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Carlsberg Breweries A/S' (Carlsberg) Baa2 rating is supported by the company's (1) large scale as
the world's third-largest international brewer by volume, with leading positions in some of its
key European and Asian markets, including Russia; (2) increasing geographical diversification;
and (3) solid cash flow generation, which supports its gross debt reduction and strengthening
of key credit metrics. The rating is constrained by the company's (1) exposure to volatility in
the emerging markets, (2) low growth environment in developed markets, and (3) potential for
increased shareholder distributions and sizable M&A activity.
In 2018-19, we expect the operating profit to increase in the low-to-mid-single-digit range,
driven by (1) stronger volumes and price mix, and (2) contribution from the efficiency
programme. However, it is offset by DKK500 million adverse foreign exchange movements in
2018 because of the stronger Danish Krone.
As a result, Moody's-adjusted gross debt/EBITDA will continue to improve modestly below
2.0x, which would result in additional capacity within the Baa2 rating category. However, we
expect the company to consider increasing shareholder distribution or undertaking more M&A,
or possibly both, to drive an increase in leverage.
Exhibit 1

In the absence of any material acquisition, Carlsberg's leverage is likely to continue its decline
Moody's-adjusted debt/EBITDA
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Credit strengths
» Steady operating profit growth for the beverage industry
» Position as third-largest international brewer in the world by volume, with solid market positions in Europe and Russia
» Strong cash flow generation and improving key credit metrics

Credit challenges
» Potential for increased M&A and shareholder distributions
» Exposure to the low growth environment in developed markets
» Exposure to performance volatility in emerging markets

Rating outlook
Carlsberg is well positioned in the Baa2 category, and we expect the company to build additional capacity over 2018-19, driven by
steady profit growth and cash flow generation. However, the improvement in leverage would also depend on Carlsberg's use of its
financial flexibility.

Factors that could lead to an upgrade
Carlsberg is well positioned in the Baa2 rating category. While the company has ongoing positive free cash flow (FCF) generation and
potential for debt repayment, the rating in the short term is likely to remain constrained by the potential for increasing shareholder
distribution or undertaking more M&A, or possibly both. Quantitatively, an upgrade over time is possible if Carlsberg maintain a retained
cash flow (RCF)/net debt around 30% and debt/EBITDA towards 2.0x.

Factors that could lead to a downgrade
Carlsberg's rating could come under downward pressure if RCF/net debt falls below 20% or debt/EBITDA rises above 3.0x on a
sustained basis.

Key indicators
Exhibit 2

Carlsberg Breweries A/S
Dec-13

Dec-14

Dec-15

Dec-16

Dec-17

12-18 months forward
view

Revenue

64,350

64,506

65,354

62,614

61,808

63,000-65,000

EBITA Margin %

15.6%

14.5%

12.8%

14.0%

15.7%

15%-16%

RCF / Net Debt

20.6%

17.7%

20.9%

21.0%

32.5%

35%-37%

EBIT / Interest Expense

4.7x

5.0x

4.5x

4.1x

7.5x

9x-10x

Debt / EBITDA

3.2x

3.4x

3.4x

2.8x

2.1x

1.7x-1.9x

DKRONE Millions

All figures and ratios are calculated using Moody’s estimates and standard adjustments. Moody's Forecasts (f) or Projections (proj.) are Moody's opinion and do not represent the views of
the issuer. Periods are financial year-end unless indicated. DKK1 = €0.13.
Source: Moody's Financial Metrics

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Profile
A Baa2 rating is assigned to Carlsberg Breweries A/S (Carlsberg), which is fully owned by Carlsberg A/S. Carlsberg A/S is listed on the
Danish stock market, with a market capitalization of DKK109 billion (around €14 billion) as of 23 November 2018. Carlsberg A/S' largest
shareholder is the Carlsberg foundation, with 30% share and 75% of voting rights, as well as a de facto control on the rated entity.
Carlsberg only produces annual financial statements, while Carlsberg A/S publishes quarterly reports (Q1 and Q3 are only trading
statements). There are only nonmaterial differences between the two companies' ratios.
Carlsberg produces and distributes a wide range of beer brands (including Carlsberg and international premium brands, such as Tuborg,
Kronenbourg 1664 and Grimbergen, as well as regional premium brands, such as Baltika and Beerlao), soft drinks and bottled water.
Over the 12 months ended June 2018, Carlsberg reported total revenue of DKK61 billion (around €7.9 billion) and EBITDA of DKK13.4
billion (around €1.7 billion).
Exhibit 3

