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12 Oct 2016

MARSTONS (MARS): 142.6p
FY Update — Year to 1 Oct 2016

Group says ‘we have made good progress this year with underlying
PBT in line with management expectations...’

Marston’s has this morning updated on trading for its full year to 1 Oct 2016 and
our comments are set out below:

LfL sales at the group’s Premium & Destination outlets are up by 2.3%
for the full year period. This represents +1.8% in the last 10wks (tough
comps last year) with food +1.7% and wet sales +2.3%

Premium & Destination margins are in line with last year.

Taverns’ LfL sales are up by 2.7% on the year as a whole. Sales are
+2% in the last 10wks compared with a tough, +3% for the same period
last year

LfL EBITDA from leased pubs is +2% on last year

Brewing volumes are +13% over the year (+8% or so over the last
10wks). The group says ‘our beer brands have performed very strongly’.

Recent sales trends are shown below:
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Source: Company Reports, m/f = managed & franchised, *distorted by April 2015 Thwaites purchase

Marston’s has opened some 22 new pubs during the financial year just ended in addition to 6
lodges

It expects to open around 22 more in the current year with 5 lodges. The company says ‘we
continue to have a good pipeline of sites to maintain similar levels of expansion for the
foreseeable future.’

Openings in FY17 will be back-end loaded

The trading statement includes no comment on debt but this is expected to have edged up
(on new openings) whilst leverage ratios should have fallen. Fixed charge cover should have
risen

We are not expecting changes to forecasts on the back of today’s news

Marston’s is not commenting on Brexit. It has said in the past that it has yet to see any
impact.

CEO Ralph Findlay comments ‘Marston's has delivered another year of solid progress with
underlying growth across all of our pub divisions and continued outstanding performance from
our market-leading beer business.’

Mr Findlay says ‘trading has continued at similar levels since the year end which is
encouraging. In addition, our new pub-restaurants, lodges and Revere premium pubs all
continue to perform well.’

Marston’s is able to conclude ‘looking forward, our estate is well balanced and we have a
well-developed, strong pipeline of sites to continue our current level of expansion.’

Langton Comment: Marston’s has reassured that FY16 has closed out as expected.

The summer weather was helpful on the whole but comps were not easy and results have been in
line.

The group continues to open new units (in the shape, size and location of its choosing) and the quality
of its earnings continues to improve.
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Comps were a little more challenging in H2 and the NMW will put some pressure on margins but
Marston’s continues to outperform both its market and the majority of its competitors.

The winners and losers in respect of sales (JDW & MARS vs RTN and perhaps MAB, arguably GNK
at the moment) are beginning to make themselves plain with the former comfortably beating the
Peach Tracker on a regular basis and the latter underperforming.

This is not achieved without effort and, amongst the first as it was to dispose of tail end units, to
identify new build as an area of growth and to embrace franchises and everyday low pricing,
Marston’s has worked hard over a number of years to achieve its current position.

Marston’s now has a smaller number of pubs overall but it has improved the quality of its estate
markedly. It has transformed its business over recent years and it is now beginning to reap the
benefits. Its tail has gone and its 140 new-build pubs are trading strongly.

It is adding its own units at an attractive EBITDA multiple of under 6x and the return on capital on
these freehold units remains between 13% and 15% depending on location.

We continue to believe that well-located units selling customers what they want to buy at a price they
are prepared to pay, will perform well.

Though not immune to moves in the wider economy, Marston’s is in control of its own destiny. It has
repositioned its estate and controls trading at the majority of its units.

The group’s shares offer good value. Marston'’s is growing EPS and cutting its debt. Its shares now
trade on a single-digit multiple for the current financial year and offer a 5.4% vyield.

We see estimates as unlikely to change materially in the near term but accept that Brexit uncertainty
(though there is no evidence of a downturn) may continue to weigh on consumer facing stocks as a
whole.

Marston’s quality of earnings continues to improve & we believe the company is capable of delivering
double-digit EPS growth into the medium term and see its shares as offering extremely good value.
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