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Lowering our price target on valuation, maintaining BUY rating: We are lowering our 
price target on Almarai shares from SAR 188.8 previously to SAR SAR 161.8, suggesting 
18% upside from the current share price, and increasing our 2008-2012 earnings estimates 
by a modest 0.8% on average. Our lowered valuation on the shares reflects lower DCF 
valuation stemming from both (1) a higher WACC estimate and (2) lower growth to 
perpetuity assumptions as well as slightly lowered target multiples.  We expect Almarai 
to generate a 14.3% CAGR in earnings over 2008-2013, and due to the resilient nature of 
its business model, we expect its shares to continue outperforming the market in difficult 
times as they have in 2007 (+60%) and to year-to-date (+15%).

Almarai still one of the best places to “play defense” within the GCC consumer 
sector: Within the consumer sector, we favor staple/necessities stocks vs. more 
luxury goods oriented names which might suffer from a slowdown in the economic 
environment. In the particular context of Almarai, combination of the company’s 
established presence as a dairy market leader in the GCC; its aggressive herd expansion 
and corresponding market share gains; strong volume growth in its fruit juice business; 
momentum in its recently acquired bakery business, and the potential closing of three 
acquisitions both domestically and outside of the GCC all bode well for its medium-term 
earnings stream visibility. We believe Almarai is one of the best names for fund managers 
to “play defense” in the GCC retail sector given the current challenging and volatile market 
conditions.

General Update
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Playing Defense Through A Growth Story

52-week high (SAR) 185.0

52-week low (SAR) 102.0

Number of shares (mn) 109

Free Float (%) 27.5%

Market Cap (SAR mn) 15,042

Market Cap (USD mn) 4,011

Dividend Yield '07 (%) 1.8%

Year
Net Profit 
(SAR mn)

BV 
(SAR mn)

EPS 
(SAR)

BVPS 
(SAR)

P/E 
(x)

P/BV 
(x)

Div./Share 
(SAR)

Dec-10E 1,296 5,483 11.89 50.3 11.6 2.74 3.0

Dec-09E 1,094 4,514 10.04 41.4 13.8 3.33 3.0

Dec-08E 911 3,692 8.36 33.9 16.5 4.07 2.5

Dec-07 667 3,053 6.12 28.0 22.5 4.93 2.5

Current Price: SAR 138.0 Country: Saudi Arabia

Fair Value Target: SAR 161.8 Sector: Food and Beverage

Recommendation: BUY Exchange: Saudi Stock Exchange (Tadawul)
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Investment Highlights

Lowering our price target on valuation, maintaining BUY rating: We are lowering our 
price target on Almarai shares from SAR 188.8 previously to SAR SAR 161.8, suggesting 
18% upside from the current share price, and increasing our 2008-2012 earnings estimates 
by a modest 0.8% on average. Our lowered valuation on the shares reflects lower DCF 
valuation stemming from both (1) a higher WACC estimate and (2) lower growth to 
perpetuity assumptions as well as slightly lowered target multiples.  We expect Almarai 
to generate a 14.3% CAGR in earnings over 2008-2013, and due to the resilient nature of 
its business model, we expect its shares to continue outperforming the market in difficult 
times as they have in 2007 (+60%) and to year-to-date (+15%).

Almarai still one of the best places to “play defense” within the GCC consumer 
sector: Within the consumer sector, we favor staple/necessities stocks vs. more 
luxury goods oriented names which might suffer from a slowdown in the economic 
environment. In the particular context of Almarai, combination of the company’s 
established presence as a dairy market leader in the GCC; its aggressive herd expansion 
and corresponding market share gains; strong volume growth in its fruit juice business; 
momentum in its recently acquired bakery business, and the potential closing of three 
acquisitions both domestically and outside of the GCC all bode well for its medium-term 
earnings stream visibility. We believe Almarai is one of the best names for fund managers 
to “play defense” in the GCC retail sector given the current challenging and volatile market 
conditions.

Lower agricultural commodity prices: where’s food inflation gone? One of the key 
themes of H1 08, namely food inflation, is progressively disappearing off the radar screen 
of both media and consumers as a number of commodity prices fell off the cliff since the 
summer. While we believe this could provide some interesting positive surprise on the 
margin front for Almarai a few quarters from now, we also acknowledge that this might 
limit food and dairy producers’ capacity to increase prices to consumers, as well as result 
into some (accounting) write-down - in the upcoming quarter at least - for the value of 
raw material inventory. 

Acquisitions could prove opportunistic: Almarai recently announced that it has 
entered into negotiations to close three acquisitions, one domestically with HADCO and 
two abroad with dairy entities, Teeba (Jordan) and Beyti (Egypt). At a time when other 
dairy GCC producers don’t have enough firing power / financial resources and where 
acquisition multiples have suffered, we believe Almarai might have chosen to move on 
the acquisition track at the right time. A successful closing of these transactions could 
provide a small upside to our 2009 estimates and onwards, which do not currently reflect 
any potential earnings related to the potential transactions. 



