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 EXECUTIVE SUMMARY 



 

 

1.0 Introduction 

Anheuser-Busch InBev (AB InBev) being a listed multi-national company came about through consecutive mergers 

of three international brewing groups. It has over the years gained massive ground in the international brewing 

market as it is presently the global leading beer brewing company with a market share of 20.8%. It has over the 

years also sustained an increased revenue growth and has expanded its market size and growth through its growth 

strategy of mergers and acquisitions. It is presently faced with the acquisition of its rival SAB Miller, currently 

having a market share of 9.7% and also being a listed company. AB InBev has presented an offer of 

US$105.5billion and has an intention as usual with its previous acquisitions to achieve synergy through this 

acquisition. SAB Miller has achieved its growth through diversification by investing in several ranges of markets. 

Some strategic issues and ethical issues have arisen as a result of this major step to acquire SAB Miller leading to 

the drafting of this strategic report. Through upholding maximization of shareholders wealth and a strong 

commitment to ethical concerns, team Synergy presents a detailed report that, as the nucleus of it, carefully analyses 

and makes strategic recommendations of the scenarios painted therein. 

 

2.0 Terms of Reference 

Team Synergy has furnished the board with a report that priorities, evaluates and analyses the issues facing 

AB InBev plc including the embedded ethical dilemmas – where applicable and provides strategic 

recommendations.. 

3.0 Prioritisation of Key Issues 

The four critical scenarios have been prioritised based on six influencing factors namely: impact, urgency, 

financial, ethical effect, risk involved, and stakeholders’ implication. This prioritisation is justified by a very 

comprehensive SWOT and PESTEL analysis. 

Priority  Impact Urgency Financial Ethical 

effect 

Risk 

involved 

Stakeholders’ 

implication 

1 Integration, 

Synergies and 

Execution Risk 

 

  
 

    

2 Deal Fund 

Strategy and 

Group Financial 

Performance 

      

3 Africa Direct 

Entry via 

Nigeria 

 

      

4 B2B and 

Downstream 

Supply chain 

strategy 

      

 

Key: Very high-   High-   Moderate-  Low- 

 

 Environmental hazard in China is however considered as an ethical issue and have been evaluated 

accordingly. 

Top Priority: Integration, Synergies and Execution Risk 

  

   

 



 

 

This is the most crucial issue on ground as a very high amount of impact relates to it. This appears to be the core of 

the whole scenarios as what brings together AB InBev and SAB Miller together is the intent of acquisition and such 

prioritized first. 

Second Priority: Deal Fund Strategy and Group Financial Performance 

It has been established as a fact that AB InBev is currently facing a difficult liquidity position. Concerns about how 

to close the deal of acquisition become paramount as the only driver to a successful acquisition lies in its ability to 

finance the deal.  

Third Priority: Africa Direct Entry via Nigeria: This is also an important concern as it serves as the way forward 

should the primary objective to acquire SAB Miller fails. This is also crucial as it is their first foreign direct 

investment in Africa. 

Fourth Priority: B2B and Downstream Supply Chain Strategy: This is prioritized last as it only concerns the 

most productive distribution system to be adopted by the company after the acquisition occurs. 

4.0 Key Recommendations 

 Integration, Synergies and Execution Risk:  

 Deal Fund Strategy and Group Financial Performance: Finance 85% of the acquisition transaction by 

raising equity shares and 15% through  debt 

 Africa Direct Entry via Nigeria: AB InBev should invest in Nigeria if only SAB Miller acquisition fails. 

 B2B and Downstream Supply chain strategy: More preference should be given to B2B marketing 

strategy 

EVALUATION OF COMMERCIAL ISSUES AND RECOMMENDATIONS 

1. INTEGRATION, SYNERGIES AND EXECUTION RISK 

Major Concern: AB InBev expects to achieve cost synergies through its acquisition of SAB Miller. It also 

estimated an integration cost of US $290 million with a planning horizon of four years. Its share price rose only by 

1.8% below its expected rate of 25% and a survey revealed that it may not be able to realise all its synergies and if it 

is able to, it will take a longer time horizon. Would AB InBev be able to realize its expected synergies within its 

planned horizon of four years? This will be critically analyzed. 

Financial tools employed: Earned Value Analysis, Business valuation and Synergy valuation,. 

