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Almarai is the Gulf region’s largest integrated food and dairy producer, operating out of •	
Saudi Arabia. The company’s product portfolio includes dairy products, fruit juices, bakery 
products, and non-dairy food, and is considered among the most prominent consumer 
brands in the region. We expect the company to continue to invest heavily in its herd 
and associated production and distribution capabilities going forward while further 
growing its portfolio of products. We also expect the company to increasingly pursue the 
acquisition path within the food and beverage sector in order to further leverage its very 
strong brand and established distribution capabilities.

Almarai today is a clear market leader in its field and benefits from a valuable and •	
very well established brand across the Gulf. We believe that the company’s ongoing 
investment program and strong market position will enable it to expand further its market 
share going forward, and in the process secure stronger pricing power, further efficiencies 
of scale and strong continued profitability and growth. As a play on the highly favourable 
consumer trends in the Gulf region, the investment case for Almarai is very compelling. 

We initiate coverage on Almarai with a Buy recommendation based on a target price •	
of SAR 164.5 per share, implying a 21.4% upside to the current market price. We note 
however that the combination of slightly more aggressive pricing and capex assumptions 
together with an incorporation of scarcity value could result in a value of up to SAR 200 
per share.

Current Price: SAR 135.5 Country: Saudi Arabia

Fair value Target: SAR 164.5 Sector: Food and Beverage

Recommendation: BUY Exchange: Saudi stock market (Tadawul)

Year Net Profit  
(SAR'000)

BV  
(SAR'000) EPS (SAR) BVPS (SAR) P/E (x) P/BV (x) Div./Share 

(SAR)

Dec-10E 1,179,303 5,206,384  10.82  47.76 12.5 2.84 3.0

Dec-09E 1,014,281 4,354,081  9.31  39.95 14.6 3.39 3.0

Dec-08E 831,355 3,612,300  7.63  33.14 17.8 4.09 2.5

Dec-07 667,269 3,053,446  6.12  28.01 22.1 4.84 2.5

52-week high (SAR) 148.0

Number of shares ('000) 109,000

Free Float (%) 27.5%

Market Cap (SAR'000) 14,769,500

Market Cap (USD'000) 3,938,533
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Investment highlights

Almarai is the Gulf region’s largest integrated food and dairy producer, operating out of •	
Saudi Arabia. The company’s product portfolio includes dairy products, fruit juices, bakery 
products, and non-dairy food, and is considered among the most prominent consumer 
brands in the region. The company generated SAR 3.8  bn of revenues last year, up 37% 
yoy, highlighting the underlying organic growth as well as contribution from recently 
acquired businesses. 

We expect Almarai to maintain a high level of capex in 2008-2012, averaging SAR 1.2  bn •	
/ annum. This will enable the company to (1) grow its cow herd by 72% to reach 150k in 
2012, (2) set-up relevant processing and production dairy infrastructure and (3) expand 
its network distribution capabilities. On the back of those heightened investments and 
continued positive reception of its products by consumers, we expect Almarai’s GCC 
market share in dairy products to reach 26% in 2012 vs. an estimated 21% in 2007 and 
to top 20% by 2012 vs. an estimated 14% currently as far as the fruit juices business is 
concerned. 

Since its inception and its initial focus on dairy products, the company has successfully •	
expanded into fruit juices (in 1999) and, recently, into the bakery business. We expect the 
fruit juice and bakery business to contribute respectively to 7% and 16% of Almarai’s gross 
profit by 2012 vs. 6% and 10% in 2007, highlighting a more balanced portfolio of assets. 
We also expect the company to increasingly pursue the acquisition path within the food 
and beverage sector in order to further leverage its very strong brand and established 
distribution capabilities. 

the recent boom in agriculture commodities prices (agflation), in conjunction with the •	
inability of industry players to raise some product prices for years (such as fresh milk and 
laban in Saudi Arabia) has put pressure on some dairy companies’ margins over the past 
two years. However, the January industry-wide price increases of fresh milk and laban in 
Saudi Arabia, as well as similar increases in the UAE will translate into an earnings boost for 
2008. We believe that in the current GCC inflationary environment, further dairy products 
price increases are likely going forward. 

We project Almarai to grow both the top line and the bottom line at almost 20% for •	
the 2007-2012 period, and expect revenues and net income to top SAR 8.8  bn and 
SAR 1.5  bn respectively by 2012. For 2008, we forecast yoy net income growth of 24.6% to 
SAR 831 mn on the back of 24.8% yoy revenue growth to SAR 4.7  bn and expect ~ 110bp 
yoy gross margin improvement, resulting from the implementation of price increases in 
the dairy side of the business. 

Almarai today is a clear market leader in the field of dairy and other related food and •	
beverage consumer products, and benefits from a valuable and very well established 
brand across the Gulf. We believe that the company will be able to expand further its 
market share going forward, and in the process secure stronger pricing power, further 
efficiencies of scale and strong continued profitability and growth. As a play on the highly 
favourable consumer trends in the Gulf region, the investment case for Almarai is very 
compelling and is further boosted by the scarcity of comparable plays on the same theme 
in the region. 

We initiate coverage on Almarai with a Buy recommendation based on a target price •	
of SAR 164.5 per share, implying a 21.4% upside to the current market price. We note 
however that the combination of (1) a small upside to our price realizations assumptions, 
(2) a full utilization of the balance sheet leveraging capabilities, (3) success of Zain Saudi 
Arabia shares post listing and (4) a scarcity of comparable assets to investors in the GCC 
might pave a not too difficult road for value to reach SAR 200. Main risks to our thesis 
estimates include (1) higher than expected impact of rising agricultural commodities 
prices, (2) price war from new entrants in the GCC dairy sector, (3) willingness of GCC 
governments to cap dairy producers price increases, (4) unsuccessful roll-out of Western 
Bakeries products outside of Saudi-Arabia, (5) lower than expected commercial success of 
the Vivartia JV products.
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Background 

Almarai Company is the largest integrated dairy and food producer in the Middle-East 
(ME). The company was founded in 1976 by HH Prince Sultan Bin Mohammed bin Saud Al 
Kabeer and was publicly listed in August 2005. The company’s vision is encapsulated in its 
corporate statement: “To be the preferred choice in food products, promoting nutrition, 
health and well being in the GCC”. 

From an initial focus on processing of fresh milk and liquid yogurt (laban), the company 
expanded overtime into dairy farms, fresh dairy processing, cheese processing, fruit juices, 
and in 2007, into bakery processing. Operating in its early days through a network of 
small, decentralized farms and processing plants, the company embarked in the 90’s on a 
restructuring and investment plan to centralize both the farms and processing facilities, in 
the process expanding overall scale significantly while improving overall cost efficiency. 

Almarai’s portfolio of products today includes a wide range of both fresh and long-life 
dairy products (made from fresh milk) cheese, butter, fruit juices, non-dairy products 
(tomato paste, jam), as well as bakery products (pastry, cakes, bread, marketed under the 
L’Usine brand). The company operates in all GCC countries through 90 sales depots and a 
network of 450 fully-owned trailers, 1,700 delivery vans, servicing almost 40,000 customers 
daily. The aggressive expansion of its herd (composed of almost 90,000 cows at present) 
has enabled Almarai to respond to the increased demand for dairy products in the KSA 
market and across the GCC, securing a significant market leadership position in the Saudi 
Arabian dairy market and a significant advantage in other GCC countries.

Ownership structure 

In 2005, selling shareholders of Almarai decided to float 30% of outstanding shares with 
all listing proceeds going to the shareholders. 

In March 2007, Almarai issued nine million new and fully paid Almarai shares to the former 
owners of Western Bakeries - the Al Omran family - which it had just acquired, bringing 
the total number of outstanding shares in the company to 109 mn. Consequently, the 
shares held by the public (GCC investors) stand at 27.5%, down from 30.0% at the time of 
the company IPO.

Almarai’s Shareholder breakdown

 Ownership

HH Prince Sultan Bin Mohammed Bin Saud Al Kabir 34.1%

The Savola group 24.9%

Al Omran family - Western Bakeries former owners 8.3%

Abdulaziz Ibrahim Al Muhanna 1.4%

Abdulrahman Abdulaziz Ibrahim Al Mohana 1.1%

HH Princess Aljawhara Bint Saad Bin Abdulaziz Al Saud 0.6%

Other 2.1%

Public 27.5%

Total 100.0%

Source: Zawya, Company data

Gulf region’s largest 
integrated food and 

dairy producer

Expansion overtime into 
fruit juice and bakery 

from dairy initially

A wide delivery network 
servicing 40,000 

customers daily
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Organizational chart 

Outside its home market of KSA, Almarai operates through subsidiaries in Oman and 
Bahrain. With regards to Kuwait, Qatar and the UAE, the distribution centres of the 
company are managed by the company itself and are operated within the framework of 
“Distributor Agency Agreements” with local partners. 