November 18th, 2008   4

Almarai

Lowering Fair Value Target on Lowered Target 

Multiples and DCF Assumptions

We are lowering our fair value target on Almarai shares to SAR 161.8, down from SAR 188.8 
previously, a 14% reduction. 

Almarai shares fair value calculation: 

 Multiple used Value per share (SAR)
Weighting  

assigned
Implied weighted 

value per share (SAR)
DCF n.a 160.6 70% 112.4 

Other metrics' average P/E, Ev/EBiTDA, P/Book 164.5 30% 49.4 

Total 161.8 
Source: SHUAA Capital estimates

We highlight to investors that our lowered Fair Value Target is not reflective of lower 
earnings estimates for the company (which are almost unchanged for the 2008-2012 
period compared to our previous assumptions, as highlighted in the table below) but is 
due to the factoring of (1) lower target multiples when using the global peers valuation 
methodology (in light of recent multiple contraction in the sector), (2) a higher WACC, and 
(3) a lowering of our growth to perpetuity assumptions. Our higher WACC calculations 
come on the back of (a) an increase in our risk free rate, and (b) a higher estimated cost of 
debt – see more details below.

Almarai earnings forecast revision, 2008 – 2012: minimal upward changes 

Almarai 2008-2012 Net Income estimates changes

in SAR mn 2008 2009 2010 2011 2012 2013

New 911 1,094 1,296 1,466 1,641 1,777 

Old 911 1,086 1,271 1,446 1,643 n.A 

% change 0.0% 0.7% 2.0% 1.3% -0.1% n.m
Source: SHUAA Capital estimates , N.A: Not Applicable, N.M: Not Meaningful

We are making minor adjustments to our 2008-2012 earnings estimates, translating into a 
small 0.8% average increase for the period. We are also introducing new earnings forecasts 
for 2013. Please note our earnings revision do not incorporate any potential impact from 
acquisitions currently underway in Egypt and Jordan, or the more recently announced 
tentative acquisition of HADCO through a share swap. However, they incorporate the 
expected impact of the upcoming JV with Vivartia on in the bakery business, whose 
operations' kick-off we expect in Q1 09.  

Overall, our outlook on the cost of agricultural commodities is more positive than it was 
a few months back, and is likely to translate into a positive impact on Almarai’s earnings. 
However, this positive shall be somewhat offset by the negative impact of rising financing 
costs, which we have included in our forecasts given (1) rising SAIBOR rates over the past 
two quarters, and (2) expected higher spreads which, we expect, Saudi companies to be 
paying over SAIBOR going forward. 

Lowering target multiples for global peer valuation methodology: 

The target multiples we are using when calculating Almarai shares’ fair value on a peer 
valuation methodology are set forth below, alongside the multiples we were using 
previously and our corresponding previous valuation. 
We are lowering our target P/E multiple on 2009 earnings from 18.0x to 16.0x. Our EV/
EBITDA target multiple on 2009 EBITDA stays unchanged at 12.0x, while we lower our P/
Book multiple from 5.5x to 3.5x. 



November 18th, 2008   5

Almarai

Please note we mark to market the value of Zain Saudi Arabia stake in our calculation of 
Almarai shares’ fair value. Given the decline in Zain Saudi Arabia share price from SAR 22.75 
in our last Almarai General update report (July 14, 2088) to SAR 12.35 currently, the per 
share contribution of the Zain stake is lowered by SAR 3.30 / share to SAR 4.0 from SAR 7.3 
/ share previously. 

Almarai shares fair value calculation using the Peer Valuation methodology: 

Multiple used Implied value / share (SAR) Multiple / value used previously

P/E 2009e 16.0x 160.6 18.0x

EV/EBITDA 2009e 12.0x 176.1 12.0x

P/Book (2009E) 3.5x 144.9 5.5x

Average  160.5 179.6

Zain stake at market value (per share) 4.0 7.3

Total 164.5 186.9
Source: SHUAA Capital estimates

Our favorite peers’ benchmarks for target multiples are Almarai’s European peers, Danone 
and Nestlé. We believe Almarai shares deserve to trade at a premium to those peer’s 
multiples given Almarai’s (a) superior growth profile, (b) higher profitability on an EBIT and 
EBITDA margin standpoints, and (c) more defendable market leadership position in the 
GCC vs. the more competitively intense European markets for those two peers. 

Source: SHUAA Capital estimates, IMES data

Almarai profitability and valuation vs. Danone and Nestlé: 2008-2009E

Danone Nestlé Almarai

Rev growth (08-09) 7.0% 4.6% 20.8%

Profitability:    

EBIT Margin 08 14.8% 14.0% 20.8%

EBIT Margin 09 15.3% 14.3% 20.8%

EBITDA Margin 08 18.3% 16.8% 29.9%

EBITDA Margin 09 18.6% 17.2% 30.0%

Valuation:    

P/E 08E 15.9x 15.6x 16.3x

P/E 09E 14.2x 14.2x 13.6x

EV/EBITDA 08E 12.0x 11.0x 12.8x

EV/EBITDA 09E 11.0x 10.2x 10.7x
Source: Bloomberg Consensus data as of Nov 9, 2008 for Danone and Nestlé, SHUAA Capital estimates for Almarai
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DCF Valuation approach: higher WACC and lower growth to perpetuity

We are changing our WACC and growth to perpetuity assumptions in our DCF valuation, 
resulting in an almost SAR 30 / share decline on our Almarai shares fair value estimates on 
a DCF basis from SAR 189.7 previously to SAR 160.6. 