Relevance of the tools: Earned Value analysis is usually used to analyze the accomplishment of the integration 

project.  

Financial Reporting Standards to be considered: IAS 10 (Events after the Reporting Date): The Company 

intends to retain its listing after its acquisition of SAB Miller in Johannesburg Stock Exchange and is expected in 

accordance with this standard to disclose such intention in the notes to the financial statement as it concerns the 

interest of some stakeholders. 

IAS 37 (Provisions, Contingent liabilities and Contingent assets): The cost savings of $448 million per annum 

should be disclosed in a note to the financial statement in accordance with IAS 37. 

 

Recommendations 



 

 

 SAB Miller should devise a detailed formal plan relating to the reduction and the retrenchment 

programme for its current employees and its proposed expenditure for such action. 

 Furthermore, SAB Miller must raise a valid expectation in those affected that it will carry out the 

restructuring by starting to implement that plan or announcing its main features to those affected 

by it. 

 AB InBev would have to work harder in order to realise its synergies within its proposed time 

horizon of four years. 

 They are advised to acquire SAB Miller as it will result to both cost and revenue synergies. 

Justification 

 This announcement of a detailed plan will be in line with the financial reporting standards. 

  The To complete Schedule Performance Indicator is less than the benchmark (see Appendix 2.5) 

 This will lead to cost synergies of $ 2450million and revenue synergies of $210 million.  

 

 

2. DEAL FUNDIING STRATEGY AND GROUP FINANCIAL PERFORMANCE 

 Major Concern 

AB InBev is faced with liquidity problem as they have low cash levels which cannot be used to finance the 

acquisition transaction. In order to finance the transaction, some analysts perceived that the deal funding strategy 

will include borrowing of debt and issuance of equity shares. Will the purchase consideration be financed by debt 

only or by equity shares only? What will be the impact of the transaction on the group’s financial performance? 

Hence the need for an evaluation. 

Financial tools employed: Business Valuation techniques, Altman Z score model, Economic Value Added, Capital 

Structure. 

Relevance of the tools: Economic Value Added indicates the significant value created for a company’s 

shareholders.  Altman Z score is used to test a company’s ability to continue in business, that is, whether or not there 

is a possibility of failure. 

Economic Value Added: The increase in earnings is large enough to cover the cost of capital in 2014 although this 

is lower than the previous year (2013). This is mainly attributable to the fall in the Profit after Tax in 2014 by 

25.5%. (See Appendix2.7) 

Altman Z score: A Z score of 2.25 (holding other factors constant) places AB InBev at a dangerous zone of high 

likelihood of failure although it surpasses the least benchmark of 1.8. (See Appendix2.8) 

Evaluations of the Strategic Options: 

Decision Option : 85% of the consideration through equity and 15% through debt. 

Recommendations  

 AB InBev is advised not to use the present cash in the organization as part of the consideration to acquire  

SAB Miller 



 

 

 They are also advised to issue capital by issuing 670,880,270 shares at the rate of  $111/share and the 

remaining fund of $31,032.285million  should be raised by issuing debt securities or through 

borrowings.(see Appendix2.7) They should improve their liquidity position 

Justification 

 If AB InBev uses its available cash to fund the acquisition, it will worsen the liquidity position 

 The capital structure recommended is advantageous to AB InBev as it will bring about a new gearing ratio 

of 37.5% (see Appendix ) which achieves its target of keeping gearing below 40% . 

Potential Risk and Mitigation Plan 

3. AFRICA DIRECT ENTRY VIA NIGERIA 

Major Concern: Foreign direct investment in Nigeria is a back-up plan which can be used by AB InBev to seek a 

new market and gain a foothold in Africa should the acquisition of SAB Miller fails. After incurring some costs on 

the marketing strategies to be used, sponsorship and market research, we still need to know whether the proposed 

investment will yield a positive return that is more than the cost incurred.  Should AB InBev invest or not? For this 

reason, there is a need for an appraisal and evaluation. 

Financial tools employed:  Relevant costs and benefits, Net Present Value computation, International Parity 

Theory. 

Relevance of the tools: The NPV computation is used to ascertain the viability of the proposed investment after 

taking into consideration of the time value of money (of the relevant costs and benefits). The international parity 

theory is used to forecast the foreign exchange rates of the Nigerian naira. 