Almarai subsidiary companies

 Almarai Company – Bahrain Bahrain 100.00% 

 Arabian Planets for Trade and Marketing oman 90.00% 

 International Baking Services Company Saudi Arabia 100.00% 

 Western Bakeries Company Saudi Arabia 100.00% 

Source: Company Data

Production Capabilities Overview 

Almarai manufacturing operations are spread across processing plants and dairy farms, all 
located within Saudi Arabia. 

Dairy and Fruit Juices Operations
For its dairy operations, Almarai operates two central processing plants, codenamed CPP1 
and CPP2, both capable of handling dairy liquids, fruits juices and cheese production 
simultaneously. Both these plants are located near Al Kharj, 130 km outside of Riyadh.

Almarai also operates six dairy farms which are responsible for housing the company’s 
90,000 strong cow-herd. Five of the farms are located within a 20 km radius from the 
processing plants near Al Kharj, while the last one is located 200 km away from these two 
plants. As of end-2007, Almarai farm’s capacity utilization was close to 100%. We expect 
the company to add four new dairy farms sites to its production portfolio by the end of 
2012, which could add the equivalent of about two thirds of its current herd. It is worth 
noting that while it takes about 18 months for a new farm to be fully operational, it starts 
accommodating cattle twelve months after construction work begins.

Milk sold in the UAE market is freighted daily from Saudi Arabia and gets bottled in Abu-
Dhabi, in a facility belonging to the National Food Product Company (a UAE bottling 
and food group that produces Milco, Lacnor, Oasis and Arla food products). Milk is then 
dispatched to the various points of sale in the country by Almarai vehicles. 

Bakery Business
As for the bakery business, Almarai presently utilizes Western Bakeries’ facilities near 
Jeddah which it had acquired in 2007. As new production lines were added in mid-2007, 
we believe there will be no constraint on Western Bakeries output in the short-term. 
We also believe Almarai has no foreseeable plans to set-up further facilities for Western 
Bakeries. A new production facility, in the same vicinity as Western Bakeries, will, however, 
be set-up under a joint venture (JV) with Vivartia. This should prove valuable both in terms 
of distribution logistics and resultant cost efficiency. 

Two central processing 
plants for dairy & fruit 

juices businesses

6 dairy farms and 90,000 
cows-strong herd

Vivartia JV facility to be set-
up near Western Bakeries 

facility  in Jeddah
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Strategy

Changing consumer tastes, retail modernization and the region’s increasing affluence 
has significantly influenced the region’s dairy industry in specific and the food products 
industry in general. In response Almarai has managed to successfully upgrade its 
capabilities in product development, channel management and branding, and has in the 
process positioned itself as the largest domestic beneficiary of these underlying trends. 

Almarai’s current strategy can be perceived as being articulated around three key 
components: (1) winning market share by establishing itself as the highest quality brand 
in consumers’ minds, (2) expanding geographically by capitalizing on significant GCC dairy 
market growth opportunities, and (3) leveraging its substantial brand and network by 
diversifying into new food products. 

We highlight below how this strategy has enabled Almarai to generate substantial returns 
and market share gains, which we believe should persist going forward especially if 
utilized in targeted value adding acquisitions or additional capital expenditure into higher 
production capacity within the region’s highest growth sectors. 

High quality image enabling business momentum

To fulfil its target of being the “preferred choice” at times of plenty, the firm has invested 
heavily to strengthen its brand and make it synonymous with quality in customers’ minds. 
The degree of success achieved on that front is highlighted by the fact that the brand 
secured the #3 spot in Forbes 2006 Top 40 Arab brands list, just behind Al Jazeera and 
Emirates Group. 

Essential components of this strategy have been focus on producing high quality 
items, as well as sourcing high grade ingredients when it comes to products such as 
fresh fruit juices. Superior quality combined with an extensive redesign/repackaging 
effort on several product lines also generated strong and immediate positive response 
from consumers. Lastly, a differentiation strategy requiring strong research resulted in 
innovative products such as unusual flavors (Alfonso mango and Green Apple for fruit 
juices) also enabled Almarai to defend or even expand its market share more effectively 
than most of its competitors. 

Almarai market share gains in selected product lines and countries, 2005 -2007

Country Product Line Market Share 
 2005

Market Share 
 2006

Market Share 
 2007

Saudi Arabia Fresh Fruit juice 18.1% 18.1% 24.1%

U.A.E Fresh Fruit juice 11.8% 11.2% 12.1%

Kuwait Fresh Fruit juice 20.1% 23.1% 22.7%

Qatar Fresh Fruit juice 22.3% 24.0% 26.8%

Oman Fresh Fruit juice 19.2% 24.8% 30.7%

Bahrain Fresh Fruit juice 16.8% 15.7% 17.9%

Liquid milk total Saudi Arabia 17.0% 18.6% >19%

Laban Saudi Arabia 35.0% 37.0% >37%

Butter Saudi Arabia 26% 40% >40%

Processed cheese Saudi Arabia 20% 26% >26%

Cheese slices UAe 9.1% 13.9% >17%

Fresh laban kuwait 49.2% 52.9% >55%

Fresh milk kuwait 44.0% 49.5% >55%

Fresh laban oman 38.7% 41.5% close to 50%

Fresh milk oman 25.5% 29.9% >35%

Source: IMES, A/C Nielsen

A three pillars strategy…

… yielding substantial 
returns and market 

share gains

Quality and innovation lead 
to market share gains
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The strategy, reaffirming the premium/quality brand image of Almarai, as well as the 
company’s dominant market share in many key products regionally, has effectively 
rendered the company significant pricing power. 

In a move related to guaranteeing high quality for end users, the company has opted to 
exercise complete control over its delivery network. 
`

Distribution reach: depots and delivery network 

As of 2007-end, Almarai controlled a network of 90 sales depots. This figure includes about 
40 depots which belonged to Western Bakeries, and which will soon be consolidated into 
Almarai’s depots network. These are critical in adding value to the company’s supply chain 
by enabling smooth and efficient distribution of products on a timely basis to all retail 
points such as petrol stations, groceries and supermarkets. 

The company also owns 25,000 fridges, 450 trucks and 1,700 delivery vans, servicing 
almost 40,000 customers daily. The balance sheet book value as of the December-end, 
2007, of “motor vehicles” was at SAR 268 mn, with the company having realized SAR 20 mn 
of capital expenditures towards this category (excluding the assets acquired through the 
Western Bakeries acquisition) during the same year. 

Almarai prefers to own its vehicles and distribution assets as opposed to outsourcing the 
delivery function to logistics services providers. The decision, which involves immobilizing 
sizeable amounts of capital overtime, highlights Almarai’s preference to retain control of 
the way its products are being handled and transported from its processing plants to the 
retail points of sale. This is especially the case as some of its products (such as the dairy 
ones) need to be transported within stringent temperature conditions and within a strict 
timeline. 

We expect increased levels of capital investments in the distribution network in the next 
few years as Almarai enhances its production capabilities both on the dairy, fruit juice 
and bakery fronts, and expands its distribution network. Although we consider that if the 
assets were not owned, some capital could be freed-up and reinvested into production 
capabilities, we do realize the rationale and arguments of Almarai in favour of a fully-
owned distribution network. Concerns for the company’s image, ranking at the top of 
every single consumer survey when it comes to dairy products quality, deters Almarai 
from letting somebody else manage what is the largest contributor to its strong image: 
the quality of its products. 

Riding GCC growth to widen reach 

The company has carefully unravelled its GCC expansion programme to earn market 
share and credibility outside of its home market in Saudi Arabia. Almarai, equipped with 
a network of 90 sales depots across the region, is today the leading dairy company in 
almost all GCC countries it operates in. Beyond the GCC, the company has made inroads 
into Iraq, Jordan, Lebanon, Yemen, Algeria and Egypt, albeit to a small extent. 
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12.0%

17.0%

22.0%

27.0%
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Share of the GCC dairy market 
expected at 26% in 2012

Owned distribution assets to 
maintain quality standards

Increased distribution 
network investments 
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One of the key factors steering the company’s expansion drive has been aggressive 
investments in the herd to boost its size. Aligning its own production capabilities/milk 
output with increased levels of dairy product demand allowed Almarai to capture its 
share of the dairy market’s organic expansion. Given that Almarai’s cows had already 
been achieving best-in-class milk yields (12,400 litres/cow/annum) for a few years, milk 
output growth could not be achieved by increased “productivity” per cow. In June 2005, 
ahead of its IPO, Almarai herd included 55,500 cows. Two years later, that figure was 
80,000 - an almost 45% jump in the space of about two years, while at the end of 2007, 
that figure was standing at 87,000. True, Almarai herd expansion has also benefited from 
the acquisition of small dairy farms such as Al Safwah in early 2006. However, we believe 
that even excluding the acquisition of small dairy farms, the herd expansion rate is much 
higher at Almarai than at some of its large Saudi-based competitors. The reason behind 
this is that Almarai imports heifers, as it considers the natural expansion rate of its herd as 
not enough to achieve its milk production objectives. 
In an environment where margins are coming under pressure because of increases 
in raw material/ agricultural commodity prices and heightened price competition in 
certain products lines, maintaining a substantial year-on-year milk output growth is a key 
measure to secure continued bottom line expansion. 