With regards to our WACC, we are increasing our risk-free rate by 130 bps from 4.7% 
previously to 6.0%, while leaving our equity risk premium unchanged at 5.00%. In the 
meantime, we are lowering our beta from 1.00 previously down to 0.85. Taking into 
account the changes in the Debt/Capitalisation ratio, our WACC goes up from 8.78% 
previously to 9.29%. This increase, in itself, is responsible for ~ SAR 13 / share decline to 
our DCF valuation. Please note that our cost of debt assumption has also been adjusted 
upwardly by 130 bps.

We are also lowering our growth to perpetuity assumptions from 4% previously to 
3.5%, which alone is responsible for an additional ~ SAR 16 / share reduction to our DCF 
valuation. 

With regards to our DCF calculations, our current and previous WACC assumptions as well 
as growth to perpetuity rates are all set forth in the table below. 

Almarai calculated WACC assumptions

Current assumptions Previous assumptions

Risk free rate * 6.00% 4.70%

Beta 0.80 1.00 

Equity risk premium 5.0% 5.0%

Cost of equity 10.3% 9.7%

Cost of debt 6.00% 4.70%

Debt / capitalization 22.7% 18.4%

WACC 9.29% 8.78%

Growth to perpetuity 3.50% 4.00%
Source: SHUAA Capital estimates

The table below highlights the sensitivity of our DCF model to various WACC and terminal 
growth rates.

Sensitivity table of a DCF valuation: 

WEIGHTED AVERAGE COST OF CAPITAL

GROWTH TO
 
PERPETUITY

8.3% 8.8% 9.3% 9.8% 10.3%

2.5% 167.9 150.7 136.0 123.4 112.4 

3.0% 184.3 164.2 147.3 132.9 120.6 

3.5% 204.1 180.3 160.6 144.0 130.0 

4.0% 228.6 199.7 176.4 157.1 140.9 

4.5% 259.5 223.7 195.5 172.6 153.6 
Source: SHUAA Capital estimates
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Strong 3Q 08 results… but lower your expectations for 4Q 08 

Strong Q3 results….. 

On October 11th Almarai reported strong 3Q 08 results with net income reaching 
SAR 293.7 mn in the quarter, up 57.7% yoy, and 6.5% ahead of our forecast. Revenues 
in the quarter expanded 37.2% yoy, while operating income grew by 47.6% yoy, for a 
corresponding strong 23.7% EBIT margin - 130bps above our 22.4% expectations, 170bps 
above the 22.0% recorded in Q3 07, and 180bps above the company’s achievement in Q2 08. 

We believe these strong 3Q 08 results are due to the combination of (1) ongoing cost 
control efforts by the company (as reflected in its strong EBIT margin) and (2) elevated 
sales volumes during the period, most notably, because Ramadan this year was contained 
fully in Q3 while it was spread last year between Q3 and Q4. We also believe Almarai 
performance was bolstered by continued market share gains in its dairy and fruit juices 
business across the GCC. In this respect, we believe milk production volumes increased by 
10%+ year-on-year in the quarter, while, we suspect, fruit juice volumes to have grown at 
a 30%+ rate in the period.

…laying the ground for a weaker Q4 comparison

The seasonal effect of Ramadan and its absence of contribution to Q4 earnings this 
year bring us to the following point: the market shall must be ready for a much weaker 
performance in Q4 compared to Q3. To this extent, we are calling for Q4 08 net income of 
SAR 215.1 mn, a 11.3% yoy expansion and a 26.8% decline vs. Q3 08 levels. 
We believe that Q4 08 results, on the top of appearing weak due to Ramadan’s distorting 
effect, might also be impacted by the write-down of some of Almarai’s inventory. 
Accounting wise, Almarai needs to record its inventory at the lowest of cost and net 
realizable value. The recent decline in agricultural commodities prices alongside those 
of SMP / WMP (Skimmed Milk Powder / Whole Milk Powder, see below for more details) 
might force Almarai to lower the recorded value of its inventory (on an accounting basis, 
with no cash implication), impacting its Q4 08 results negatively. We note, however, 
that the partial write-down of the inventory, while having a negative impact in 2008, is 
expected to generate the reverse, equivalent positive impact on the company’s 2009 
results. 
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Pending potential acquisitions to underpin 

expansion outside of the GCC

Almarai announced in August 08 that it had entered into two separate Memorandum 
of Understanding with a Jordanian (“Teeba”) and an Egyptian (“Beyti”) dairy company. 
Almarai intends to acquire 100% of Beyti, and 75% of Teeba, and has not indicated 
how much it intends to spend on these potential acquisitions, although the figure 
of SAR 400 mn was mentioned in the press as Beyti’s ‘price tag’. These two potential 
transactions, if they materialize, would mark Almarai’s first expansion steps outside of the 
GCC, representing more strategic milestones rather than true earnings boosters – at least 
in the short-term. 

