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Almarai to enter the infant formula market
Ahead of its AGM, Almarai announces a SAR 650 mn investment to enter the infant 
formula market: Late in the afternoon yesterday and ahead of its AGM in the evening, 
Almarai announced that its Board of Directors has given its approval to enter the infant 
formula market through a SAR 650 mn investment for setting-up a dedicated production 
plant. Almarai announced the project will be financed through both internal cash flows 
and debt. We expect the project to be operational by 2011 and to have as a scope both 
GCC and selected non-GCC countries. This investment forms part of the company’s 
previously stated SAR 6 bn capex program for the 2008-2012 period and constitutes, 
in our view, another major strategic development for Almarai, a few weeks after its 
announcement early February of a JV with Pepsico. 

Way to go still unclear; we suspect a partnership/JV to represent the likely 
outcome: No details have yet emerged regarding the shape of Almarai’s participation 
into the infant formula market. However, we suspect Almarai’s lack of track record in the 
field is likely to act as a deterrent against the company going ahead alone. Rather we 
believe it is likely Almarai will choose a partner to potentially provide its own scientific / 
medical / technological / commercial expertise, and potentially also share the SAR 650 
mn investment cost through a JV structure. We believe the upcoming weeks/next few 
months will witness Almarai communicating with more details on this front. 

Distribution channels to pharmacies a key success factor: Albeit Almarai is the 
undisputed GCC dairy market leader thanks to – among other factors –its strong 
distribution expertise and capabilities, we believe the infant formula market requires a 
different/specific distribution channel and placement capabilities. Indeed, within the GCC, 
two-thirds of infant formula products are sold within pharmacies, with the remaining 
third being sold in retail outlets such as local groceries, supermarkets and hypermarkets 
(the vast majority of Almarai clientele, and where the company has therefore some 
commercial leverage). It is therefore essential for Almarai to establish its presence on 
pharmacies shelves in order to be on the same playing field as already and strongly 
established players such as Abbott or Nestle (Gerber). We also believe for Almarai to 
succeed it should “win the heart” of “new” mothers. In this respect, both doctor’s and 
medicine specialists’ recommendation of Almarai upcoming infant formula will, in our 
view, play a critical role in determining the product success level. On this particular front, 
Almarai already benefits from its strong brand image, the company being the most 
recognized and appreciated dairy brand in the GCC, as evidenced by several consumer 
surveys’ results. 

Execution risks sizeable, yet commensurate to potential returns: As noted just above, 
we believe an entry into the baby food segment does present major challenges for 
Almarai (among which access to pharmacies and product acceptance by new mothers), 
and therefore corresponding commercial risks. However, we believe two factors acted as 
decisive catalysts in Almarai decision to enter this segment: (1) the GCC infant formula 
respectable market size, which our calculations place at more than SAR 2.0 bn, and (2) 
infant formula products profitability (higher than Almarai’s current group EBIT margin of 
around 20%, according to anecdotal evidence). If Almarai succeeds in this new product 
segment, we believe the company will be able to generate about $ 50 – 70 mn in 
revenues on a full-year basis (2-3% of group estimated revenues in a few years time), with 
above group average profitability. 
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Valuation reasonable, Almarai getting busy on all fronts: At yesterday’s closing price 
of SAR 148, Almarai shares are trading at 14.7x and 12.4x our respective 2009 and 2010 
earnings estimates, which we view as reasonable given (1) the company’s dominance 
of the GCC dairy sector, (2) its highly defendable market share, (3) its defensive (F&B) yet 
growth-oriented profile and (4) its above average profitability vs. European peers such 
as Nestle and Danone (trading at respectively 12.3x and 11.2x Bloomberg consensus 
earnings estimates averages for 2009 and 2010 respectively). Almarai agenda is getting 
very busy on several front, namely with (1) the H1 09 start-up of its Vivartia JV bakery 
operations, (2) the recent acquisition of the Jordanian dairy company Teeba (an easy 
integration, in our view, with expected earnings contribution not included in our 
estimates yet), (3) the finalization of Beyti (an Egyptian dairy company) acquisition, (4) the 
pending response from HADCO board regarding Almarai’s share swap proposal (a slow-
moving transaction so far, but on which we expect developments within the next few 
weeks), (5) the recently announced JV with Pepsico, and (6) yesterday’s announcement 
of a upcoming foray into baby food. Some extremely cautious investors will perceive all 
these successive strategic developments as potential mounting execution and integration 
risks factors in the next 12-18 months. These investors may, for these very reasons, decide 
to stay away from Almarai shares for the time being. Other investors may still view Almarai 
as one of GCC’s most resilient growth story in a slowing economic environment, with 
further room for earnings upside and share price appreciation potential. We currently rate 
Almarai shares BUY, with our latest published Fair Value standing at SAR 161.8. 

No major news from Almarai AGM: Almarai held yesterday evening its Annual General 
Meeting, where shareholders approved the payment of a SAR 3.5 / share dividend for 
2008 (up from SAR 2.5 / share for 2007). As expected, no other major significant newsflow 
came out of it. An update on the company’s next five-years capex program will likely 
occur in June, with, in our view a bias for revision from its current SAR 6 bn level. Aside any 
M&A development announcement, the next event to watch for is Almarai’s Q1 09 results 
publication, which we expect to occur in the 2nd or 3rd week of April.
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