Decision Option 1: Make a foreign direct investment in Nigeria. 

Decision Option 2: Do not make a foreign direct investment in Nigeria. 

Evaluations of the Strategic Options: 

Decision Option 1: Based on the computations made in (Appendix 2.3), the foreign direct investment in Nigeria 

will yield a positive net present value of $2876.45million. This implies this investment will benefit the shareholders 

of AB InBev. 

Decision Option 2: The major influencing factor that can affect the decision in relation to the foreign direct 

investment is the uncertainty of the closing of the SAB Miller deal; if this deal closes, there will be no need for a 

foreign direct investment. 

Recommendations 

 AB InBev should make a foreign direct investment in Nigeria if SAB Miller deal fails to close 

 If the foreign direct investment is established, the company should uphold its three core pillars 

Justification 

 Taking cognizance of the uncertainty of SAB Miller deal closure will avert unnecessary redundancies later 

in the future. 

 Upholding its three core pillars will improve its reputation in the geographical region. 



 

 

 

4. B2B AND DOWNSTREAM SUPPLY CHAIN STRATEGY IN SOUTHERN AFRICA 

Major Concern 

If the SAB Miller’s acquisition or a Foreign Direct Investment in Africa becomes possible, the new company 

(Newco) will be faced with the challenges that some of the major potential customers may cause which is mainly 

attributable to their ever- flexing buying power. Newco will want to maximise revenue and minimize costs: Should 

they consider not selling to the less-profitable ones? Or venture into retailing directly to consumers? Hence the need 

for a strategic evaluation. 

Financial tools employed: Customer’s profitability analysis. 

Relevance of the tools: The customer profitability analysis provides insights into the unequal distribution of 

revenues and costs among AB InBev’s customers. 

Strategic Models used: Porter’s Five Forces model 

Relevance to the issue: Porter’s five forces model is used to analyse an entity’s industrial environment.  

 Analysis of the industrial environment using porter’s five forces model: 

 Existing competitors and Competitive rivalry: Rivalry among competitors could affect prices and also 

profitability. There is a high cost of advertising brands in order to differentiate their products, and costs of 

withdrawing from the industry are high (decommissioning costs). 

 Bargaining Power of Customers: Big wholesalers (like supermarkets) can actually reduce the profitability 

of an entity when they have considerable bargaining power. The major buyers possess ever flexing buying 

power as they can negotiate prices with the manufacturers; also, there is a low cost of switching from one 

manufacturer to another. 

Looking at it from the purview of the final consumers, they seem to develop an habit of consuming a 

particular product and are therefore loyal to a particular brand. 

 Bargaining Power of Suppliers: The degree of influence suppliers exert through price and quality to a large 

extent determines the degree of competitiveness in the market. Suppliers seem to have a low power in price 

negotiations because there are a lot of suppliers of input. However, it is likely that this power will be 

enhanced as the suppliers in this industry have formed an industry body. 

 Threat from potential entrants: The level of competition in a market is affected by the degree to which 

buyers influence prices, and terms of purchase. Entry to this industry is quite risky as it is capital intensive 

and the breweries plant and machinery does not have alternative uses. The chances of becoming one of the 

top 3 sellers are slim and the time used to build a brand is fairly long.  

 Threat from substitute products: There is a threat from substitute products when customers can switch 

fairly easily to buying alternative products. It seems the beer market is facing a threat from another close 

substitute: Wine as there is a growing appreciation for it.  



 

 

 

 

 

 

Evaluations of the Financial Tool used (Customers’ Profitability Analysis) 

 The CPA serves as a check on which supermarket is making positive returns. It also helps to analyse the 

cost incurred by the supermarket so as to advise on various cost cutting strategies that will help to improve 

their revenue and this has been computed in Appendix. 

 

Recommendations 

 AB InBev should give more preference to B2C marketing strategy over B2B strategy 

 They should also stop selling directly to Pick and Pay supermarkets. 

 Strategic advice should be given to Shoprite and Makro on how to reduce cost-generating 

activities 

 The company should implement a very good management information system that is capable of 

reducing the cost of the cost generating activities. 

Justification 

 The B2C marketing strategy is less complex in the product distribution and covers a wide range of 

customers. 