Western Europe represents 47%, 59% and 50% of the group's volumes, net revenue and operating profit, respectively
Group volumes, net revenue and operating profit by geography
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Asia

Circle legend
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Source: Company data

Detailed credit considerations
Steady growth of operating profit for European beverage companies
We expect steady operating profit growth, excluding translational foreign exchange effects, for European alcoholic beverage companies
in the next 12-18 months of around 6.0%-7.0%, driven by (1) price increases and stronger product mix of 4.0%-5.0%, (2) continued
consumption growth of around 1.% annually, and (3) contributions from efficiency programmes.
However, our latest macroeconomic outlook update indicates that while economic growth in advanced markets will remain solid through
2019, growth will slow in both these markets and in emerging markets. We expect euro area GDP to grow by 2.0% in 2018, one-tenth
of a percentage point lower than our previous estimate, and by 1.8% in 2019. UK growth is slowing as the country prepares to leave
the European Union.
The world's third-largest international brewer by volumes
With net revenue of $9.4 billion and total volume of 133.3 million hectolitres in 2017, Carlsberg is the fifth-largest and third-largest
brewery company worldwide by net sales and volumes, respectively, as shown in Exhibit 2. Carlsberg ranks behind Anheuser-Busch InBev
SA/NV’s (ABI, A3 RUR) and Heineken N.V. (Heineken, Baa1 stable) in terms of both volume and sales. Molson Coors Brewing Company
(Baa3 stable) and Asahi Group Holdings, Ltd. (Baa1 stable) are bigger than Carlsberg but have a lower volume of market share.
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Exhibit 4

Exhibit 5

Carlsberg positioned at number 5 in terms of revenue

Carlsberg positioned at number 3 in terms of total global volumes

2017 revenue comparison

2017 global market share per total volume
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Carlsberg remains materially smaller than ABI and Heineken globally, but the company's competitive strength is supported by its strong
foothold in Europe, Russia and a number of Asian markets.
As of the end of 2017, Carlsberg held the first position in a number of countries, notably in the Nordic region; the Baltic states; Switzerland;
Ukraine; Russia, where it operates through Baltika Breweries; and a few Asian markets such as Western China, Nepal, Sri Lanka and Laos.
Compared with its peers, Carlsberg presents a higher concentration by geography, with around 60% of its revenue coming from Western
Europe.
Over the years, Carlsberg improved its geographical footprint through a combination of organic growth and bolt-on acquisitions, and
reduced reliance on Russia to around 17% of its profit from around 40% five years ago. In addition, Carlsberg has expanded its activities
in developing countries in Asia (mainly China, India and Vietnam), which represented 28% of its profit before non-allocated costs in 2017.
In 2018, the company bought 49% of Olympic Brewery in Greece, leading to full ownership, and 25% of Cambrew in Cambodia for an
undisclosed amount (although it is estimated to be around a few hundred million euros), increasing ownership share to 75%.
Exposure to performance volatility in emerging markets and low growth environment in developed countries
Although Carlsberg operates in a stable sector, its earnings are exposed to economic volatility and a less-predictable regulatory
environment in emerging markets. Recent regulation changes include the ban on selling alcohol near highways in India, which was
implemented in April 2017; the ban in Russia on alcoholic products in plastic bottles with more than 1.5 liter capacity; and the recent
increase in duties in Russia and Nigeria. In addition, weak emerging markets' currencies have a negative translational impact on
Carlsberg's earnings.
On the other end, the company benefits from a more stable but lower growth environment in developed markets. Competition in
these regions is strong, which combined with low inflation offers modest potential for price increase. Improved economic conditions
and a modest return to inflation in Europe would support Carlsberg's growth.
Improved profitability driven by cost efficiencies
Carlsberg’s core portfolio of beer brands comprises more than 20 key brands, led by Baltika, Kronenbourg, Carlsberg and Tuborg, with
some concentration in Baltika, Tuborg and Carlsberg. These brands have proved instrumental in reinforcing the group's brand equity
internationally and regionally. Baltika is the number one beer brand by volume in Russia. In addition, Carlsberg has licensing agreements
to produce soft drinks, which accounted for around 16% of its total sales volume in 2017.
Carlsberg's profitability continued to improve with a Moody's-adjusted EBITA margin of 15.7% in 2017 compared with 12.8% in 2015,
driven by a combination of positive product mix and contribution from its cost-efficiency programme. In 2016, Carlsberg management
launched the efficiency programme “Funding the Journey” to improve cost and efficiency across the business. The original net benefit
was DKK1.5 billion-DKK2.0 billion by 2018, of which 50% was reinvested in the business. As of today, the company indicated that it
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outperformed the original plan, with more than DKK2.3 billion in cumulative benefits by 2018 (around 370 basis points uplift measure
against the current net revenue).
Carlsberg's operating margins are in line with Heineken's, but lag behind those of its peers mainly because of the company's higherthan-average reliance on Europe, where the direct distribution system implies lower operating margins. ABI's superior margins reflect its
dominant position in the US (world's largest and most profitable beer market) and Americas, which allow for superior returns because of
(1) indirect distribution systems, and (2) pricing power and economies of scale.
Exhibit 6