Expanding into new food businesses/products

With more consumers seeking high value added products, Almarai responded by strategic 
diversification into various segments of the food chain to command still healthy margins, 
and further segmentation of its target customer base. We believe that this horizontal 
expansion drive might not be over.

From its initial sole focus on milk and laban in the 1970’s, Almarai has expanded its core 
dairy product range to include cheese, butter, yoghurts, cream, dairy desserts, and labneh. 
In 1999, the company made its first bold line-expansion move by entering the fruit 
juice segment, starting with fresh juices, and adding long-life juices later on. In 2007, we 
estimate Almarai sold about 80 mn litres of fruit juices (both fresh and long-life), with this 
segment today representing 9% of the group revenues, and an estimated 6.5% of its gross 
profit (using our gross profit calculations methodology, see explanations further). 

To extract further bandwidth from its network and brand, Almarai has opted for the 
acquisition route. In 2007, the company realized its second bold move by entering the 
bakery business through the acquisition of Western Bakeries. Almarai will be even more 
exposed to this business once the JV with Vivartia becomes operational in 2009. We 
expect the bakery business to account for respectively 15.3% and 17.6% of total group 
revenues and net profits respectively by 2012, up from 9.8% and 11.2% respectively 
in 2007. This will be a critical element in the group’s business not only because of its 
expected growing contribution to group revenues, but also because we expect this 
business to command a slightly higher net margin than the rest of the products. 

Following discussions with Almarai’s management, our sense is that the company 
might also be considering exploring opportunities in new food businesses in which it is 
currently not involved. Such actions, if they materialize, would transform the company’s 
profile further, shaping it into an even more diversified and integrated food company, 
increasingly less dependant on its historical dairy operations for its earnings generation 
and organic expansion going forward. 

Expansion into the bakery business

Almarai expansion into the bakery business is quite recent and has been a two steps 
process: (1) the acquisition of Western Bakeries, and (2) setting up of a JV with Vivartia of 
Greece. Both of them occurred in 2007. 

Western Bakeries 
In February 2007 Almarai acquired 100% of Western Bakeries - a producer and distributor 
of a wide variety of baked food products under the brand name, L’Usine, throughout 
Saudi Arabia. The transaction included the acquisition of Western Bakeries fully-owned 

Aggressive investments 
in the herd

Organic expansion into 
fruit juice in 1999

Bakery business acquired 
in 2007… new JV 

operational in 2009

Exploring more acquisitions 
opportunities
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subsidiary, International Baking Services Company Ltd, an entity engaged in the wholesale 
and retail trading in food stuff, bakery machinery and equipment, and cooked and non 
cooked food catering. We estimate that International Baking Services is relatively small 
compared to Western Bakeries and probably accounts for less than 10% of the revenues 
generated by the whole bakery division. 

 Financial implications
In exchange of Western Bakeries assets, Almarai issued to the Al Omran family (the former 
business owners) a total of 9 mn new Almarai shares of a SAR 78 fair value each - Almarai’s 
share price on the transaction closing date. Inclusive of SAR 6 mn of costs associated with 
the acquisition, the transaction value came up to SAR 708 mn. This corresponded to 4.44x 
Western Bakeries book value of SAR 159.4 mn at the time of the acquisition, with Almarai 
recording a corresponding SAR 548.7 mn of goodwill on its books. 
Based on our estimates, Almarai paid 9.5x Western Bakeries 2007 earnings. On this metric, 
one could consider the acquisition a good deal, given (1) the acquisition multiples 
prevailing in the GCC at present across various industries (typically a double digit figure on 
a P/E basis), and (2) the target company’s gross and net margins of respectively 58% and 
20% in 2007 as well as (3) the clear path to cost and network synergies achievable.

Western Bakeries transaction summary (1)

Acquisition Financials: Acquisition multiples: 

New Almarai shares issued (mn) 9.0 corresponding p/B multiple*: 4.44x

 Fair value per Almarai share (SAR): 78.0

Total fair value issued (SAR mn) 702.0 corresponding 2007 p/e ** 9.5x

 + cost associated with the acquisition 6.0

Total acquisition cost for Almarai 708.0

Fair Value of Net assets acquired 159.4

 ---> Goodwill arising on acquiistion 548.6

Source: Almarai, Shuaa Capital Estimates, (1) Figures in SAR mn, unless specified * based on Western Bakeries net assets at the time of acquisition  
** Based on Western Bakeries 2007 earnings of SAR 74.8 mn

Below are our Western Bakeries assumptions for 2008-2012:

Western Bakeries contribution: 2007A – 2012e

in SAR mn 2007A 2008e 2009e 2010e 2011e 2012e

Revenues 369 484 661 777 880 970 

 % of total bakery revenues 100% 100% 87% 76% 74% 72%

Gross Profit 215 300 406 474 533 582 

Net Income 75 106 142 179 202 223 

As a % of group net income 11% 13% 14% 15% 15% 15%

Source: Company Data, Shuaa Capital Estimates

 Synergies
We believe Almarai can leverage the profitability of its newly acquired entity by achieving 
synergies / selected cost reductions in a few areas of the business. Here’s how: 

Some of the transport/distribution costs can be shared with Almarai’s already sizeable 1. 
transport network of trucks and delivery vans
Head office and administrative costs at Western Bakeries can be trimmed down. 2. 
Some ingredients coming into the composition of Western Bakeries products can 3. 
now be sourced through Almarai directly, where, previously, almost no ingredient was 
sourced from Almarai.
As Almarai now commands a much wider product portfolio (also known as SKUs) to 4. 
place within retail chains/supermarkets or local bakeries’ shelves, the company is likely 
to gain promotional space and, therefore, enhanced visibility for its products as well as 
stronger overall product placement. 

 
Although it is difficult to quantify the level of synergies/cost reduction which can be 
achieved at Western Bakeries due to its integration into Almarai, we believe that a low, 
single digit SAR mn annual figure is a realistic assumption. 

Almarai paid 9.5x 
forward earnings for 

Western Bakeries

Potential synergies with 
the existing business
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 Risks
We believe the single largest hurdle for the development of the bakery business might be 
the alignment of existing production capabilities with the level of demand encountered 
for the L’Usine products. However, following our discussions with Almarai management, it 
emerged that when Western Bakeries was purchased, capacity utilization was not optimal 
as new production lines had just been put in place. Also, as far as 2008 is concerned, 
new filling lines will be set-up, providing further room for more output. Hence, we don’t 
believe such a constraint is likely to occur, at least in the medium-term.

 Outlook
Almarai management expect to roll-out the Western Bakeries brand across the GCC 
in 2008-2009, starting in Q2 08. Three markets outside of Saudi Arabia are targeted for 
2008, while two other GCC markets are targeted for penetration in 2009. We expect the 
profitability margins of the entity to be slightly penalised by the deployment of the brand 
across the GCC, but then to stabilize at 23%. 

JV with Vivartia
 In June 2007, Almarai entered into a JV agreement – through its recently acquired 
subsidiary, Western Bakeries - with Vivartia S.A and Olayan Financing Company to 
manufacture and distribute a range of bakery products under the “7 Days” brand. Vivartia 
SA is the largest food company in Greece and is publicly listed. Its “7 Days” brand is the 
leading bakery brand in Greece and is used on a wide range of products (croissants, layer 
cake, swiss roll) distributed across Europe and other countries.
A new factory will be set-up in Jeddah (Saudi Arabia), close to Western Bakeries current 
manufacturing facilities. We believe the proximity of the two production sites will enable 
the sharing of Almarai’s transport network, translating into new cost synergies for the two 
entities. 

 Financials
The initial share capital of the entity will be SAR 35 mn, (60% coming from Western 
Bakeries, 25% from Vivartia and 15% from Olayan Financing Company) with its scope of 
operations expected to be limited to the GCC region. The estimated cash injection into 
the JV for the 2008-2009 period is in the SAR 100-120 mn range, likely to be financed 
through bank loans, with most of the loan amounts to be recorded in Almarai’s balance 
sheet.

Note that the JV, 60% owned by Western Bakeries, will be fully consolidated into Almarai’s 
results, with a corresponding “minority interests” entry in the P&L. 