 Pick and Pay is the least profitable supermarket as it has the highest proportion of costs to net 

revenue. 

 A good management information system will monitor the movement of cost reduction activities. 

 

 

Competitive 
rivalry 

 

Threat from 
substitute 
products 

 

Bargaining 
power of 

customers 
 

Bargaining 
power of 
suppliers 

 

Threat from 
potential 
entrants 

 



 

 

ETHICAL CONSIDERATIONS 

1.0 ANTI-COMPETITIVE AND OTHER CONCERNS 

Major Concerns: There is usually a trade-off between applying a high standard of ethics and increasing cash 

flow. The major concern here is the fear of monopolistic power and its resultant possible extortion as the 

combined company would now have a market share consisting of approximately 80% of the US market. 

Alongside, concerns about the merger of AB InBev and SAB Miller which will lead to huge tax revenue losses 

in South-Africa is at its peak as  SAB Miller has proven to be one of the country’s biggest corporate tax payers 

(paid ZAR15.68billion in taxes in the 2014/15 tax year). 

Approaches used for evaluation: American Accounting Association model  

Application of these approaches used for the evaluation: It is of relevance because it develops a model for 

ethical decision making which is consistent with professional ethical guidelines. The issue is hereby addressed 

in the table below 

 

What are the facts? Dominating the US market  

by acquiring approximately  

80% market share with a  

resultant unfair  

competitive advantage in the 

market. 

Heightened fears that t 

he merger would lead to 

 tax revenue losses in 

South-Africa 

Nil 

What are the ethical 

issues? 

Whether or not AB InBev 

would allow  

SAB Miller to retain its 

listing on  

the Johannesburg Stock 

Exchange (JSE),  

considering it being the 

largest company  

on the JSE with a market 

value of US$94.2billion. 

The South-African 

government seeking  

to impose a requirement 

that Newco spends, in 

developing local suppliers 

 and changing South-Africa 

to become a net exporter as 

opposed to its former status 

as net importer of raw 

materials to the brewery 

industry, over US$5million. 

Concerns of trade 

unions about the 

possibility of job 

losses among SAB 

Millers 6,433 

employees in South-

Africa. 

 

What moral 

principles are 

relevant 

 to the decision? 

SAB Miller retaining a 

secondary listing on the 

Johannesburg Stock 

Exchange confers, on the 

South-African economy, a 

fair treatment. 

Fair justice to boost the 

economic status of South 

Africa, through its balance 

of payments and foreign 

reserves, by making it a net 

exporter of raw materials. 

Protecting employees’ 

interest during the 

downsizing process to 

occur as a result of the 

merger 

 

What are the 

 alternative courses of 

action  

for AB InBev Board 

of Directors? 

Retention of SAB Miller on 

the JSE as confirmed by 

Carlos Brito. 

 

Newco co-operating to the 

requirement of the South 

African government by 

paying US$5million for  the 

development of local 

suppliers  

 

Implementation of the 

Strategic Headcount 

Reduction and 

Retrenchment 

Programme(SHCRRP) 

to reduce costs and 

enhance efficiencies, 

without inviting 

labour unrest 

 

Which course of 

action seems best 

because  

it is consistent with 

the moral principles 

If SAB Miller is allowed to 

remain on the JSE, it will be 

beneficial to the South 

African economy 

 

Potential increase in 

economic growth of the 

South African  economy 

owing to the payment of 

US$5million 

Social peace will be 

enhanced through 

strategic means of 

downsizing 

 



 

 

: 

 

2.0  ENVIRONMENTAL HAZARD IN CHINA 

Major Concern 

In the course of developing its largest brewery facility in China, AB InBev has encountered difficulties with local 

protesters claiming that the contracted construction workers have been carelessly discarding building waste 

materials in a nearby river, posing a threat to wildlife. 

This issue is addressed by employing the teleological and deontological approaches of business ethics. 

Teleological approach (actions justified by consequence) 

With a resultant careless disposal of waste building materials, this action has posed a serious threat to the wildlife in 

china and hence rules out the possibility of sustainability. 

Deontological approach (actions justified by rules) 

The construction workers violate the rule of adequate and strategic disposal of building waste materials 

 

From the above, it is eminently clear that, both ways, the action of disposing waste materials in the nearby 

river is wrong. 

