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Investment Highlights 

 

Strong Brands and Premium Products: 

Constellation Brands offers all three alcoholic categories at a premium 

level in line with industry trends. Additionally, its strong brand loyalty 

has given them more control over pricing, shelf-space and repurchases. 

Constellation’s strong brand and premiumization focus has positioned 

them to sustain profitable growth and build shareholder value. 

 

Overall Operational Efficiency and Strong Management: 

Constellation Brands has a strong operational profile led by 

management with a superior track record in the alcoholic beverage 

industry. It has translated into high returns on equity and invested 

capital, as well as a decreasing leverage ratio. They have consistently 

increased dividends and have engaged in significant share repurchase 

programs to the benefit of shareholders. 

 

Ability to Innovate and Adapt to Changes in Consumer Preferences: 

Constellation Brands has capitalized on changes in consumer 

preferences to drive strong growth in its different segments. They have 

established new distribution channels and expanded their product lines 

to grow their premium product offering. They have also positioned 

themselves favorably in the craft beer and cannabis markets through 

investments and inorganic growth. 

 

Business Description 

 

Constellation Brands is an international producer and marketer of beer, 

wine, and spirits. In the U.S., they are the number one multi-category 

supplier and high-end beer company. Additionally, they are the leading 

premium wine company in the world with dominant imported New 

Zealand and Italian wine positions in the U.S. The company has over 

80 premium consumer brands with some notable names including: 

Corona, Modelo, and SVEDKA. Constellation Brands is based in 

Victor, NY and has 40 facilities across the United States, Mexico, New 

Zealand, Italy, and Canada. The United States represents the vast 

majority of its sales at 96.6%, with international sales only totaling 

3.4% of revenue.                                                                               2 
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Stock Recommendation: Buy 

Ticker: STZ (NYSE) 

Price Target: USD 242.60 

Current Price (25-Apr-2019): USD 210.14 

Potential Upside/Downside: +15.0% 

 

 
 

Market Cap (USD mil): 39,686 

52-Week High: USD 236.62 

52-Week Low: USD 150.37 

Dividend Yield: 1.69% 

Beta: 0.74 

ROE: 34% 

ROIC: 12% 
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Industry Overview	
 
Beer 
The beer industry is mature, but several segments have demonstrated 
significant growth potential. Overall global consumption of  beer 
accounted for $420.9 billion in sales in 2018, and is projected to grow at 
an annual rate of 3.4% through 2023. Within the United States, demand 
for imported Mexican beer in particular is anticipated to rise as the age 
demographic for Hispanics is projected to have a CAGR of ~3% until 
2025. Additionally, this industry is experiencing shifts towards premium 
and craft beer, with higher growth and margins.  
 
Wine  
The wine industry as a whole is mature, with high levels of penetration 
and fragmentation. Global sales in 2018 exceeded $227 billion, with the 
United States representing the largest percentage of revenue (Figure 4). 
Growth in both exports and imports is projected to occur, and the 
industry as a whole is estimated to increase at a CAGR of 3.1% over the 
next five years. However, operating margins for wine have been 
decreasing and are projected to fall to 10.9% in 2023. As a result, there 
has been a significant divergence between premium and non-premium 
wines, as companies seek higher margins. Consolidation of the non-
premium wine brands will likely continue, as was illustrated in the recent 
$1.7 billion sale of several wine brands between two of this segment’s 
largest players, E. & J. Gallo Winery and Constellation Brands. 
 
Spirits 
The Spirits industry accounted for $395.4 billion in sales in 2018, 
representing an increase of 3.2% over the previous year. This segment 
includes whisky, vodka, rum, gin, brandy, as well as liqueurs and other 
spirits. It is projected to increase at a rate of 3.4% through 2023, slightly 
outpacing consumer spending and inflation. Margins for spirits 
beverages vary by the quality of drink, but in aggregate lag their beer 
counterparts. Constellation Brands, through its SVEDKA brand and 
spirits portfolio has maintained stable growth and high margins 
compared to the overall industry. 
 
Competitive Analysis 
 
Constellation Brand competes across all of its business segments with 
Brown-Forman and Diageo, mainly within the United States. In the beer 
business segment, its major competitors are Molson Coors Brewing Co, 
Anheuser-Busch InBev, and Heineken Holdings. Constellation Brands 
distinguishes itself from these competitors by offering higher-quality 
products that are associated with strong brands such as Corona and 
Modelo. They have also shown a higher level of adaptability towards 
consumer preferences through investments or acquisitions in higher-
growth beverage areas such as craft breweries (Funky Buddha) or the 
legal cannabis market (Canopy Growth investment). Their diverse array 
of premium beverages allows them to deploy capital in an efficient 
manner and outpace competition. 