More recently, on November 8th, Almarai announced it intends to issue 5 mn new shares 
to acquire 100% of HADCO (Hail Agriculture and Development Company) and propose 
HADCO shareholders to swap every six shares they hold for one newly issued share of 
Almarai – valuing the potential deal at SAR 703 mn at the date of the announcement. This 
deal, if it goes through, will provide Almarai with an already established poultry business 
(the 4th largest in KSA) and a substantial land bank in the northwest of the country, where 
Almarai could set-up new dairy production and processing assets. 

Three potential acquisitions with major strategic significance 

Teeba business profile is similar to Almarai in the sense that it is an integrated dairy 
business model, from production to distribution. Teeba’s addition would help Almarai 
expand its presence not only in the relatively small Jordanian dairy market (the size of 
which we estimate at USD 500 mn), but also across the whole Levant region. We believe 
Almarai would be able to leverage Teeba’s (1) new processing facilities and relatively small 
herd output, (2) burgeoning juice business, and (3) existing (small) distribution network 
efficiency (which would lower logistic costs). To this extent, Jordan could act both as a 
production and distribution platform for Almarai in the northern part of the Middle-East. 

The acquisition of Beyti, one of Egypt’s top three dairy companies (Juhayna being 
recognized as the leading player, and Enjoy the second), would represent a major footstep 
for Almarai into the sizeable (~ 80mn people strong), relatively fragmented, and promising 
(annual per capita milk consumption of 21 liters, vs. a ~ 35 liters average for the GCC) 
Egyptian dairy market, and in which it has had a very limited presence to date. Beyti, as 
opposed to Almarai, is not an integrated dairy company as it does not own a herd of 
cows and relies, therefore, on third-party milk suppliers for the production of its various 
dairy products. We believe Almarai would be able to leverage this potential Egyptian 
acquisition by (1) setting-up a herd /farm(s) in Egypt to improve Beyti’s processing 
asset utilization and its profitability by cutting down third-party milk suppliers, and (2) 
enhancing Beyti’s current distribution network performance. 

When it comes to the potential acquisition of HADCO, the agricultural company’s assets 
are located in Hail and its vicinity (Northwest of KSA). The company owns a 350 km2 
strong land bank, and is involved in the production of various agriculture products such 
as cereals (wheat, alfa alfa, corn), olive, dates, grapes. We believe HADCO’s potential 
acquisition would equip Almarai with a more diversified production asset footprint which 
it could leverage by setting-up both new dairy farms and new processing facilities in 
the North East of the country (5 out of 6 of Almarai dairy farms as well as its 2 processing 
facilities are currently concentrated on the outskirts of Riyadh). The land near Hail would 
also enable Almarai to tap a different water reserve / aquifer, thereby reducing its reliance 
on mostly one source of water for its cattle - currently outside of Riyadh. HADCO also 
being an established participant in the poultry and meat processing businesses (our 
sources point to the company being the 4th largest poultry producer in KSA) would allow 
Almarai to be able to enter this business without setting it up from scratch, a positive in 
our opinion. 



November 18th, 2008   9

Almarai

Teeba and Beyti: Limited potential contribution to Almarai 2009 earnings with 
somewhat muted integration risks

Teeba is a relatively young dairy and fruit juice company. However, we believe it has, in a 
short period of time, been able to capture a market leadership position in the (relatively 
small) Jordanian dairy market. Our preliminary calculations point to Teeba revenues 
standing well below the SAR 200 mn (~ USD 50 mn) mark, with net income likely to be a 
high single digit or low two-digit SAR mn figure (~0.9% of Almarai 2009 est. SAR 1,094 mn 
earnings). We expect the potential integration of Teeba into Almarai’s operations to be 
relatively easy and smooth, especially given the small size of the targeted Jordanian 
company. 

With regards to the other potential deal, our preliminary calculations point to Beyti 
revenues standing well below the USD100 mn (SAR 375 mn) mark, with net income likely 
to be close to SAR 20 mn (at most, 2.1% of our Almarai 2009 net income forecast). We 
suspect Beyti’s profitability to be lower than that of Almarai, given that it purchases the 
milk it uses for its dairy products from third parties. 

Almarai’s intended dairy acquisitions: financial snapshot

BEYTI TEEBA

Targeted stake in the company 100% 75%

Target company 2008E rev. (USD mn) < 100 < 50 

Target company 2008E Net Inc. (SAR mn) 23 9

as a proportion of Almarai 2009E Net Inc. 2.1% 0.9%*
Source: SHUAA Capital estimates. * Does not reflect the intended 75% purchase of the company. 