 

Recommendation 

The Chief Project Engineer- Li Wang, should see to it and as well take action to ensure that further waste from the 

site is disposed in the correct way. 

 JUSTIFICATION 

It drives cost savings by ensuring that wildlife is protected, thus enhancing sustainability. 

 

 and values identified 

 in step3? 

 

 

What are the 

consequences of each 

possible course 

of action? 

 

If SAB Miller is allowed to 

remain on the JSE, it will be 

beneficial to the South 

African economy 

 

Potential increase in 

economic growth of the 

South African\l economy 

owing to the payment of 

US$5million. 

Social peace will be 

enhanced through 

strategic means of 

downsizing. 

What is the decision? 

 

 

 

 

Allow Newco have its 

secondary listing on the JSE 

 

Newco should co-operate 

with the payment of 

US$5million as required by 

the South African 

government. 

 

Strategically 

implement the 

Strategic Head count 

Reduction and 

Retrenchment 

Programme.  



 

 

POTENTIAL RISK AND MITIGATION PLAN 

Societal chaos and unrest will surface if the Chief Project Engineer refuses to address the manner of waste disposal. 

 

APPENDICES 

1. STRATEGIC MODELS 

1.1 SWOT ANALYSIS 

STRENGTHS 

 Amazing variety of beer brands available 

 Local pride in each region 

 Availability of direct retailing distributors 

 Excellent and detailed customer service 

 Operation in six defined geographical zones 

 Listing on three major Stock Exchange 

  Markets 

 Ability to grow strong brands 

 

WEAKNESSES 
 No subsidiary or Branch in Africa Region 

 Limited growth due to stiff competition in 

USA, Europe, Asia 

 Low cash levels 

OPPORTUNITIES 
 Chances to rapid growth through merger 

 Chance to gain a foot hold in Africa through a 

foreign direct investment in Nigeria 

 Cost savings from proposed acquisitions 

 

THREATS 

 Downgrade of AB-InBev’s credit rating 

 Negative publicity from China local 

protesters  

 

 

 

1.2 PESTEL Analysis 

Political Factors: 

 South Africa’s possible imposition 

of a new requirement if the 

acquisition succeeds. 

 Possible labour unrest in South 

Africa. 

 Stable and well established political 

system in AB InBev operating 

countries. 

Economic Factors 

 Possible reduction in the credit 

rating of AB InBev plc 

Socio-Cultural Factors  

 Possible investment in a country 

that is dominated by a youthful and 

a growing population 

Technological Factors 

 Possibility of new technological 

advancement in five years’ time 

Ecological Factors 

 Risk of strict environmental 

legislation in China 

Legal Factors  

 U.S.A. department of Justice 

possible reaction to the supposed 

merger. 

 Possible imposition of stiff tax laws 

in South Africa  

 

 



 

 

1.3 MENDELOW STAKEHOLDER 

MARTIX 

Interest 

   

Low  High 

                            

Low Minimal effort  

Other minor 

shareholders 

Keep 

informed 

Employees 

Local 

communities 

 Power 

 

                           

High 

Keep satisfied 

U.S. 

government  

China’s local 

press 

Key players 

Board of 

directors 

Major 

shareholders 

Trade unions  

  

 

 

2. Financials 

2.1 P/E RATIOS 

AB InBev P/E Ratio= 
𝑀𝑃𝑆

𝐸𝑃𝑆
= 

111

5.77
=19.47times 

SAB Miller’s MPS= 
𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒

𝑇𝑜𝑡𝑎𝑙 𝑂𝑟𝑑𝑖𝑛𝑎𝑟𝑦 𝑆ℎ𝑎𝑟𝑒𝑠
  

Where Market Value = $94200000000 and ordinary 

shares = 1.622billion shares 

MPS=
94200000000

1622000000
= $58.08 

P/E Ratio= 
𝑀𝑃𝑆

𝐸𝑃𝑆
=

58.08

1.83
= 31.74times 

2.2 Business Valuation: 

Total market value of equity:   

AB InBev: $111 × 1669m = $185259m 

SAB Miller:  $94200m 

 

 

      

      

    

 

Combined value of AB InBev plc after the 

acquisition:  

$’m 

AB InBev 

 ($3.49 × 1669m × 1.1)      6407.29 

SAB Miller 

($1.10 × 1622m × 1.033*)  1843.08 

Cost synergies     2450 

Revenue synergies   210     ‘ 

   10910.37   . 