Figure	4	

Figure	3	–	Beer	Volume	by	Market	

Figure	5	
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Investment Thesis 
 
Strong Brands and Premium Products 
Constellation Brands has a powerful portfolio of high-margin premium 
brands that are very recognizable, reflect high amounts of consumer 
loyalty, and are positioned within segments of industry-leading growth. 
Their strong brand loyalty, emphasized through excellent promotional 
and advertising departments, attributes to their significant control over 
pricing, shelf space, and supply chain management which has allowed 
them to sustain margin growth.  
 
Constellation Brands’ operating margin has grown at a 19% 
compounded annual growth rate over the past five years. This continuous 
margin expansion reflects STZ’s strong brand loyalty. Leading 
Constellation Brands’ profitability is their beer business segment. In 
2018, their beer segment accounted for 61.5% of total revenue and 
77.6% of their operating profit. Their Corona and Modelo line of 
products drive brand recognition, and were the top share-gainers in the 
US beer industry for Q4 2019. Shipment volume of these brand families 
hit milestone marks in the fourth quarter at 150 and 125 million cases.  
 
Additionally, there has been a favorable shift in the hispanic 
demographic to the United States in recent years. In 2017, this population 
totaled 37 million and has grown at a compound annual rate of 3% -- and 
is projected to total upwards of 46 million people by 2025. This 
demographic has demonstrated continuous loyalty to Constellation 
Brands’ products, with industry-leading levels of affinity for the Corona 
Extra, Modelo Especial, and Corona Light. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Research Note 1: TBA Growth Driver 
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Operational Efficiency 
Guided by strong management, Constellation Brands has demonstrated 
an exceptionally high level of operational efficiency, both on a 
standalone and comparative basis. Prior to March of 2019, Rob Sands 
served as the CEO since 2007, earning the title of Beverage Industry 
Magazine’s Executive of the year in 2017. He recently delegated the 
responsibility to Bill Newlands, who was the previous Chief Operating 
Officer and held previous positions as Chief Growth Officer and Head 
of Wine and Spirits.  
 
Under Sands and Newman, Constellation Brands has achieved operating 
margins far higher than its competitors, as well as near double-digit sales 
growth over the past five years in a mature industry. They demonstrated 
excellent capital allocation, with returns on equity and capital of 34% 
and 12% in 2018, respectively (Figure 7). Constellation Brands also has 
shown a commitment towards maintaining a 3.5x historical leverage 
ratio, while still increasing dividends by 24% over the past four years 
and repurchasing $3 billion in common stock. This operational 
excellence and strong financial position will continue to provide value to 
shareholders in the long-run. 
 
Ability to Innovate and Adapt to Consumer Tastes 
Constellation Brands has a strong focus on understanding their 
consumers, and with an innovative approach they are able to adapt to 
changes in preferences while subsequently being at the forefront of 
industry trends. From well-being to convenience, Constellation Brands 
has positioned their products to cover and appeal to virtually every 
lifestyle their consumers may choose.  
 
Constellation Brands has been able to gain share and further penetrate 
the alcoholic beverage market through extending its brand families and 
distribution channels. In particular, Constellation Brands has extended 
its Corona family by introducing Corona Premier and Familiar. Corona 
Premier is meant to appeal to the shift to healthier lower calorie and 
carbohydrate beverages. Additionally, Constellation Brands has been 
expanding distribution channels towards cans, different sizing, 
incremental packages and on-premise opportunities. Distribution 
accounts for 60% of their beer segment’s volume growth, emphasizing 
the importance of innovation and daptation to changing environments -- 
further allowing them to continue to gain market share (Figure 8).  
 
Further, Constellation Brands has positioned themselves favorably in the 
growing High-End, Craft Beer and Cannabis Markets through inorganic 
growth. These strategic acquisitions include the breweries Funky 
Buddha and Four Corner Brewing Co., as well as Canopy Growth 
Corporation in the ever-expanding cannabis industry (Research Note 1). 
They also stand to benefit from the increase in depletion volume of malt-
flavored alcoholic beverages, with the Corona Refresca scheduled to 
release nationwide in the first quarter of fiscal year 2020.  
 

Figure	6	

Figure	7	–	Operating	Statistics	

Figure	8	–	Beer	Growth	Drivers	
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Risks to Investment Thesis 
 
Exchange Rate and Commodity Risk 
Constellation Brands is subject to fluctuations in foreign currencies, 
primarily the Mexican Peso, Euro, New Zealand Dollar, and Canadian 
Dollar. Adverse fluctuations in these currencies could impact expenses 
and ultimately net income. Constellation Brands is also exposed to 
commodity risks, most namely its input goods of barley, hops, glass, 
aluminum, natural gas, and diesel fuel prices. Both of these risks are 
partially mitigated through the use of hedging instruments.  
 
Trade Risk 
A large amount of Constellation Brands’ production and input products 
stem from Mexico, and changes in trade negotiations could negatively 
impact their bottom line. The United States-Mexico-Canada Agreement 
(USMCA) did not appear to have significant negative implications for 
the total beverage alcohol industry, but an adverse change in legislature 
could threaten Constellation Brands’ operations.    