HADCO transaction: potentially EPS accretive in our 2009 estimates 

Under the current terms of the proposed HADCO acquisition, Almarai would issue 
5 mn new Almarai shares to acquire a company which, in our estimates, could 
generate SAR 63.2 mn of net income in 2008, up from SAR 53.5 mn in 2007, and which 
is, as of September 2008-end, almost debt free (SAR 5 mn of net debt). Assuming 
HADCO manages to achieve this level of earnings in 2008 and assuming (somewhat 
conservatively) flat YoY earnings for HADCO in 2009, we expect the potential transaction 
to be ~ 1% accretive at the EPS level for Almarai’s current shareholders, while it could 
enhance the company’s net income by about 5.8%, as detailed in the table below.

Estimated impact of HADCO potential acquisition to Almarai 2009E earning and EPS

Current Almarai shares (mn): 109.0

Newly issued shares (mn): 5.0

# Almarai shares post new issue (mn): 114.0

Almarai 09E Net Income (SAR mn): 1,094

Almarai 09E EPS (SAR) 10.04

Almarai 09E earnings with HADCO 1,157

Impact on Almarai 2009E earnings* 5.8%

Almarai 09E EPS with HADCO (SAR) 10.15

2009 EPS accretion (dilution), in % 1.1%
Source: SHUAA Capital estimates * Assuming the transaction closes on January 1st, 2009
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Deal closing timeline likely near for Teeba, potentially by January for HADCO, 
more uncertain for Beyti

While we had initially believed that both Beyti and Teeba potential transactions would 
be completed by November, our recent discussions with Almarai management lead us 
to think that the timeframes for the completion of those transactions could be extended 
further, at least for the Egyptian dairy company. In this regard, we would not be surprised 
if the potential deal with Beyti does not occur in 2008. We still expect Almarai to finalize 
the Teeba acquisition before Q4 08-end, with negligible impact on earnings for FY 08, if 
this indeed occurs. 

With regards to HADCO, Almarai mentioned that while its final offer is subject to 
confirmatory financial, technical, commercial, and legal due diligence, the deal 
completion will be subject to obtaining the necessary approvals required from HADCO’s 
board, the local capital market authority, as well as Almarai and HADCO’s shareholders. 
Given Almarai’s stated commitment to complete the proposed transaction in a “quick and 
efficient time frame”, we believe that if all the required conditions were being met, the 
deal could close within two months. 
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Lower commodity prices and a weakening Euro 

potential positives for 2009 

Feedstock price falling

We believe that while they reduce the likelihood of broad-based dairy products price 
increases to the GCC retail consumer, falling agricultural commodity prices provide a 
conducive environment for Almarai’s earnings growth next year. 
As evidenced in the charts below, the pricing of the some of the agricultural commodities 
we monitor - and which account for a significant portion of Almarai’s cost base - have 
experienced substantial price declines since the summer. 

According to our calculations, corn, soybean, and wheat have respectively displayed 
a 42%, 42% and 34% price decline between July 1st and end-October this year. These 
prices have now reverted back below their 2007-end levels after posting significant YoY 
increases in Q1 08 (+76% in average) and in Q2 08 (+71% in average). 

Source: Bloomberg

Source: Bloomberg

Source: Bloomberg
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WMP/SMP price declining: A positive for the cheese and butter segment

Two other key ingredients of Almarai dairy products which have recently experienced a 
dramatic fall in prices are Whole Milk Powder and Skimmed Milk Powder (WMP/SMP). 
These two ingredients are present in the composition of some of the cheeses which 
Almarai processes. After posting respective YoY price increases of 98% and 76% in 2007, 
WMP and SMP prices have come down significantly from their end of summer 2007 peak. 

Source: Bloomberg

Source: Bloomberg

While they both came close to the USD 6,000 / ton mark last year, WMP and SMP are now 
selling for USD 3,000 and USD 2,300 respectively, much lower than their 2008-to-date 
average price of USD 4,200 and USD 3,400 respectively. 

We believe the lower price tag for both powders, should they remain at their current 
levels, will be beneficial to Almarai’s gross margin in 2009. However, as mentioned above, 
we believe the inventory levels of WMP and SMP that Almarai is currently holding are 
likely to trigger an inventory write-down charge in Q4 08, therefore, impacting Q4 08 
results to the extent of about SAR 10 mn, in our estimates. 
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Recent Euro weakening vs. the USD: an additional headwind

Over the past few months, the relative strength of the US Dollar vs. other currencies has 
changed significantly with the green currency gaining ground vs. major currencies such 
as the GBP, AUD, and the Euro. 

As seen in the chart below, over the past 4 months, the USD has gained substantial 
ground vs. the European currency, appreciating by 23%. The US currency has also gone 
from an average 1.56 per Euro in Q2 08 to 1.29 per Euro currently, a 21% gain. The USD is 
now back to its 2006-end levels vs the Euro, after having hit higher levels of USD 1.23 per 
Euro two weeks ago at the end of October. 

Source: Bloomberg

We believe this recent strengthening of the USD vs. various currencies including the Euro 
is a positive for Almarai, which sources part of its raw material from Europe. We believe 
WMP and SMP are bought in Euro terms, while some of the cheese and butter production 
are also being sourced from Europe before being processed at Almarai’s production 
facilities. 