Vivartia JV contribution : 2007A – 2012E – Vivartia JV contribution

in SAR mn 2007A 2008e 2009e 2010e 2011e 2012e

Revenues (mn) - - 100 250 313 375 

 % of total bakery revenues - - 13% 24% 26% 28%

Gross Profit (mn) - - 52 145 189 225 

Net Income contribution (mn) - (10) (5) 13 47 75 

Minority interests:  4 2 (5)  (19)  (30)

Source: Shuaa Capital Estimates

Our discussions with Almarai management indicate that no revenue contribution from 
the JV is to be expected until 2009, at which operations are expected to kick off. We 
expect the JV to generate about 28% of the expected SAR 1.3 bn bakery revenues of 
Almarai by 2012. We also expect the launch of 7 Days products to occur in Saudi Arabia in 
the first place, and to be thereafter extended to other GCC countries in case this launch 
proves to be a commercial success. Almarai management is confident of the significant 
potential of the 7 Days products. We believe the market as well as growth potential for 
this type of bakery product is significant due to (1) the low price ticker of the products 
sold, (2) their “ready-to-eat” nature, and (3) the largely underpenetrated nature of their 
food segment.

Short-term production 
constrains in the bakery 

business unlikely

GCC-wide roll-out 
of Western Bakeries 

products in Q2 08

No earnings accretion 
expected from the 

JV until 2010
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Saudi Dairy Industry Snapshot

With about two-thirds of its revenues generated in the country, Saudi Arabia is Almarai’s 
main market. The retail value of the Saudi dairy industry was estimated by IMES 
Consulting at USD 2,435 mn for the year 2006, and encompasses products as various as 
milk, laban, yoghurt, labneh, cream, butter, ghee, cheese, milk powder, condensed milk 
and evaporated milk. 

Please note that we have used IMES historical data as well as their projections for this 
analysis. Since IMES projections are as of 1H07, they do not take into account the impact 
- on both dairy volumes and the size of the market in value terms - of the price increases 
implemented by Saudi dairy producers for fresh milk and fresh laban in early 2008. Our 
own expectations are that these price increases are going to have limited (if any) impact 
on consumption volumes, so that overall, the retail value of the Saudi dairy market in the 
future should – everything else being equal - come out above what these projections 
suggest.

GCC’s largest

The kingdom is the largest dairy producer in the region, followed by the UAE. It is also 
by far the largest consumer, as estimated total consumption of dairy products in Saudi 
Arabia was 3.58 mn LME (liquid milk equivalent) tonnes in 2006, vs. 0.75 mn LME tonnes 
for the UAE market. This comes as no surprise though, as the population of Saudi Arabia 
represents around two thirds of the Gulf’s total population, and represents by far the 
largest consumer base in the region. 

GCC countries population: 2000 – 2011e

 2000 2001 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Saudi Arabia 20.5 21.0 21.5 22.0 22.5 23.1 23.7 24.3 24.9 25.6 26.4 27.2

United Arab 
Emirates 3.1 3.4 3.7 4.1 4.3 4.5 4.8 5.2 5.6 5.9 6.3 6.7

Kuwait 2.2 2.3 2.4 2.6 2.6 2.8 2.9 3.0 3.1 3.3 3.4 3.5

Oman 2.4 2.5 2.5 2.5 2.5 2.6 2.6 2.6 2.7 2.8 2.9 3.0

Qatar 0.6 0.6 0.6 0.6 0.8 0.8 0.8 0.9 0.9 0.9 0.9 1.0

Bahrein 0.7 0.7 0.7 0.7 0.8 0.8 0.8 0.8 0.8 0.9 0.9 0.9

Total 29.5 30.4 31.4 32.6 33.5 34.5 35.6 36.8 38.0 39.2 40.8 42.3

Source: SHUAA Capital, BMI e: estimates

However, in terms of raw milk production as of 2005, Saudi Arabia represents just about 
0.2% of total global fresh milk production, far behind top producing regions such as the 
European Union and the USA (responsible for a combined 42% of global milk production 
for that same year). 

World fresh milk production, in millions of tonnes 

 2005 % of total

European Union 25 143 27%

USA 80 15%

India 39 7%

Africa 22 4%

China 25 5%

New Zealand 15 3%

Australia 10 2%

Argentina 8 2%

Other 189 36%

of which Saudi Arabia ~ 1 ~0.2%

World 531 100%

Source: Food and Agricultural Organization of the United Nations (FAO)

Saudi Arabia is the largest 
dairy producing country 

in the region…

… but is still small 
on the global scale
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Steady market growth could hide stronger trends

Compared to other types of industries, growth in the overall Saudi dairy market is steady 
but not necessarily stellar. The reason is fairly simple: its growth is a reflection of both 
consumer food habits and population growth. With food consumption habits witnessing 
only gradual change and a population expanding at a rate of around 3% per annum in 
the kingdom, growth in the dairy sector cannot - at least in volume terms - be expected 
to be stellar. However underlying trends in terms of market share movements, as well 
as scale driven efficiency creep could combine with the above to result in significantly 
higher trends of growth. 

At present, the Saudi dairy industry is composed of a few dozen players, but dominated 
effectively by three: Almarai, Sadafco (a publicly listed company, whose main brand is 
Saudia), and Al Safi-Danone (a joint-venture between Al-Safi Dairy farm and the French 
dairy group Danone). 

For 2006, our calculations suggest Almarai commanded a 19% market share of the 
total Saudi dairy market in value terms. As far as 2007 is concerned, anecdotal evidence 
suggests its share has gone up overall and could have now entered the 20% territory. 

Higher projected per capita spend 

Looking at projected spend per capita, we reiterate our view that the actual spending per 
capita is likely to be higher than IMES expectations for the 2007-11 period due to events 
such as industry-wide prices increases on specific products – such as the one for fresh 
milk and laban in January 2008. For other dairy products such as butter or cheese, it is 
likely, in our opinion, that they will become more expensive overtime, but without the 
need for a “concerted” industry effort/action. 

Estimated spending per capita for dairy products in Saudi Arabia, (in USD terms), 2002 – 2011e

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e CAGR 
02-06

CAGR 
06-11

Liquid Milk  17.6  18.3  18.9  20.4  20.1  21.8  23.2  24.2  25.2  26.2 3.4% 5.4%

Laban  13.7  13.9  13.8  14.4  14.9  15.4  15.8  16.2  16.5  16.9 2.1% 2.6%

Yoghurt  6.2  6.5  6.9  7.1  7.3  7.5  7.7  7.8  8.0  8.2 3.9% 2.4%

Labneh  1.4  1.6  1.6  1.8  2.0  2.1  2.2  2.3  2.4  2.5 8.4% 4.2%

Cream  5.4  5.3  5.7  6.2  6.5  6.6  6.7  6.7  6.8  6.8 4.9% 0.8%

Dairy desserts  0.6  1.0  1.1  1.1  1.2  1.2  1.3  1.3  1.3  1.4 18.2% 3.3%

Evaporated Milk  5.5  5.7  6.8  7.0  7.1  7.1  7.0  7.0  7.0  6.9 6.5% -0.4%

Condensed Milk  0.4  0.4  0.5  0.5  0.6  0.6  0.6  0.6  0.6  0.6 13.2% -0.3%

Retail milk powder  9.4  10.1  10.2  10.8  10.5  10.3  10.1  9.9  9.7  9.6 2.8% -1.8%

Retail butter  2.5  2.4  2.4  2.3  2.2  2.1  2.1  2.1  2.0  2.0 -3.2% -1.8%

Butter Ghee  0.8  0.9  0.9  1.0  0.9  0.9  0.9  0.8  0.8  0.8 2.2% -3.9%

Cheese  23.2  24.1  27.5  29.4  29.2  26.9  26.2  25.6  24.9  24.3 5.9% -3.6%

Total (USD)  86.6  90.2  96.1 102.1 102.3  102.5  103.6  104.4  105.2  105.9 4.2% 0.7%

yoy change  4.2% 6.5% 6.2% 0.2% 0.1% 1.1% 0.8% 0.8% 0.7%  

Source: IMES

In an inflationary environment such as the one currently experienced by GCC countries, 
it is difficult for end-consumers not to see their bills of various items purchase go up, and 
dairy products are no exception. The latest inflation data in Saudi Arabia point to a 7% 
increase in prices in January 2008, the highest in about a quarter of a century. Obviously, 
for some, higher dairy product prices might mean restrained consumption, but all-in-all, 
we believe the trend is for the Saudi consumer to sustain consumption by increasing 
spend on dairy products, especially given rising income per capita and improving living 
standards. 

