.

In addition, CB illustrated in 2010 its intention to pursue external growth in Asia'. Given the degree
of fragmentation of the Asian beer market, its growth potential and management’s ambition in this
sector, Moody’s expects CB to make more transactions in the region in the near future. The group’s
acquisitions amounted to DKK2.7 billion in 2010 and they were financed with free cash flow.

Rating drivers

To assess the credit quality of alcoholic beverage companies, Moody’s factors into the ratings a range
of qualitative and quantitative factors, which are summarised in Appendix 1 (in line with Moody's
Global Rating Methodology for the Alcoholic Beverage, published in September 2009). The main
credit considerations are discussed below.

1

Increased sharcholding in the Wusu Xinjiang Group in China and Gorkha Brewery in Nepal

I ————————————————————————————————————————————————————————————————————————————"
2 MARCH 28, 2011 ANALYSIS: CARLSBERG BREWERIES A/S



MOODY’S INVESTORS SERVICE GLOBAL CORPORATE FINANCE

One of the top brewers globally showing enhanced operational performance

CB ranks as the world’s fourth-largest beer company in terms of volumes, behind Anheuser-Busch
InBev (Baal/stable), SABMiller (Baal/stable) and Heineken (not rated). Among others, it holds
number one positions in Scandinavia, Russia and France, with market shares of approximately 50%,
40% and 30%, respectively. In 2010, the group generated revenues of DKK60.1 billion
(approximately US$10.8 billion) compared with DKK44.8 billion in 2007, before the acquisition of
certain assets of S&N. In the same period, CB enhanced its operating margin,? which increased to
17.1% in 2010.

CB’s performance proved resilient in the past two years, against a backdrop of challenging economic
conditions, adverse country mix and less favourable price/mix effects in most of its markets.

In 2010, CB’s organic beer volumes declined by 1% (up 1% excluding the effects from Russian stock-
building in Q4 2009), and its organic revenue growth fell 3%, reflecting pressures on volumes and
negative price/mix, not quite offset by a favourable currency impact. Albeit still small, the group’s
Asian businesses grew dynamically (+17% and +14% in 2010 and 2009, respectively), supporting its
revenue growth.

At the same time, CB’s reported operating profit grew by 9%. Although Eastern Europe posted a
lower operating margin (down 70 basis points to 27.8%) as a result of higher input costs, marketing
investments and a negative country mix, the region continues to boost the group’s overall profitability
to 17.1%.

Most importantly, management pursued its initiatives to reduce its cost base and improve efficiencies
in the organisation. This included, among others: (i) the delivery — ahead of schedule — of DKK1.3
billion in synergies from the acquisition of certain assets of S&Nj; (ii) the turnaround of CB’s
operations in the UK, France and Norway; and (iii) a rationalisation of the group’s production
capabilities in the more challenging Northern and European markets. CB closed three breweries in
Finland, Germany and Norway in 2009 and a further two, in Switzerland and in the UK, will close in
2011.

? Based on operating profit before special items as reported by the company.
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FIGURE 2

Adjusted EBITA margin CAB vs. Main Peers 2007-2009
2007 m2008 W2009  Average for 2009
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* 2009 figure not included for Molson Coors as not comparable after the establishment of a JV with SABMiller (MillerCoors)
Source: Moody'’s Financial Metrics

CB’s level of profitability is catching up with that of its rated peers, although it remains well behind
that reported by the global leaders Anheuser-Busch InBev (above 25%) and SABMiller. Looking
ahead, despite the growing pressure on costs and still subdued beer consumption, Moody’s expects
CB’s profitability to further improve towards its more ambitious medium-term internal targets of an
operating margin for the whole group of around 20% and between 15-17% in Northern and Western
Europe.

CB has generated relatively stable cash flows despite a great exposure to more volatile
Eastern European markets

The affordability of beer supports the relatively low cyclicality of the industry, as consumers continue
to drink in both good and bad times and provides resilience and predictability to cash flows. CB has
enhanced its diversification with operations across Europe and — to some extent — Asia (see Figure 1).