Carlsberg's profitability is in line with Heineken, given its exposure to Europe
Moody's-adjusted EBITA margin
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Exhibit 7

Carlsberg's leverage metrics are stronger than those of its peers
Moody's-adjusted debt/EBITDA
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Steady operating performance supports strong cash flow generation and deleveraging
During the first nine months of 2018, Carlsberg reported organic growth of 6.4% in net revenue, driven by positive volumes up by 4.9%
and price mix of 1%. Because of unfavourable foreign-exchange movements, mainly in its Eastern operations, and the positive impact of
the increased ownership in Cambrew from August 2018, net revenue was up more modestly by 2.1%
Moody's-adjusted EBITDA increased by 5.7% to DKK13.8 billion in 2017, and Moody's-adjusted operating cash flow improved to DKK12.4
billion in 2017, compared with DKK11.1 billion in 2016. With Moody's-adjusted net capital spending of DKK4.1 billion (including DKK287
million of operating lease adjustment) and dividends of DKK2.3 billion, free cash flow (FCF) in 2017 was positive at DKK5.9 billion. In
addition, the company disposed noncore assets for DKK510 million and therefore reported net debt of DKK20.8 billion, compared with
DKK26.8 billion in 2016.
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Moody's-adjusted gross debt decreased to DKK24.3 billion in 2017, compared with DKK30.3 billion in 2016. This includes DKK3.5 billion
adjustments for pension obligations and DKK966 million for operating leases, implying an adjusted gross debt/EBITDA of 2.1x, below the
2.8x reported in 2016, and leaving the company well positioned in the Baa2 rating category.
Steady earnings growth to continue, with potential for increased shareholder distributions or material M&A activity
In 2018-19, we expect operating profit to increase in the low-to-mid-single-digit range, driven by stronger volumes and price mix, and
contribution from the efficiency programme; offset by DKK500 million adverse foreign exchange movements in 2018 because of the
stronger Danish Krone.
However, we note that the company also benefited from some positive factors in 2018, such as the Football World Cup, which boosted
volumes over Q2-Q3 2018. In addition, further margin progression in 2019 would be more difficult because 2018 is the last year of the
multiyear “Funding the Journey” process.
Based on that, we expect operating cash flow to remain steady at DKK12 billion-DKK13 billion each year in over 2018-19, compared
with DKK12.4 billion in 2017. Capital spending will increase marginally around DKK4.5 billion and dividends will be in the mid-single-digit
range. As a result, we expect positive FCF (after capital spending and dividends but before acquisitions) of DKK5 billion-DKK6 billion each
year in the next 12-18 months.
As a result, Moody's-adjusted gross debt/EBITDA will continue to improve modestly below 2.0x, which would result in additional capacity
within the Baa2 rating category. However, we expect the company to increase shareholder distribution or undertake more M&A, or
possibly both, which could drive a material increase in leverage.
Exhibit 8

Cash flow generation and deleveraging have been steady since 2016
Evolution of FCF and adjusted leverage for the period 2013 to 2018e
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Source: Moody's Financial Metrics™