Saudi dairy sector: steady 
but not stellar growth

Estimated ~20% market 
share in 2007 for Almarai 

Per capita spending 
projected higher than 
consultants forecasts
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Recent events and trends shaping the Saudi dairy industry

We believe five events or trends have had or are materially impacting the Saudi dairy 
industry: (1) the continued divergence in size between small and large dairy players, (2) 
the increasing importance of larger retailers, (3) the influence of new packaging and the 
emergence of the quality brand, (4) the boycott of Danish products, and (5) the price 
increases for fresh milk and laban. 

A diverging performance between large and small players
The Saudi dairy market is increasingly dominated by a small number of players, with 
smaller size players left to play “secondary roles” and finding it increasingly difficult to 
expand their business successfully. This, in our view, is a reflection of (1) discerning 
consumers demanding brand guarantees of quality, more variety and new innovative 
product offerings (small players typically can’t provide a wide variety of products due to 
their limited size and financial capabilities), and (2) the financial burden created by soaring 
commodities prices on smaller players. 

However, the industry is not highly consolidated as of yet. Some larger players such 
as Almarai have acquired dairy farms in their home market, but these transactions are 
not very common. We believe that the trend of higher concentration among the larger 
players will continue going forward, as the strong brands become more dominant in 
consumer minds, and scale efficiencies push inefficient players out. 

Growing importance of large size retailers
The current Saudi retail spectrum is characterized by Bagalas and large size retailers/
supermarkets at its extreme ends. Bagalas or the local/small shops leverage their low 
cost base to offer competitive pricing of the products they sell, and, hence, still represent 
the majority of dairy products retail selling points in Saudi Arabia. Lately, larger retail 
outlets such as supermarkets and hypermarkets have been gaining prominence in the 
Saudi retail space. Their appeal is based on twin factors of convenience (a huge choice of 
products sold under the same roof ) and attractive pricing. 

The much larger shelf space, superior display, greater visibility and consequent sales 
potential the larger stores provide comes at a cost from a producer’s perspective; these 
stores typically demand higher discounts to display products on their shelves compared 
to bagalas. We estimate that supermarket chains command a 15% gross margin on the 
dairy products they sell vs. about 10% for bagalas. For Almarai, we estimate that the 
proportion of revenues originating from sales to large size retailers is about a third of the 
group’s total turnover (all countries and all products included). However, the same large 
scale retailers have a natural propensity to favour stronger brand products in terms of 
shelve space, while these stronger brands command more negotiating power with the 
large scale retailers, resulting in two way pressure on smaller scale producers’ margins 
compared to the larger producers. The trend of increasingly prominent large scale stores 
is ultimately highly favourable for the larger producers. 

Increasing role of branding on products success 
In a context of increasing urbanization, higher consumption power and increasingly 
discerning tastes, strong and well developed brands rule. Regular market share gains by 
Almarai and other leading brands in Saudi Arabia testify to this trend. 

In addition, and in order to differentiate their respective product offerings, the larger dairy 
producers have been investing in innovative designing of product packaging, and in the 
material used for packaging. 

The best and latest example of investments into packaging material is the use of PET 
(Polyethylene Terephthalate, a thermoplastic polymer resin) bottles - notably for short 
life milk – to replace HDPE (high-density polyethylene) bottles which are harder, more 
opaque bottles but less costly. Although PET bottles are more expensive to produce, 
Almarai, the first to introduce them as a packaging type, witnessed success that was both 
immediate and quite impressive. Further, given the higher cost of PET bottles vs. HDPE 

Large players increasingly 
dominate

Supermarkets/hypermarkets 
gaining prominence 

in the retail space

Branding increasingly critical 
to commercial success
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bottles, most small size dairy players cannot opt for the latter rendering their products 
less attractive, and widening the gap with larger players who are increasingly using this 
material. 

HDPE milk bottles- harder and opaque

 
Source: www.wrap.org.uk

PET bottles … with Almarai milk 

Source: www.jobwerx.com. AME Info 

Boycott of Danish dairy products
Following the repeated publishing of caricatures viewed as highly inflammatory to the 
Islamic faith in European media, including a Danish newspaper, Danish products and 
dairy companies were boycotted by many Saudi Arabian consumers in 2006. This led to 
profound changes in the Saudi dairy market dynamics. 

Brands that were most impacted by the boycott were imported brands such as Lurpak 
and Puck, and Sadafco (inexplicably as Danish shareholders in the firm had exited years 
earlier) among the local ones. Sadafco, the undisputed leader in recombined milk with its 
Saudia brand (with an estimated 2005 market share of ~70%) was estimated to have lost 
more than 10 percentage points of market share in this segment in 2006. This, in turn, led 
the company to an estimated seven percentage point market share loss during the same 
period on the total liquid milk segment - fresh (short-life and long-life) and recombined 
milk together – although the company managed to retain its market leadership, ahead of 
Almarai. 

The main beneficiaries of Sadafco’s misfortune were Almarai, Safi-Danone and Jamjoon-
Foremost, which were all able to expand their market share. Volumes of long-life (UHT) 
products as a whole were negatively affected (-4.2% yoy) by the boycott (again, due to the 
strong presence of Sadafco in this segment) and benefited short-life milk volumes, which 
expanded an estimated 15.6% during the year. 

The resurgence of the controversy recently may have recurring impact on the sector in 
2008, although it is too early to assess the impact at this stage. 

Industy-wide price hike for fresh milk and laban 
In January 2008, Saudi dairy producers simultaneously raised their retail price for fresh 
milk and laban for the first time in years, sighting rising costs. Despite an initial spectre of 
consumer discontent, the price increases stayed. 

The boycott of Danish 
products in 2006 changed 

the market dynamics

Sadafco negatively 
impacted…Almarai 
coming out stronger
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The increases, a dent on Saudi consumer’s pockets, were, in our view, justified on two 
counts. Saudi dairy companies were facing soaring agricultural commodity prices, and 
these two short-life products had not seen any price increase for several years. 

We believe retail price increases will mostly benefit (1) those players holding a strong 
position in the short-life market (such as Almarai, Safi-Danone, NADEC), and (2) small 
dairy companies whose financial strength is not as significant as the large players. We 
go into further details on those price increases, and the agricultural commodities price 
environment later on in this report. 

Product Segmentation
Tracing the evolution of each dairy product segment both in value and volume terms for 
the 2002-2006 period and combining it with IMES forecast for the 2007-2011 period, it is 
clear that liquid milk remains the most visible dairy product, especially in terms of volume 
of sales. 

Saudi Arabia consumption of dairy products, 2002-2011e (in tonnes) 

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e CAGR 
02-06

CAGR 
06-11

Liquid Milk 387,630  414,395  439,115  489,815  495,975  552,165  600,375  642,180  684,460  726,805 6.4% 7.9%

Laban 331,200  344,450  358,630  378,450  397,175  420,495  442,775  464,400  486,080  508,410 4.6% 5.1%

Yoghurt 90,500 96,750  104,645  110,400  116,350  122,600  128,825  135,050  141,275  147,500 6.5% 4.9%

Labneh  6,385 7,220 7,730 8,400 9,200 9,910 10,620 11,330 12,040 12,750 9.6% 6.7%

Cream 25,045 26,130 26,880 28,705 28,950 30,225 31,260 32,205 33,050 33,895 3.7% 3.2%

Dairy desserts  4,950 8,390 8,775 9,425 10,300 10,970 11,640 12,310 12,980 13,650 20.1% 5.8%

Evaporated Milk 66,500 68,700 71,800 73,000 75,500 77,070 78,640 80,210 81,780 83,350 3.2% 2.0%

Condensed Milk  2,700 3,630 3,695 3,780 4,500 4,500 4,625 4,755 4,890 5,025 13.6% 2.2%

Retail milk powder 41,700 42,750 43,600 43,000 42,500 42,750 43,000 43,250 43,500 43,750 0.5% 0.6%

Retail butter 10,270 10,235 10,150 10,350 10,160 10,225 10,275 10,325 10,375 10,425 -0.3% 0.5%

Butter Ghee  3,700 3,700 3,650 3,600 3,450 3,400 3,350 3,300 3,250 3,200 -1.7% -1.5%

Cheese 93,630  100,475  108,275  116,760  118,795  127,680  135,370  142,535  149,850  157,440 6.1% 5.8%

Total 1,064,210 1,126,825 1,186,945 1,275,685 1,312,855 1,411,990 1,500,755 1,581,850 1,663,530 1,746,200 5.4% 5.9%

yoy change  5.9% 5.3% 7.5% 2.9% 7.6% 6.3% 5.4% 5.2% 5.0%  

Source: IMES

Saudi Arabia consumption of dairy products by value, 2002-2011e (in USD mn)