Balancing the above is CB’s high exposure to Eastern European markets — which accounted for 49.3%
of its operating profit before special items in 2010 — and to those within Russia. This entails higher
volatility, notably in terms of: (i) currency; (ii) generally lower visibility and transparency in fiscal
policies; and (iii) the relative weakness of local institutions. In 2009 and 2010, we observed
fluctuations in the Russian rouble against the euro (the average annual rate was down 20.5% in 2009
and up 9% in 2010). In addition, the sharp increase in beer excise duty that took place in Russia in
January 2010 led to an estimated 6% decline in CB’s volumes in 2010. The group decided to
progressively reflect the duty increase in its consumer prices, which rose by 25% on average in 2010 in
Russia. In 2011, Moody’s expects CB’s operations to benefit from confirmed signs of recovery in
Eastern Europe and a dynamic sales trend in Asia, offsetting a still subdued environment in Northern
and Eastern Europe.
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FIGURE 3 FIGURE 4
RUB vs EUR GDP growth in CB's principal markets
EUR/RUB 2008 average Eurozone China ====- Russia
----- 20009 average 2010 average 15
47
45 W Il 10
- - - - - -k.ﬁ ------------------- \
43 \J S
\
[ "\ VAN ; -
a \ & I —\ \\‘ ~
v \
| NPV 0 g g
\’\fr 0y /
37 -5 S v
caa?
35
-10
o ) ) Q K Q Q N
S & Y Y E Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
vy N 08 08 08 08 09 09 09 09 10 10 10 10

Source: OANDA Source: Moody's Economy.com

CB's successful execution of its de-leveraging plans led to further improvement in the
group's credit metrics in 2010

CB’s adjusted credit metrics have improved significantly since 2008, and on average positioned the
group more comfortably in the Baa rating category in 2010. A solid generation of operating cash flows
and the absence of dividend payments to the parent company in 2009 and 2010 led to an increase in
the group’s ratio of retained cash flow (RCF)/net debt. Similarly, CB’s free cash flow (FCF)/debt ratio
— which was very low, if not negative, before 2008 — benefited from:

i.  better working capital management, with an unusually high inflow of DKK3.1 billion in 2009
and a still positive, although much lower, inflow of DKKO.7 billion in 2010;

ii.  amoderation in capital expenditures (capex) after two years of important investments in the
business in 2007 and 2008: CB’s unadjusted capex/depreciation ratio was 84%, 74% and 146%
in 2010, 2009 and 2008, respectively.

Consequently, Moody’s estimated CB’s leverage at the end of 2010 — defined as the ratio of
debt/EBITDA (on a gross debt basis, as adjusted by Moody’s) — to be approximately 3.0x.

Going forward, Moody’s expects that management will pursue its broadly prudent financial policy. We
would also expect CB to achieve a further reduction in its net debt, despite expected increases in
investments in the business and selective acquisitions in the growing markets of Asia, which will
constrain the pace of further FCF generation.
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FIGURE 5 FIGURE 6
Capex / Depreciation Ratio FCF / DEBT ratio
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FIGURE 7
Adjusted ratios and implied ratings

2008 2009 2010 estimates

FFO/Net Debt 13.2% B 22.0% Baa Baa
RCF/Net Debt 11.3% B 21.3% Baa A
FCF/ Debt 1.4% B 22.2% Aa A
EBIT/Interest Expense 2.4x B 3.4x Ba Baa
Debt/EBITDA 4.8x B 3.6x Ba Baa

Source: Moody's Financial Metrics

CB's group structure entails minor structural subordination

CB is a wholly owned subsidiary of Carlsberg A/S, which has full control of the entity (see “Appendix
3: summary group structure chart”). Therefore, Moody’s analyses the Carlsberg group as a whole, as
well as CB’s own metrics and business profile, and the location of the debt within the different entities
of the Carlsberg group.

Following repayments of external debt made by Carlsberg A/S and financing activity conducted by CB
in recent years, most of the Carlsberg group’s debt is located at the level of CB. Although CB’s debt is
senior to that located at Carlsberg A/S, the existence of debt at CB’s operating subsidiaries also creates
a degree of subordination for CB’s debt-holders.