Liquidity analysis
Carlsberg's liquidity is good, underpinned by (1) a cash balance of around DKK5.7 billion as of the end of June 2018; (2) the company's
access to a committed bank facility of €2.5 billion (DKK18.7 billion), which was partially drawn, due in February 2021 and not subject to
any financial covenants; and (3) our expectation of continued positive FCF generation.
Debt maturities over 2018-21 amount to DKK5.6 billion, mainly related to a €750 million bond due July 2021. Internal liquidity sources
(cash balance together with committed credit facility) were enough to cover the entire capital structure (DKK24 billion) as of June 2018.
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Rating methodology and scorecard factors
The grid-indicated rating, according to our Global Alcoholic Beverage Industry rating methodology, is in line with Carlsberg's rating
based on its year-end 2017 ratios, and we do not expect major changes to the outcome over the next 12-18 months.
Exhibit 9

Rating factors
Carlsberg Breweries A/S

Alcoholic Beverage Industry Grid [1][2]

Factor 1 : Scale & Diversification (34%)

Moody's 12-18 Month Forward
View
As of 11/8/2018 [3]

Current
FY 12/31/2017

Measure

Score

Measure

Score

$9.4

Baa

$9.5 - $9.9

Baa

b) Diversification by Market AND /OR Exposure to Riskier Alcoholic Beverage Markets

Ba

Ba

Ba

Ba

c) Category / Brand Strength & Diversification

A

A

A

A

a) Sales (USD Billion)

Factor 2 : Franchise Strength & Profitability (25%)
a) Global Industry Position
b) Innovation, Distribution, Infrastructure
c) Profitability (EBITA Margin)

A

A

A

A

Baa

Baa

Baa

Baa

15.7%

Ba

15% - 16%

Ba

Baa

Baa

Baa

Baa

Factor 3 : Financial Policy (14%)
a) Financial Policy
Factor 4 : Leverage and Coverage (27%)
a) RCF / Net Debt

32.5%

Baa

35% - 37%

A

b) EBIT / Interest Expense

7.5x

Baa

9x - 10x

Baa

c) Debt / EBITDA

2.1x

A

1.7x - 1.9x

A

Rating:
a) Indicated Rating from Grid

Baa2

b) Actual Rating Assigned

Baa2
Baa2

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Nonfinancial Corporations.
[2] As of 12/31/2017.
[3] This represents Moody's forward view, not the view of the issuer, and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Sources: Moody's Financial Metrics™, Moody's Investors Service estimates
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Appendix
Exhibit 10

Pensions represented around 11% of Moody's-adjusted debt in 2017
Carlsberg's Moody's-adjusted debt breakdown [1]
(in DKRONE Millions)

FYE
Dec-12

FYE
Dec-13

FYE
Dec-14

FYE
Dec-15

FYE
Dec-16

FYE
Dec-17

As Reported Debt

39,831

39,429

40,300

36,039

30,335

24,271

Pensions

3,913

3,248

4,019

4,891

4,708

3,208

Operating Leases

1,747

1,356

1,428

1,335

1,350

966

315

400

170

892

248

345

45,806

44,433

45,917

43,157

36,641

28,790

Non-Standard Adjustments
Moody's-Adjusted Debt

[1] All figures and ratios are calculated using Moody’s estimates and standard adjustments.
Source: Moody's Financial Metrics™

Exhibit 11

Operating leases represented around 2% of Moody's-adjusted EBITDA in 2017
Carlsberg's Moody's-adjusted EBITDA breakdown [1]
(in DKRONE Millions)

FYE
Dec-12

FYE
Dec-13

FYE
Dec-14

FYE
Dec-15

FYE
Dec-16

FYE
Dec-17

As Reported EBITDA

13,752.0

14,382.0

13,846.0

13,147.0

15,300.0

14,247.0

-323.0

-191.0

-282.0

-218.0

-173.0

-186.0

522.0

452.0

389.0

441.0

450.0

322.0

21.0

-253.0

-107.0

-192.0

-2,214.0

-328.0

-112.0

-358.0

-405.0

-403.0

-279.0

-231.0

13,860.0

14,032.0

13,441.0

12,775.0

13,084.0

13,824.0

Pensions
Operating Leases
Unusual
Non-Standard Adjustments
Moody's-Adjusted EBITDA

[1] All figures and ratios are calculated using Moody’s estimates and standard adjustments.
Source: Moody's Financial Metrics™

Ratings
Exhibit 12

Category
CARLSBERG BREWERIES A/S

Outlook
Issuer Rating
Senior Unsecured

Moody's Rating

Stable
Baa2
Baa2

Source: Moody's Investors Service
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