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e CAGR 
06-11

Liquid Milk 379 405 429 474 478 532 579 619 660 701 7.9%

Laban 295 307 312 334 354 374 394 413 433 453 5.1%

Yoghurt 135 144 156 164 173 182 191 201 210 219 4.9%

Labneh 31 35 37 42 47 51 55 58 62 66 6.7%

Cream 116 118 129 145 155 162 167 172 177 181 3.2%

Dairy desserts 13 22 24 25 28 30 31 33 35 37 5.8%

Evaporated Milk 119 127 154 163 168 172 175 179 182 186 2.0%

Condensed Milk 8 9 10 12 14 14 15 15 16 16 2.3%

Retail milk powder 202 223 230 251 249 251 252 253 255 256 0.6%

Retail butter 54 53 54 54 52 52 52 53 53 53 0.5%

Butter Ghee 18 20 21 23 22 22 21 21 21 20 -1.5%

Cheese 501 534 623 683 695 657 655 655 653 651 -1.3%

Total 1,871 1,997 2,179 2,371 2,435 2,499 2,589 2,672 2,755 2,839 3.1%

yoy change  6.7% 9.1% 8.8% 2.7% 2.6% 3.6% 3.2% 3.1% 3.0%  

Source: IMES

However, although liquid milk represented an estimated 21.3% of the Saudi dairy market 
value in 2007, (and 19.6% in 2006), cheese is the largest component, representing an 
estimated 26.3% (28.6% in 2006).

Jan 2008 price increases 
were justified
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the price hikes

Milk the most 
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Saudi Consumption of liquid milk by retail value (USD mn), 2002 – 2011e

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Liquid Milk 379 405 429 474 478 532 579 619 660 701

Dairy total 1,871 1,997 2,179 2,371 2,435 2,499 2,589 2,672 2,755 2,839

Liquid milk as a % of total 20.3% 20.3% 19.7% 20.0% 19.6% 21.3% 22.4% 23.2% 23.9% 24.7%

Source: IMES 

Looking at the data on a per capita basis, especially when it comes to volumes, provides a 
sense of how food habits are evolving - which dairy products lose their consumer appeal 
over time, and which ones gain traction, especially in the context of increasing consumer 
sensitivity to quality and higher consumption power.

Estimated consumption of dairy products in Saudi Arabia, per capita (in kg), 2002 – 2011e

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e CAGR 
02-06

CAGR 
06-11

Liquid Milk  17.9  18.7  19.4  21.1  20.8  22.6  24.0  25.1  26.1  27.1 3.8% 5.4%

Laban  15.3  15.6  15.8  16.3  16.7  17.2  17.7  18.1  18.6  19.0 2.1% 2.6%

Yoghurt  4.2  4.4  4.6  4.8  4.9  5.0  5.2  5.3  5.4  5.5 3.9% 2.4%

Labneh  0.3  0.3  0.3  0.4  0.4  0.4  0.4  0.4  0.5  0.5 6.9% 4.2%

Cream  1.2  1.2  1.2  1.2  1.2  1.2  1.3  1.3  1.3  1.3 1.2% 0.8%

Dairy desserts  0.2  0.4  0.4  0.4  0.4  0.4  0.5  0.5  0.5  0.5 17.2% 3.3%

Evaporated Milk  3.1  3.1  3.2  3.1  3.2  3.2  3.1  3.1  3.1  3.1 0.8% -0.4%

Condensed Milk  0.1  0.2  0.2  0.2  0.2  0.2  0.2  0.2  0.2  0.2 10.9% -0.2%

Retail milk powder  1.9  1.9  1.9  1.9  1.8  1.8  1.7  1.7  1.7  1.6 -1.9% -1.8%

Retail butter  0.5  0.5  0.4  0.4  0.4  0.4  0.4  0.4  0.4  0.4 -2.7% -1.8%

Butter Ghee  0.2  0.2  0.2  0.2  0.1  0.1  0.1  0.1  0.1  0.1 -4.1% -3.8%

Cheese  4.3  4.5  4.8  5.0  5.0  5.2  5.4  5.6  5.7  5.8 3.6% 3.3%

Total  49.2  51.0  52.4  55.0  55.1  57.9  60.0  61.8  63.5  65.1 2.9% 3.4%

yoy change  3.7% 2.7% 5.0% 0.2% 5.0% 3.7% 2.9% 2.8% 2.5%

Source: IMES

As highlighted in the table, dairy deserts enjoyed the sharpest CAGR in the 2002-2006 
period. For the 2006-11 period, IMES forecasts the fastest growing dairy segment to be 
liquid milk (while milk powder growth should be negative), and butter ghee to experience 
the sharpest decline (with an expected -3.8% CAGR during this time frame). 

As mentioned above, we believe that these estimates, when it comes to consumption 
of dairy products in value terms, are conservative. Indeed, fresh milk and laban products 
prices were subject to double digit percentage price increases early 2008, which, if our 
assumptions of no impact on consumption volumes prove correct, are likely to propel 
the growth for the whole dairy sector in value terms from an estimated 3.6% yoy to 
above 6%. Further, increasing inflation across GCC, and more specifically, the rising cost 
of agricultural commodities, will subject regional consumers of food and dairy products 
to higher price increases over the next few years. This, in turn, will accelerate the market 
growth, at least in local currency terms. 

Liquid milk expected 
to growth the most 

within dairy products

Consumption per capita 
likely higher than 

our data suggest
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LIQUID MILK

Liquid milk volumes had experienced an average yoy rate growth of 8.1% during 
2003-2005. The incident surrounding the Danish product boycott restricted yoy volume 
growth for liquid milk to 1.3% in 2006 and 2007 is also expected to have recorded a low 
double digit volume growth. For the years 2008-11, IMES forecasts an average annual 
growth rate of 7.1%. 

Saudi Consumption of liquid milk by retail volume (tonnes), 2002 – 2011e

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Liquid Milk 387,630 414,395 439,115 489,815 495,975 552,165 600,375 642,180 684,460 726,805 

YoY change (%)  6.9% 6.0% 11.5% 1.3% 11.3% 8.7% 7.0% 6.6% 6.2%

Source: IMES 

Saudi Arabia per capita consumption and spending on liquid milk, 2002 – 2011e

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Liquid Milk volume (l)  17.9  18.7  19.4  21.1  20.8  22.6  24.0  25.1  26.1  27.1 

Liquid Milk spending (US$)  17.6  18.3  18.9  20.4  20.1  21.8  23.2  24.2  25.2  26.2 

Source: IMES 

IMES forecasts for the 2006-11 period call for a CAGR in per capita liquid milk volume 
consumption of 5.4%, similar to its forecast of liquid milk CAGR spending per capita. 
Although we believe the CAGR per capita, in volume terms, is realistic, we believe the 
CAGR of per capita spending, in USD terms is understating the effect of price increases in 
the fresh milk segment (as the one which occurred in January 2008). 

Long life vs. short life 
Long-life is the most dominant type of milk sold, although its share has been declining 
vs. fresh milk, from 73% of total liquid in 2002 down to 68% in 2006, primarily due to the 
boycott of Danish products. Going forward, we expect short-life milk volumes growth 
to outperform long-life milk volumes growth due to (a) the urbanization of the Saudi 
population (which goes hand in hand with a better access to the cold chain and short-life 
products), (b) development of modern grocery retailing format such as supermarkets & 
hypermarkets. This should occur even if the price differential with long-life milk (short-life 
milk has historically been cheaper than long-life) is shrinking due to fresh milk recent price 
increases. 

Long-Life vs. Short life liquid milk volumes, in millions of litres 

 2002 2003 2004 2005 2006

Long-Life 283 298 317 354 339

Short-Life 105 117 122 136 157

Total 388 414 439 490 496

As a percentage of total

Long-Life 73% 72% 72% 72% 68%

Short-Life 27% 28% 28% 28% 32%

Total 100% 100% 100% 100% 100%

Source: IMES

We also expect liquid milk - as opposed to powder milk - to benefit from consumers’ 
increasing health consciousness and to gain market share at the expense of powder milk. 
While historically a larger segment than fresh milk, the total contribution of recombined 
milk to total liquid milk is now only 45% as opposed to 55% for fresh milk.

Long-life dominates liquid 
milk sales...but share declining

Recombined milk to lose 
share vs. fresh milk
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Fresh vs. recombined liquid milk volumes, in millions of litres 

 2002 2003 2004 2005 2006

 Fresh 191 213 226 248 272

 Recombined 196 201 213 242 224

Total 388 414 439 490 496

As a percentage of total

Fresh 49% 51% 51% 51% 55%

Recombined 51% 49% 49% 49% 45%

Total 100% 100% 100% 100% 100%

Source: IMES

Focusing on sub-segmentation of fresh and recombined milk between both long-life 
and short life, fresh milk is mostly sold on a short-life basis (58% of total in 2006), while 
recombined milk is sold almost exclusively on a long life basis (some recombined milk is 
sold as short-life but accounts for less than 0.1% of total recombined sales). 