Although the strengthening of the USD might be short-lived, our point is to highlight 
that any Euro denominated raw material which Almarai might have acquired in the recent 
period (WMP/SMP are examples, alongside apple fruit juice concentrate or potentially 
feedstock cereals such as Alfa Alfa, partly sourced from Europe too) might see the benefit 
of this stronger USD and are, therefore, likely to provide support to 2009 margins, at least 
in the first part of the year. 
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Fruit Juices momentum to continue in 2009; 

Vivartia JV kick-off to boost bakery sales

Fruit Juice momentum to continue

As expected, Almarai fruit juice business has, so far this year, performed very strongly, with 
revenues in the first 9 months expanding 55.5% compared to the same period last year. 
This achievement comes, we believe, on the back of significant market share gains across 
the GCC countries and improved pricing realization. 

Our preliminary calculations point to Almarai having expanded its juice volumes by 
30%+ this year to date, and our 2009 forecast call for 31% revenue growth to SAR 657 mn, 
backed by 25% volume growth. We expect the addition of a new flavor to hit the market 
at some point in Q2 09, a year later than expected due to the seasonal availability of the 
concentrate.

Almarai fruit juice market share in the GCC, 2007E-2012E

2007e 2008e 2010e 2012e

~14% ~18% ~21% ~21%
Source: SHUAA Capital estimates

Based on our slightly upward revised revenue estimates for the fruit juice division, and 
as highlighted in the table above, we suspect Almarai to be commanding a 18% market 
share of the GCC fruit juice market in 2008, a figure which we expect to grow to 21% by 
2010, and then to stabilize with an annual volume growth in line with that of the market’s. 

The table below summarizes our expectations with regards to the cost of several 
concentrate prices in the fruit juice division, in SAR / liter terms. 

Expectations for the 2009 impact of several fruit concentrates prices

Positive impact Negative impact Neutral Impact Unknown Impact

Apple V

Mango  V

Orange  V

Mixed berry  V

Strawberry  V
Source: SHUAA Capital estimates

As highlighted previously, we expect the cost of apple juice concentrate for Almarai 
paid in 2008 for the year 2009 to be smaller than in 2007 given (1) the lower cost of the 
concentrate in Euro terms in 2008 (20-25% cheaper than its cost in 2007), and (2) the 
potentially more attractive Eur/USD rate at which the purchase was made by Almarai this 
year vs. last year. 

We also expect the cost of Mango concentrate to be higher this year vs. what the 
company paid in 2007 and that of orange concentrate (about 50% of total fruit juice 
volumes sales, in our view) to be roughly the same as what Almarai had to pay last year.
We have no insights into the cost of mixed berry and strawberry concentrates (currently 
sourced from Europe and China respectively) for the coming year, but would like to 
highlight that their respective share of the fruit juices division volumes is likely to be well 
below the 10% mark. With regards to strawberry concentrate, we suspect Almarai will be 
diverting in the next few quarters its current supply from China to another country, likely 
to be in North Africa. 
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Vivartia JV slated in Q1 09, kick-off expected to boost bakery revenues

In Q2 07, Almarai entered into an agreement through its Western Bakeries subsidiary 
to acquire 60% of a JV set-up with a fully owned subsidiary of Greek publicly listed 
food producer Vivartia (25% shareholder) and Saudi-based Olayan Financing Company 
(15% shareholder). The JV, registered in Q2 08 under the name “Modern Food Industries 
Company” will distribute bakery products under the “7 Days” brand.

We don’t expect the Almarai-Vivartia JV to suffer any delays, and expect its operations to 
start, as scheduled by Almarai, at some point in the first quarter next year. 
We expect this JV to boost Almarai’s total bakery revenues by an additional SAR 100 mn 
in 2009 to a total of almost SAR 800 mn, followed by a more significant SAR 250 mn 
contribution in 2010 or almost 25% of our expected SAR 1.07 bn bakery division revenues. 

Bakery revenues breakdown, 2008E - 2010E

in SAR mn 2008E 2009E 2010E

Western Bakeries 531 696 819 

Vivartia JV - 100 250 

Total Bakery revenues 531 796 1,069 

YoY change (%)  50% 34%

JV revenues as a % of total bakery revenues 0% 13% 23%
Source: SHUAA Capital estimates

In terms of profitability, we expect the JV to achieve a gross margin similar to Western 
Bakeries’ current operations and a 20% net margin when operations/production are 
running at a normal rate and the product range is fully deployed across the various GCC 
countries. 

However, with regards to the JV contribution to Almarai’s net income (on a pre-minority 
interest basis), we expect it to post a minor, low single SAR mn digit loss in 2009, followed 
by a low, double digit SAR mn profit in 2010 (which we include in our Almarai earnings 
forecasts). We believe the most compelling argument for this JV success lies in (1) Vivartia’s 
expertise in the savoury bakery business and (2) Almarai’s wide reach of customers due to 
its owned-distribution network, allowing a quick and efficient spreading of the products 
on the shelves across thousands of GCC sales points. 
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A look at several unwarranted concerns

We now look at what we believe are currently the three main sources of concern about 
the company: funding accessibility (availability of credit and funding costs), sourcing 
of feedstock, and future of the Saudi dairy industry in the face of depleting aquifers 
resources in Saudi Arabia. We also look at the expected rise in packaging costs in 2009, a 
small negative we expect to be counterbalanced by cost reduction measures of the liquid 
recipients. 

