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AB InBev and VW cloud dividend outlook

Markit Dividend Forecasting is expecting Volkswagen’s 2016 dividend to be suspended in light
of the relentless deluge of negative news around the emissions scandal.

— Automaker exposure could put pressure on STOXX 50 dividend yield

— VW dividend expectations moderated lower with full suspension expected in 2016

— Acquisition of SABMiller could require AB InBev to rebase dividend to fund merger

Hard knocks for STOXX investors

The STOXX 50 index has had a tough week.
Volkswagen’'s (VW) emission scandal
continues to spread through the automotive
sector, dragging down the share prices of
some of its largest constituents and dividend
payers.

Additionally, the possibility of a reduced
dividend from AB InBev is impacting STOXX
50 dividends in the short term. The company
may need to meet funding requirements for
one of the largest mergers in history if the
proposed deal with SABMiller progresses.

Combining the above potential impacts
reveals that approximately 4.3% of the
STOXX 50 dividends for the next financial
year is at risk (on a DIPS calculation basis). If
the emission crisis is not limited to VW and
further impacts BMW and Daimler, which
could be the case, closer to 10% of STOXX
50 dividends could be at risk.

Winter gone

Current issues have seen $17bn wiped off of
Volkswagen’s market cap in a week that
ushered the resignation of the CEO. This
has also seen the market take an increasingly
sceptical view of its German peers,
especially in light of claims that one of BMW'’s
SUV engines was more polluting than initially
claimed.
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Volkswagen at the centre
Volkswagen has set aside €6.5bn to cover
potential direct costs related to regulatory
fines. However, the full impact on future sales
figures remains to be seen.

Volkswagen dividends

Historical and Markit forecasted dividend yields
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While Volkswagen has a substantial amount
of cash, last year cash flow from operations
was at around €22bn with free cash flow of
around €6bn. It may become increasingly
challenging to fund dividends amid difficult
operations and perhaps even unpalatable to
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pay cash dividends in the short term. Last
year the company paid total dividends of
€2.2bn, €1.4bn on ordinary shares and
€877m on preferred shares.

Data from Markit’s Totem service shows the
implied dividend for VW has fallen over 70%
since Friday, down to €1.3 at close yesterday.
This number was matched in the single stock
dividend future price on Eurex. Accordingly
Markit Dividend Forecasting has cut its
forecasts for VW and looks for a suspension
of the FY15 dividend, expected to be
announced in late February 2016.

ETF dividends

Markit  Dividend Forecasting provides
coverage of a number of ETFs, including the
SPDR EURO STOXX 50.

The ETF is down 8.8% year to date and has a
historical yield of 3.5%. Dividends in FY16
and FY17 are currently forecast to yield 3.7%
and 3.9%, respectively.

The ETF’s exposure to the automakers and
world’s largest brewer could impact the future
forward yield as forecasts and company
announcements continue to react to market
conditions.

A list of covered ETFs with dividend forecasts
is available here.

Risk to AB InBev dividend on merger
While no offer price has been disclosed as of
yet, the size of the acquisition of SABMiller is
likely to require debt financing on the part of
AB InBev, pushing gearing levels to 2008
peaks. This would not Ileave much
manoeuvring room for AB InBev (but could be
negated by North American asset disposals).

Based on the above, Markit Dividend
Forecasting has released a full report
outlining the case for a possible lowering of
AB InBev’s dividend. To read the full report
on the risk to the AB InBev dividend please
contact us.

Despite contacting VW, Markit Dividend
Forecasting has not as of yet received
updated comment regarding the dividend
policy of VW.

To find out more about Markit's Exchange
Traded Product data or Markit Dividend
Forecasting please contact us.

To read this article on our commentary
website, please click here.
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