Combined MV:
𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑(1+𝑔)

𝐾𝑒−𝑔
 
10700.37(1.1)

0.12−0.1
 = 

$588520.35m. 

Maximum price to pay   

   $’M 

Combined MV  588520.35 

Less Value of AB InBev  

before take-over  (194171.46) 

   134013 

Minimum price: $94.2 billion 

2.3 RELEVANT COSTS AND BENEFITS: 

2.3.a Computation of Relevant Cash flows for Net Present Value 

Year 1 2 3 4 5 

 ₦’m ₦’m ₦’m ₦’m ₦’m 



 

 

Sales(A) 286050 450528.75 946110.36 860960.44 521543.34 

Less Costs:      

Production and 

Selling costs 

35600 58740 129228 123197.36 78182.94 

Special Packaging 

costs 

0.035 0.037 0.039 0.041 0.043 

Training 

&development 

costs 

28480 11748    

Total Costs (B) 64080.035 70488.037   129228.04 123197.4 78182.983 

(A-B) 221969.96 380040.71 816,882.32 737763.04 443360.36 

 

.b Computation of Net Present Value 

Year Cash flow Working Capital Net Cash flows Tax @25% Tax savings on CA  

  ₦’m ₦’m ₦’m ₦m ₦’m ₦’m 

0 (140000)  (140000)    

1 221969.96 (2000) 219969.96 (54992.49) 1750 166727.47 

2 380040.71  380040.71 (95010.18) 1750 286780.53 

3 816882.32  816882.32 (204220.58) 1750 614411.74 

4 7377063.04  7377063.04 (184440.76) 1750 555072.28 

5 443360.36 2000 445360.36 (111340.09) 1750 335770.27 

5 7000  7000  1750 8750 

           

 Exchange   

rate 

US Dollar 

Cashflow 

DCF @ 10% PV 

₦’m  $’m  $’m 

 0.00286 (400) 1 (400) 

166727.47 0.00253 421.821 0.9091 383.478 

286780.53 0.00230 659.595 0.8264 545.089 

614411.74 0.0020 1228.824 0.7513 923.216 

555072.28 0.0018 999.13 0.6830 682.406 

335770.27 0.0016 537.232 0.6209 333.567 

8750 0.0016 14 0.6209 8.6926 

               NPV: $2876.45million 

2.4 Customers’ Profitability Analysis 

Buyer Shoprite Pickn’Pay Makro Direct 

Retailing 

Total 

 $’000 $’000 $’000 $’000 $’000 

Net Sales Revenue:      

Sales Revenue 580000 240000 1080000 7000000 8900000 

Discounts (17400) (4800) (86400) (0) (108600) 

 562600 235200 993600 7000000 8791400 

Damaged Products  

Returned 

 

(11810) 

 

(4700) 

 

(79490) 

 

(70000) 

 

(166000) 

A 550790 230500 914110 6930000 8625400 

Overhead:      

Sales Visit cost 82.2 102.75 1493.3  1678.25 

Purchase Order cost 873.2 38.48 1124.8  2036480 

Standard Delivery       



 

 

Cost 2340 7155 13545 1125 24165 

Rush Delivery cost 453.25 129.5 10230.5 129.5 10942.75 

B 3748.65 7425.73 26393.6 1254.5 38822.48 

Net Inflows(A-B) 547041.35 223074.27 887716.4 6928745.5 8586577.52 

 

 

 

2.5 Earned Value Analysis:  

 Integration 

costs (A) 

Cost Savings 

(B) 

A-B=C Budgeted cost 

of work 

scheduled 

(50% ×C) 

Sales 

Variance 

 

Budgeted cost 

of work 

scheduled 

 $’mil $’mil $’mil $’m % $’m 

A 907.2 (130) 777.2 388.6 0.95 369.17 

B 6801.6 (235) 6566 3283 0.75 2462.25 

C 1792 (160) 1632 816 1.14 930.24 

D 299.2 (78) 221.2 110.6 1 110.6 

  

 