Liquidity access: not an issue so far; but higher cost of borrowing expected in the 
medium-term

Our recent discussions with Almarai management indicate the company has no current 
difficulty to access its current banking facilities. As of Q3 08 end, Almarai gross debt at 
SAR 3.4 bn, was up from SAR 3.2 bn at the end of Q2 08 and also up from SAR 2.6 bn at 
the end of 2007. Out of the SAR 2.6 bn of gross debt at the end of 2007, SAR 1.5 bn had a 
maturity of two years or more.

Almarai restructured part of its debt in early 2008, and does not believe it will have to 
tap the debt market significantly until 2010. We believe this is a positive in the current 
environment as (1) banks liquidity is not as available as a few quarters ago, and as (2) the 
cost of borrowing in Saudi Arabia, measured as a spread over SAIBOR (Saudi Arabia Inter-
Bank Offer Rate), has gone up on the back of rising SAIBOR and rising spreads.

Source: Bloomberg

We believe Almarai earnings will be negatively impacted by higher costs of financing, 
something which is reflected in our revised earnings assumptions through increases in 
the interest rate that we believe Almarai is charged on its existing debt. Also, starting 
in 2010, we assume the company will have to pay a higher spread over SAIBOR and 
have incorporated this view in our new earnings and financing costs assumptions. As 
highlighted below, a 10 bps change in the cost of borrowing for Almarai translates, for 
every SAR 1 bn borrowed, into a SAR 1 mn pretax earnings impact, equivalent to 0.1% of 
2009E pretax earnings of SAR 1,125 mn

Sensitivity of Almarai 2009 pretax earnings to a 10 bp change in the cost of financing SAR 1 bn

Change in the debt cost 10 bp

Debt amount (SAR mn) 1,000 

Financing impact (SAR mn) 1.0

2009E Pretax income (SAR mn) 1,125 

Impact as a % of 2009E pretax earnings 0.1%
Source: SHUAA Capital estimates
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Long-Term availability of feedstock:  
An overblown concern

One of the concerns we, at times, hear from investors is related to the availability of 
feedstock and the necessity (with potentially higher costs implications) for Almarai to 
source its raw materials outside of Saudi Arabia in the face of expected phase-out of the 
local production of cereals such as wheat going forward. Our view is that this concern is 
mostly unfounded, as, when it comes to the sourcing of its cereals, Almarai has already 
started to diversify its geographic supply base. 

If Almarai already sources 50% of its Alfa Alfa locally (the other half is sourced from Spain), 
the proportion of locally sourced corn is close to a mere 10%, and the proportion of 
locally sourced wheat is even smaller. All in, our discussions with the company indicate 
that only 30% of the cows’ feedstock is sourced locally… implying 70% is not. We 
believe this proportion of locally sourced feedstock will shrink further in times ahead. 
We, therefore, don’t believe that sourcing cereals outside of KSA is a “new thing” nor that 
the company will have substantial difficulties to source outside of KSA the 30% of the 
feedstock currently originating from the Kingdom. 

The KSA dairy industry:  
A tiny consumer of the country’s depleting water resources 

Aside of the typical misconception that Almarai dairy prices are capped in the GCC 
(broadly speaking, milk powder price is capped in some countries such as Saudi Arabia 
but Almarai does not produce nor sell it), the investment community wrongly believes 
that the dairy industry is a major contributor to the depletion of natural water resources. 
The Saudi government has announced that over the summer it intends to gradually 
phase out the production of wheat in the Kingdom so that by 2015, Saudi Arabia relies 
100% on foreign purchases for its wheat consumption. This measure was taken to reduce 
the water usage linked with the production of the cereal, given that wheat production 
requires at least 1,000 m3 of water for every ton produced, in normal climatic conditions. 
On the back of this announcement, some believe that the Saudi dairy industry is also 
at risk given the allegedly high water consumption it requires. The calculations set forth 
below tend to suggest that this idea is wrong and misconceived. 

The availability of data regarding Saudi Arabia water resources is rather limited. However, 
it is generally admitted that the country’s groundwater reserves stand at 500 km3 (500 bn 
m3), of which 340 km3 are likely abstractable at an acceptable cost. Leaving aside annual 
water resource coming from (1) rainfall, (2) desalinated water plants and (3) reused waste 
water, annual water withdrawal/usage was estimated, as of 1992, at 17 bn m3 per year, 
of which agriculture was responsible for ~ 15 bn m3. In other words, agriculture was 
responsible for 90% of the water usage in KSA, and water resources could potential dry up 
within a twenty year ball park. 