Moody’s views CB’s creditworthiness as being commensurate with the average credit strength of the
Carlsberg group as a whole. Our assessment of CB’s ratings factors in our expectation that the credit
metrics of CB will remain at least as strong as those of Carlsberg A/S (on a consolidated basis).
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CB displays a satisfactory liquidity profile

Moody’s views CB’s liquidity as satisfactory, underpinned by cash balances of DKK2.6 billion at FYE
2010 and recurring operating cash flows generated by the group’s brewing activity. CB’s liquidity
profile is further supported by its access to undrawn committed bank credit facilities of approximately
DKK9 billion at FYE 2010. CB refinanced part of the S&N acquisition facilities in 2010 through the
issuance of a seven-year bond of €1 billion and a new five-year €1.75 billion credit facility, which are
in addition to the group’s existing committed bank lines. Notably, these include a €1.225 billion
multicurrency revolving credit facilicy maturing in 2012, which contains a material adverse change
(MAC) clause deemed to be repeated but no financial covenants.

The refinancing completed in 2010 extended some of the debt maturities such that CB has moderate
debt repayments in the next 12 months, with the next significant maturity being a £250 million bond
due in December 2011.
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Moody's Related Research

Analyses
»  Anheuser-Busch InBev, March 2011 (131788)

»  Diageo Plc, November 2010 (128703)
»  SABMiller Plc, November 2010 (128214)

»  Pernod Ricard, March 2010 (123180)

Rating Methodologies

»  Moody's approach to global standard adjustments in the analysis of financial statements for non-
financial corporations, December 2010 (128137)

»  Global Alcoholic Beverage Rating Methodology, September 2009 (119889)

»  Guideline Rent Expense Multiples for Use with Moody’s Global Standard Adjustment to
Capitalize Operating Leases, February 2006 (96830)

Industry Outlook

»  Global Beverage Industry Outlook “Beverage Volumes Inch Up Amid Slow Economic Recovery”,
October 2010 (128232)

Special Comment

»  European alcoholic beverage companies: Despite hefty purchases made during the downturn, debt
hangover reduced, August 2010 (127178)

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of
this report and that more recent reports may be available. All research may not be available to all clients.
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Appendices

Appendix 1: Grid

Carlsberg Breweries A/S

Alcoholic Beverage Aaa Aa A Baa Ba B Caa
Factor 1: Scale & Diversification (22.5%) [1] [2]

a) Global Sales (USD Billion) X

b) Diversification by Market and Exposure to Riskier Markets X

c) Product/Brand Diversification

Factor 2: Franchise Strength & Growth Potential (22.5%)
a) Efficiency of Distribution Infrastructure X
b) Quality of Brand Portfolio and Market Position

¢) Innovation and Organic Revenue Growth X

X
Factor 3: Profitability / Efficiency Flexibility (18.9%) [1] [2]
a) Efficiency / Potential for Cost Reduction X
b) Profitability (EBITA Margin)
c) Return on Average Assets (EBITA / Average Assets) X N
Factor 4: Financial Policy And Credit Metrics (36.1%) [1] [2]
a) Financial Policy X
b) FFO / Net Debt X
¢) RCF / Net Debt §
d) FCF / Debt X
e) EBIT / Interest Expense X
f) Debt / EBITDA
Rating: Baa
a) Indicated Rating from Grid Baa2

b) Actual Rating Assigned

[1] Standard adjustments in accordance with “Rating Methodology: Moody's Approach to Global Standard Adjustments in the Analysis of Financial
Statements for Non-Financial Corporations, Part 1, Part 2 and Part 3". In addition, Moody's adjusts for one-time items

[2] Estimates as of 31 December 2010; Source: Moody's Financial Metrics™.
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Appendix 2: Debt maturity profile

Carlsberg's Debt maturity Schedule
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Source: Carlsberg 2010 preliminary report

Appendix 3: Group summary structure chart

CB is a wholly owned subsidiary of Carlsberg A/S which, besides its core beverage business, has other,
smaller activities comprising real estate development.

The parent company’s largest shareholder is the Carlsberg Foundation — created in 1876 by
Carlsberg’s founder, J.C. Jacobsen — which owns 30% of the share capital of Carlsberg A/S and 73%
of the voting rights (through a combination of A shares, which each carries 20 votes, and B shares,
which each carries two votes).

According to its charter, the foundation must hold at least 51% of the votes and more than 25% of the
share capital of Carlsberg A/S at all times. Carlsberg A/S shares trade on the Nasdag OMX
Copenhagen A/S Stock Exchange.
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Ownership

Carlsberg

Foundation sl

Carlsberg A/S

Listed entity, not
rated

Carlsberg Breweries A/S|
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Operating
Companies
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Source: Carlsberg Breweries, Moody's.
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