Schedule Performance Indicator = 
Budgeted Cost of work performed

𝐵𝑢𝑑𝑔𝑒𝑡𝑒𝑑 𝐶𝑜𝑠𝑡 𝑜𝑓 𝑊𝑜𝑟𝑘 𝑆𝑐ℎ𝑒𝑑𝑢𝑙𝑒𝑑 
 = 

3871.26

4598.2
 = 0.8419 

To complete Schedule Performance Indicator: 
𝑇𝑜𝑡𝑎𝑙 𝑏𝑢𝑑𝑔𝑒𝑡−𝐵𝐶𝑊𝑃

𝑇𝑜𝑡𝑎𝑙 𝑏𝑢𝑑𝑔𝑒𝑡−𝐵𝐶𝑊𝑆
 = 

9195−3871.26

9195−4598.2
 = 

5323.74

4596.8
= 1.158 

2.6 Economic Value Added: 

 2014 2013 

 $’m $’m 

Profit after Tax 11302 16518 

Add net finance cost(1-0.18) 1080.13 1804.04 

Other non-cash items(1-0.18) 155.59 85.98 

Net Operating Profit after 

Tax 
12537.72 18408.02 

Capital Employed 

(Asset – Current Liabilities) 
 

115342 

 

116039 

EVA= Net operating profit after tax – (Capital 

employed× WACC) 

2014: $12537.72m – ($115342m × 10%) = 

$1003.52m 

2013: $18408.02m - ($116039 ×10%) = $6804.12m. 

  

           2.7    CAPITAL STRUCTURE        

Computation of cost of equity:     

WACC=   
179,267.29r + 2661.43

222897.29
 

 10% =   
179267.29r + 2661.43

222897.29
               

22289.729 = 179267r + 2661. 43 

 179267.29r = 19628.3 

r = 10.95%  

 

Source Value($)  Cost of 

capital 

Hash 

Total($) 

Equity  

179,267.29

  

r                            

179,267.29r 

Debt             43,630                    6.10% 2661.43 

Total            222897.29                                      179267.29r+ 

2661.43 



 

 

Computation of project specific discount rate:  

 (10.95% × 85%) + (6.10% × 15%) = 9.3075 + 

0.915= 10.22%   

 AB 

InBev 

US$’

mil 

SAB 

Mille

r 

US$’

mil 

Total 

US$’

mil 

Syne

rgy 

US$’

mil 

Net 

Amou

nt 

US$’m

il 

Reve

nue 

45762 20754 66516 210 66726 

Cost  31118

.56 

16914

.51 

48032

.67 

(2450

) 

(45582.

67) 

Profit     21143.

33 

 

Present value of future earnings = 
$21143.33

0.1022
 = 

$206,881.90 

Outflow ($) ( 105,500 million) 

Inflow($) 206,881.9 million 

Net Present Value($) 101,381.9million 

 

Debt to raise: 15% × $ 206,881.90 = $ 

31,032.285million 

Equity to raise: ($105,500 - $ 31,032.29) = $ 

74,467.71million 

Number of shares to issue = 
$74,467.71 million

$111
= 

670,880,270 shares 

Previous gearing ratio =   
𝐷

𝐷+𝐸
= 

43,630

49972+43630
=  

43630

93,602
 × 100% = 46.6% 

New gearing ratio = 
43630+31032.29

93602+31032.29+74467.71
 = 

74,662.29

199,102
 × 100% = 37.50% 

 

 

 

2.8Computation of Ƶ score 

Z-Score = 1.2𝑋1 + 1.4𝑋5 + 3.3𝑋3+ 0.6𝑋4 + 1.0𝑋5 

X1 = Working capital to total assets 

X2 = Retained earnings to total assets 

X3 = Earnings before interest and tax to total assets 

X4 = Market value of equity to total liabilities 

X5 = Sales to total assets 

Z score = 1.2(
−8667

142550
) + 1.4(

35174

142550
) + 3.3(

15111

142550
) + 0.6 

(
183150

88293
) +1.0(

47063

142550
)  

=1.2(0.0608) +1.4(0.2467) +3.3(0.1213) + 0.6(2.07) 

+ 1.0 (0.3302) 

=2.25 

We will be glad to provide you with further 

information that you may require and we are 

confident that you will find the recommendations 

germane. 
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