
 
 

 

 

                       

 

Constellation Brands (STZ) Research 

 

Many of you may not of heard of Constellation Brands themselves but you've defintely heard of 

their products. They are the owners of Corona, Modelo, Svedka, etc. The company has been 

doing a pretty solid job growing their revenues as their compounded annual growth rate 

(CAGR) has been around 12% since 2014. They've also grown their EBIT (earnings before 

interest and taxes) 19% CAGR over the same time frame. Lastly, they've grown their EPS 28% 

CAGR since 2014 as well. The company's focus has really dialed in on high growth areas like 

high-end beer and wines as well as cannabis. 

 

For example, Modelo sales are up 18% as well as Pacifico, another brand of theirs. The high end 

beer market has a CAGR of 5% vs. traditional beers at 0% over the last 5 years. The company is 

and has been focusing on the hispanic market as well as the market for hispanic beer drinkers is 

also growing faster than others at a CAGR of 3%. In other words, their alcohol business is 

remaining steady but it's nothing to go crazy about. 

 

Now onto what you're most likely really interested in STZ for... the weed. As we know, they 

made a $4B investment in Canopy Growth (CGC). This investment brought their ownership in 

CGC to 38% making them an influencing shareholder. As a result, under the equity accounting 

method, they will report 38% of the CGC's profits and losses on their financial statements. The 

$4B investment was fully financed via debt so STZ's Net Debt to LTM EBITDA (last twelve 

months earnings before interest taxes depreciation and amoritization) is going to be pretty high 



 
 

at 4.5x. The company plans on using their free cash flow (estimated FY19 to be around $1.25B) 

to pay down the debt to get their net debt to LMT EBITDA down to 3.5x in the next 18-24 

months. 

 

STZ has a big vision for cannabis. They anticipate the industry to surpass $200B in retail revenue 

within 15 years and they believe their investment in CGC sets them up very well to take a large 

chunk of market share through their already established connections, sales channels, and 

overall scale. In fact, they believe that Canopy can grab 5-15% market share of that $200B in 

the next 15 years at an operating profit margin of 20-30%. In other words, over the course of 

the next 15 years that would equate to $780M - $3.51B in net profit for STZ. ($780M from 

$200B*5% market share*20% operating profit margin* 39% stake in CGC. $3.51B from 15% 

market share * 30% operating profit margin * 39% stake in CGC). 

 

As you can see, the potential is huge and the industry is young. You have to give it to STZ for 

being one of the first companies to make a giant investment like this. They see an opportunity 

and are jumping on it. 

 

From a fundamental perspective STZ with net income margins of 41.8% is way above their 

competitor Diageo (DEO) at 24.8% and also trades at 22.8x forward earnings. 

 

To make matters even better, the stock closed flat last week - completely unphased by the 

market selloff which just goes to show how strong investors are backing the company. 