Long-life and short-life milk within fresh and recombined liquid milk, in millions of litres 

 2002 2003 2004 2005 2006

 Long-life 87 97 104 112 115

 Short-life 105 117 122 136 157

 Fresh 191 213 226 248 272

 Long-life 196 201 213 241 224

 Short-life - - - - -

 Recombined 196 201 213 242 224

Total 388 414 439 490 496

Source: IMES

Plain vs. flavoured milk
Considering plain vs. flavoured milk, 84% of liquid milk sold in 2006 was plain, almost the 
same as its 86% proportion in 2002. According to IMES data, flavoured milk volumes have 
expanded at an average 9.1% in the 2002-2006 period. The main factor limiting stronger 
growth of flavoured milk (its share of total liquid is relatively flat) is competition from 
alternatives such as fruit juices, juice-milk products and laban. 

Plain vs. flavoured liquid milk, in millions of litres 

 2002 2003 2004 2005 2006

Plain 334 357 373 416 419

Flavored 54 57 66 74 78

Total 388 414 439 490 496

Source: IMES

Liquid milk market share league tables
As mentioned previously, leadership status in recombined plain milk catapulted Sadafco 
to market leadership in Saudi Arabia in liquid milk – both long-life milk and plain milk. 
Sadafco was followed by Almarai and Al Safi-Danone. Looking at sub-segments, Almarai 
was the market leader for short-life milk, (and was still the leader in 2007 according to 
anecdotal evidence) while Al Safi-Danone was the leader in the flavoured milk sub-
segment. 

Flavored milk still small… and 
suffering from alternatives

Sadafco losing grip on 
its liquid milk crown



March 10th, 2008   20

Almarai

Total Liquid milk market share rankings 

2002 2003 2004 2005 2006

SADAFCO 35.1% 33.8% 33.3% 33.3% 25.7%

Almarai 17.1% 17.7% 17.4% 17.0% 18.6%

Al Safi-Danone 14.2% 14.0% 13.7% 13.8% 14.8%

Jamjoom Foremost 9.3% 8.7% 9.6% 10.2% 12.7%

Al Othman 8.0% 9.3% 9.5% 8.3% 7.8%

NADEC 5.2% 5.4% 6.0% 6.1% 7.1%

Al Rabie 2.4% 2.5% 2.5% 2.5% 2.5%

Najdyah 1.2% 1.0% 1.5% 1.7% 1.8%

United National 1.0% 1.2% 1.5% 1.6% 1.8%

Al Rai 1.1% 0.9% 1.1% 1.2% 1.4%

Others 5.6% 5.5% 3.8% 4.3% 5.9%

Total 100.0% 100.0% 100.0% 100.0% 100.0%

TOTAL (mn of LME) 388 414 439 490 496

Source: IMES

Short-life liquid milk market share rankings

 2002 2003 2004 2005 2006

Almarai 43.3% 39.1% 40.0% 39.2% 38.8%

Al Safi-Danone 24.4% 24.8% 23.3% 23.0% 21.3%

NADEC 11.5% 12.3% 13.1% 12.5% 13.3%

Al Othman 9.7% 10.0% 10.9% 10.5% 10.5%

United National 3.1% 4.3% 5.6% 5.9% 5.6%

Najdyah 3.5% 3.6% 3.8% 4.0% 4.1%

Mazrah 2.6% 2.4% 2.2% 2.1% 2.2%

Others 1.9% 3.6% 1.1% 2.9% 4.3%

Total 100.0% 100.0% 100.0% 100.0% 100.0%

TOTAL (mn of LME) 105 117 122 136 157

Source: IMES

Long-life liquid milk market share rankings 

 2002 2003 2004 2005 2006

SADAFCO 47.9% 46.9% 46.2% 46.1% 37.7%

Jamjoon Foremost 12.7% 12.1% 13.3% 14.1% 18.6%

Al Safi-Danone 10.4% 9.7% 10.0% 10.3% 11.8%

Almarai 7.3% 9.3% 8.6% 8.5% 9.2%

Al Othman 7.3% 9.1% 9.0% 7.4% 6.5%

NADEC 2.8% 2.7% 3.2% 3.6% 4.2%

Al Rabie 3.3% 3.5% 3.5% 3.5% 3.6%

Al Rai 1.4% 1.2% 1.5% 1.7% 2.1%

Others 6.7% 5.5% 4.6% 4.8% 6.2%

Total 100.0% 100.0% 100.0% 100.0% 100.0%

TOTAL (mn of LME) 283 298 317 354 339

Source: IMES

Almarai the leader in 
short-life milk …

… but not so strong 
in long-life milk
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Plain liquid milk market share rankings

 2002 2003 2004 2005 2006

SADAFCO 39.8% 38.3% 37.8% 38.3% 29.8%

Almarai 18.2% 18.8% 18.5% 18.4% 20.3%

Jamjoon Foremost 9.3% 8.7% 9.0% 10.0% 13.0%

Al Safi-Danone 11.5% 11.3% 10.6% 11.0% 11.6%

NADEC 5.2% 5.5% 6.2% 6.3% 7.6%

Al Othman 7.2% 8.4% 8.7% 7.2% 7.0%

United National 1.1% 1.4% 1.8% 1.9% 2.1%

Najdyah 1.3% 1.2% 1.5% 1.7% 1.9%

Al Raie 0.6% 0.5% 1.0% 1.2% 1.3%

Al Rabie 2.0% 2.1% 1.3% 1.1% 1.1%

Others 3.9% 3.9% 3.6% 2.9% 4.3%

Total 100.0% 100.0% 100.0% 100.0% 100.0%

TOTAL (mn of LME) 334 357 373 416 419

Source: IMES

Flavored liquid milk market shares rankings 

 2002 2003 2004 2005 2006

Al Safi-Danone 30.6% 30.8% 31.2% 29.8% 32.3%

Al Othman 12.7% 15.4% 14.6% 14.6% 12.0%

Jamjoon Foremost 9.3% 8.8% 11.0% 11.5% 11.2%

Al Rabie 4.9% 5.3% 9.9% 10.2% 9.7%

Almarai 10.3% 10.6% 10.3% 9.1% 9.4%

NADEC 5.2% 5.1% 4.8% 4.5% 4.6%

SADAFCO 6.3% 5.7% 5.7% 5.5% 3.8%

NFIC 1.3% 1.3% 1.3% 2.6% 3.2%

Danya 4.4% 3.5% 2.3% 2.3% 2.2%

Al Rai 3.6% 3.2% 1.6% 1.2% 1.9%

Najran 0.9% 1.5% 1.8% 1.4% 1.5%

Others 10.5% 9.0% 5.6% 7.3% 8.3%

Total 100.0% 100.0% 100.0% 100.0% 100.0%

TOTAL (mn of LME) 54 57 66 74 78

Source: IMES

Low liquid milk consumption per capita implies upside potential
Comparing consumption of annual liquid milk per capita in various countries in 2004, the 
GCC average liquid milk consumption ranked poorly with 21 litres per year per person, 
in addition to 14 litres of laban. For Saudi Arabia, the average consumption of milk per 
capita was 19 litres, in addition to 16 litres of laban, totalling to the same combined value 
of 35 litres. Although food habits change only gradually, this combined 35 litres per capita 
figure is likely to expand over time to move closer to levels of comparable markets in 
terms of per capita income, especially given increased health concerns among consumers 
(shifting away from carbonated soft drinks), and generally developing consumer tastes 
into areas such as morning cereals. 

Number 2 in plain 
milk rankings

Safi-Danone dominates 
flavoured milk… 

Almarai not so strong

GCC annual consumption 
of 35l/capita of dairy 
liquids low compared 

to global standards
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Consumption of annual fluid milk per capita in selected countries, 2004*

104
98

94
89 88 87 85

81
72

66

53 53

40 40 38

212119

1416

Cy
pr

us

A
us

tr
al

ia

Sp
ai

n

U
ni

te
d 

St
at

es

Ru
ss

ia

N
ew

-Z
ea

la
nd

Po
rt

ug
al

M
al

ta

EU
 (2

5)

Br
az

il

A
rg

en
tin

a

Ita
ly

M
ex

ic
o

G
re

ec
e

Ja
pa

n

Sa
ud

i A
ra

bi
a

G
CC

 a
ve

ra
ge

Eg
yp

t

Source: Canadian Dairy Information Center, Almarai 
* For Saudi Arabia and the GCC average, the figures mentioned on the chart correspond to respectively 19 litres of milk and 16 litres of laban for Saudi Arabia, 
and 21 litres of milk plus 14 litres of laban for the GCC average.