Water withdrawal / usage in Saudi Arabia, 1992

Type of consumption Annual consumption

Agriculture 15.3 bn m3 / yr

Domestic 0.5 bn m3 / yr

Industrial 0.2 bn m3 / yr

Total withdrawal 17.0 bn m3 / yr
Source: Saudi Ministry of Agriculture and Water, 1992 data

What is very striking is that in our estimates, dairy farms cows in the country use a total 
44 mn m3 of water per annum. In other words, dairy farms are only responsible for a 
negligible ~ 0.3% of total agriculture water consumption in the country. 
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2009 packaging costs on the rise, but costs reduction measures to provide some 
offset

We believe packaging costs for Almarai will go up in 2009 as some of the bottling 
contracts were recently renewed under less favorable pricing conditions. We believe the 
magnitude of the increase will be a low, double digit percentage increase (10-15%). 
Translated into financial terms, our calculations point to a SAR 35 – 50 mn increase in 
bottling costs for the dairy business, with another potential SAR 10 mn cost increase for 
the fruit juice business. 

Expexcted increase in packaging cost in 2009 YoY (in SAR mn) 

Dairy 35-50

Fruit Juice 10
Source: SHUAA Capital estimates

These higher raw material costs will be, in our opinion, somewhat compensated for not 
only by price increase potentially hitting retail shops shelves, but, more importantly, by 
weight reduction measures (which we have factored in our estimates). For example, we 
expect the weight of Almarai 1 litre fruit juice carafe to be brought down by 7.5%, thereby 
reducing the input cost of the materials used to manufacture it. We also believe that the 
current pricing environment for several petrochemical products - several of them having 
experienced steep declines over the past two months - could provide some upside for 
Almarai towards the end of 2009 if they hold at the current levels for some time. 
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The case for potential upside for Almarai shares

We wish to highlight and quantify the upside risk to our new SAR 161.8 fair value target on 
Almarai shares. We see upside risk to the fair value target, based on the following factors:

Pricing Power:•	  A percentage point price realization for Almarai products in its 
fresh + long life dairy and fruit juice businesses above our forecasts translate into 
3.8% of EPS upside to our 2009 estimates, or SAR 6.1 / share of fair value.

HADCO potential acquisition: •	 Under our 2008 HADCO earnings estimates 
and twin assumptions of (a) no growth in earnings in 2009 and (b) acquisition 
occurring on January 1st, 2009, we believe HADCO’s acquisition could be 1.1% 
accretive to Almarai 2009E EPS, or SAR 1.8 / share of fair value.

Teeba and Beyti potential acquisitions: •	 We believe Teeba and Beyti, if they 
materialize, could add an additional 1% of earnings (net of financing costs, and 
assuming a full year of consolidation) to our Almarai 2009 estimates, or SAR 1.6 / 
share of fair value.

Defensiveness: •	 We believe some investors are ready to overweight their port-
folio defensive assets given the currently challenging stock markets conditions. 
We also believe institutional investors are getting increasingly familiar with the 
company, its business model, and progressively recognizing both (1) its capacity 
to generate significant year-on-year earnings growth and (2) its higher profit-
ability (on an EBIT or EBITDA basis) than some of the big European players such 
as Danone or Nestle, which are larger in size, and (3) its quality management and 
sound strategy.

Balance sheet full leveraging no more perceived as a catalyst:•	  One of our 
previously identified valuation upside catalyst was a full leveraging of the bal-
ance sheet either through acquisitions or additional investments. Our current 
view is that, in light of (1) rising financing costs, and (2) the potential closing of 
three acquisitions Beyti, Teeba and HADCO, Almarai might start to slow down on 
its acquisition spree. We, therefore, do not see this factor as a catalyst for valua-
tion, at least, for the time being. 
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Risks to our thesis

We see four major downside risks to our positive stance on Almarai’s investment case. 

The most significant risk lies in slowing GCC demographics, which could occur following 
a regional economic slowdown and the potential reverse migration of expats out of the 
region. However, the current net positive influx of population is sustaining consumers 
retail spending momentum on the top of increasing purchasing power. Another regional 
conflict could create geopolitical turmoil, which could, in our opinion, act as an incentive 
for some expatriates to leave the GCC and disincentives others to come – in addition to 
the negative impact generated by a likely drop in tourists in the region. 

The second most significant risk, in our opinion, lies in local GCC governments attempting 
to regulate dairy product prices by implementing measures such as price caps. Although 
this risk is the most commonly feared by investors with whom we interact, we believe its 
probability of occurring is somewhat limited, even as the recent decline in agricultural 
commodity prices might give more weight to the authority’s intentions. 

The third risk is a price war in the dairy sector, which could be spurred by new entrants. 
Here again, we see this risk as fairly limited given that (1) sizeable investments are 
required to be a successful player in the dairy business (setting-up/acquiring production, 
processing and distribution assets, building a brand), (2) the relative short-life of dairy 
products. 

Lastly, we believe the occurrence of a new epidemic such as the foot and mouth disease 
would pose a direct threat to Almarai’s livestock. This risk is, however, mitigated by the fact 
that Almarai’s herd is scattered across six farms in Saudi Arabia, and not concentrated into 
one single location.
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