Research Note 2: Canopy Growth Investment 

Description

• 38% stake in Canopy Growth Corporation 
(CGC) for transaction total of $4 billion

• Additional warrants for option of 50% 
ownership

• Constellation Brands can nominate 4 out of 
7 board members of CGC  

Cannabis	
Market

• CGC has the largerst licensed cannabis 
domestic production capacity in Canada 
with a 35% market share

• Strong foothold in medical and recreational 
cannabis industry with 30+ patents

Future	
Opportunities

• 2+ Year R&D program in partnership with 
STZ to create cannabis-infused drinks

• First-mover advantage in US market with 
acquisition of US-based Acreage Holdings

• Combined leisure portfolio of beer, wine, 
spirits, and cannabis 

Figure	9	–	Corona	Inputs	

Figure	10	–Barley	Production	
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Growth and Margin Risks 
The compression of margins in the wine and spirits segment has led to 
Constellation Brands selling several of its low-end brands, and could 
further adversely affect them if they do not restructure their portfolio 
(Figure 11). Additionally, a slowdown in beer growth in the premium 
segment amongst the hispanic demographic could disrupt Constellation 
Brands’ competitive advantage in the industry and overall top line.  
 
Valuation: Target Price $242.60 

 
Discounted Cash Flow Model 
Constellation Brands is worth approximately $233.47 according to our 
discounted cash flow model, representing a margin of safety of 11% 
above the current price of $210. In the calculation of the cash flows, the 
change in net working capital was averaged over a five year historical 
period, reflecting a rather consistent percentage of sales. Further, the 
change in investments and other assets did not include the 2018 
investment in Canopy Growth Corporation, as this was a one-time item. 
This investment was instead reflected in the total equity value of 
Constellation Brands, and was calculated by multiplying Constellation 
Brand’s 38% ownership by the average market capitalization of Canopy 
Growth over the past year. The projected cash flows are represented in 
Figure 12 with the decrease in the next fiscal year reflecting the sale of 
34 of Constellation Brands’ wine and spirits brands. 
 
For this valuation method, we assumed a terminal growth rate of 3.5%, 
reflecting strong United States GDP growth over the long term, and the 
growth in premium beer segments. The cash flows were discounted at a 
rate of 7.09%, representing their weighted average cost of capital, with 
an assumed risk-free rate of 3%. Using a sensitivity analysis, the intrinsic 
value of Constellation Brands ranges from $188-$303 (Appendix B).  
 
Relative Valuation Model 
Constellation Brand’s main competitors and comparable companies are 
Molson Coors Brewing Co., Brown-Forman, Anheuser-Busch InBev, 
Heineken Holdings, and Diageo. It competes against these companies in 
primarily the beer segment, but several of them also have significant 
exposure to the TBA industry as a whole. Using three enterprise value 
multiples (EV/Sales, EV/EBITDA, EV/Total Assets), and two price 
multiples (Price/Book, Price/Earnings), we calculated the intrinsic value 
of Constellation Brands to be $279.12 (Figure 14). Constellation Brands 
was undervalued on the basis of EV/TA, Price/Book, and largely 
undervalued on its P/E ratio.  
 
 
 
 
 

Figure	11	–	Wine	Growth	

Figure	12	

Figure	13	

Figure	14	–	Comparables	Analysis	
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Conclusion  
 
Constellation Brands stands to continue to deliver exceptional long-term 
value to shareholders. Through its strong brands and premium products, 
it has the ability to retain customers, control pricing, and capitalize on 
demographics to grow revenues. Its strong management under Robert 
Sands and Bill Newman have produced returns on equity and capital far 
above the industry average, while maintaining operating margins over 
30%. Looking forward, Constellation Brands continues to innovate and 
adapt to changes in consumer preferences through its investments in 
cannabis via Canopy growth, inorganic growth in the craft beer segment, 
and entrance into the malt alcoholic-beverage market. With these theses 
in mind, we would recommend a Buy rating for Constellation Brands’ 
stock, with a target price of $242.60 on the basis of a discounted cash 
flow and comparables analysis.   

DCF

•Price:	
$233.47
•Weight:	

80%

Multiples

•Price:	
$279.77
•Weight:	

20%

Target	Price

•$242.60
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Appendix A: Discounted Cash Flow Valuation 

 
 
Appendix B: Sensitivity Analysis 

 
 
Appendix C: WACC Calculation 

 
 

Appendix 



10	

Appendix D: Relative Valuation 

 
 
Appendix E: Constellation Brands Corporate Social Responsibility 

 
	 
 
Appendix F: Canopy Growth Corporation Stock Chart 

 
 
 

ESG Disclosure Score: 25.62                        
(Industry Average: 22.73)

Percent Women on Board: 18.18%               
(Industry Average: 23.38%)

ISS Governance Quickscore: 10                   
(Industry Average: 9)
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Appendix G: Constellation Brands Income Statement (GAAP) 
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Appendix H: Constellation Brands Balance Sheet 
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Appendix I: Constellation Brands Statement of Cash Flows 

 