LABAn: the third dairy segment in value terms

Laban, under this “terminology”, is a relatively unknown dairy product in Western 
countries. However, products such as Activia and Actimel from Danone, widely distributed 
across Europe, are, in fact, an elaborated form of laban. 

In Saudi Arabia, laban sales are mostly concentrated during the hot season and Ramadan, 
in contrast to that of milk which are more concentrated during the winter period. Besides, 
a sizeable proportion of laban volumes are bought on impulse as a thirst-quencher, 
facilitated by the wide availability (about 20% of total laban retail volumes) of small packs. 
Laban currently represents about 15% of Saudi dairy retail sales, for a corresponding 
value close to USD 400 mn resulting from the sale of slightly more than 400 mn litres. 
Volume growth for the liquid has averaged 4.6% between 2003 and 2006, and its annual 
consumption per capita in the kingdom stands at almost 17 litres in 2006 vs. almost 21 
litres for liquid milk in that same year. 

IMES estimates that both laban volumes and retail value will grow at an estimated 5.1% 
CAGR between 2006 and 2011. Although we subscribe to such volume growth, we 
believe laban retail value will expand at a higher CAGR. The main reason behind our 
argument is the same as for fresh milk: short life laban (or almost the entire laban market, 
as long-life laban accounts for less than 1% of laban volumes sold) prices were increased 
in January 2008 by Saudi dairy producers, translating into double digit percentage 
increases for Saudi consumers. The price of a one litre pack (about a third of total laban 
volumes) of short life laban went from SAR 3.00 to SAR 4.00, a 33% increase, while the 
price of a 2 litres pack (almost half of total laban volumes) went from SAR 6.00 to SAR 7.00 
(a 17% increase). We expect further increases down the line for fresh laban, and believe 
that the 5.1% CAGR figure is likely to prove conservative.

Saudi consumption of laban by retail value (USD mn), 2002 – 2011e

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Laban 295 307 312 334 354 374 394 413 433 453

Dairy total 1,871 1,997 2,179 2,371 2,435 2,499 2,589 2,672 2,755 2,839

Laban as a % of total 15.8% 15.4% 14.3% 14.1% 14.5% 15.0% 15.2% 15.5% 15.7% 15.9%

Source: IMES

Plain, fresh and short-life
As a component of the Saudi dairy market, the laban segment is not as complex as the 
liquid milk segment. The dominant categories include plain (as opposed to flavoured), 
fresh (as opposed to recombined) and short-life (as opposed to long-life). 

Laban sales concentrated 
during hot seasons 

and Ramadan

Laban sales volumes 
est. to expand at 5.1% 

CAGR in 2006-11

Mostly sold on a plain 
and short-life basis
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Retail sales of plain vs. flavoured laban (in millions of litres)

 2002 2003 2004 2005 2006

Plain 329 342 356 376 394

Flavored 2 2 3 3 3

Total 331 345 359 378 397

As a percentage of total

Plain 99% 99% 99% 99% 99%

Flavored 1% 1% 1% 1% 1%

Total 100% 100% 100% 100% 100%

Source: IMES

Short-life leads the sales volumes by a big margin. The only long-life laban available in the 
market is manufactured from Al Rabie, and is recombined.

Short-life vs. long-life laban retail volumes, 2002 – 2006 (in millions of litres)

 2002 2003 2004 2005 2006

Long-life 1 1 1 1 1

Short-life 330 344 358 377 396

Total 331 345 359 378 397

Source: IMES

Fresh laban accounted for 96% of total laban retail sales in 2006 in KSA in sharp contrast to 
the UAE where recombined laban represented about three quarters of total sales volumes. 

Fresh vs. recombined laban retail volumes, 2002 – 2006 (in millions of litres)

 2002 2003 2004 2005 2006

Fresh 315 328 340 361 380

Recombined 17 17 19 18 17

Total 331 345 359 378 397

As a percentage of total

Fresh 95% 95% 95% 95% 96%

Recombined 5% 5% 5% 5% 4%

Total 100% 100% 100% 100% 100%

Source: IMES

Laban market share league table
As outlined, laban segment is largely a plain laban segment, dominated by Almarai. It is, 
therefore, not surprising to see Almarai topping the whole segment in terms of market 
share as of 2006. Here again, anecdotal evidence suggests that the company is still 
dominant at the top of the list as far as 2007 market share is concerned. We believe its 
market share may have entered the 40% region. Market share gains by Almarai in this 
segment have been uncontested and persistent.

Almarai dominates 
the laban segment
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Laban segment market share rankings

 2002 2003 2004 2005 2006

Almarai 33% 34% 34% 35% 37%

Al Safi-Danone 28% 26% 25% 23% 21%

NADEC 15% 14% 13% 14% 15%

Najdyah 5% 5% 5% 6% 6%

Al Othman 5% 5% 5% 5% 5%

Aziziah 3% 3% 3% 4% 3%

Al Mazrah 3% 3% 3% 4% 3%

United National 2% 2% 4% 4% 3%

Taid National 3% 3% 2% 2% 2%

Al Rai 2% 2% 2% 1% 1%

Al Hana 1% 1% 1% 1% 1%

Ohers 2% 2% 2% 2% 1%

Total 100% 100% 100% 100% 100%

TOTAL (mn of LME) 331 344 359 378 397

Source: IMES

YOGHURt: Almarai leads

With an estimated 7% of total Saudi dairy market retail sales, the yoghurt segment is 
relatively small compared to other segments such as cheese or liquid milk (four and three 
times its size, respectively). However, it is an important segment for Almarai, which is the 
market share leader on this segment. 

Retail value has grown at an average 6.4% over the 2002-2006 period, almost on par with 
the 6.5% average volumes growth during the same period. 

Saudi consumption of yoghurt by volume (in tonnes)

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Yoghurt 90,500 96,750 104,645 110,400 116,350 122,600 128,825 135,050 141,275 147,500 

YoY change (%)  6.9% 8.2% 5.5% 5.4% 5.4% 5.1% 4.8% 4.6% 4.4%

Source: IMES

IMES forecasts this segment to expand at a 7.7% for the 2006-2011 period in retail value 
terms against an average volume growth of 4.9%, suggesting a slight pricing appreciation, 
with which we do not disagree. 

Saudi consumption of yoghurt by retail value (USD mn)

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Yoghurt 135 144 156 164 173 182 191 201 210 219

Dairy total 1,871 1,997 2,179 2,371 2,435 2,499 2,589 2,672 2,755 2,839

Yoghurt as a % of total 7.2% 7.2% 7.1% 6.9% 7.1% 7.3% 7.4% 7.5% 7.6% 7.7%

Source: IMES

The estimated consumption of yoghurt per capita in Saudi Arabia currently stands at 
about 5 kg per annum, for an annual average spending per capita slightly above USD 7 
(around SAR 27). 

Plain and fresh
The yoghurt retail market in Saudi Arabia is dominated by plain and fresh yoghurt, with 
the plain yoghurt representing more than 95% of total sales.
Flavored yoghurts have represented a mere 3-4% of the total segment over the past 
few years, and volumes have declined at a CAGR of 4.7% over the 2002-2006 period. The 
reason for this decline is the growing success of dairy dessert products, which in the same 
period have seen their sales shooting up by an average 20.1% in volume terms, mostly on 
the back of the success of Al Safi-Danone dairy dessert. 

Almarai leads a small 
Yoghurt segment

Plain and fresh 
yoghurt dominate



March 10th, 2008   25

Almarai

Saudi yoghurt retail volumes: plain vs. flavoured (tonnes)

 2002 2003 2004 2005 2006

Plain 86,625 93,350 101,195 107,100 113,150

Flavored 3,875 3,400 3,450 3,300 3,200

Total 90,500 96,750 104,645 110,400 116,350

As a percentage of total

Plain 96% 96% 97% 97% 97%

Flavored 4% 4% 3% 3% 3%

Total 100% 100% 100% 100% 100%

Source: IMES

Yoghurt in Saudi Arabia is mostly sold on a fresh basis and recombined account only for 
6-7% of the segment’s sales. The big premium attached to the freshness of the product 
is also the reason behind difficulty faced by foreign dairy producers in (especially those 
located outside of the GCC) gaining foothold in the Saudi yoghurt market. 
In addition, fresh yoghurts, as fresh milk, have a short life, and shipping them to Saudi 
Arabia from outside the country is not economically viable given the typical relatively low 
price tags of the products (SAR 2.00 for 400g plain yoghurt, and SAR 1.00 for 180g). 

Saudi yoghurt retail volumes (tonnes)

 2002 2003 2004 2005 2006

Fresh 84,100 91,250 98,495 103,900 109,500

Recombined 6,400 5,500 6,150 6,500 6,850

Total 90,500 96,750 104,645 110,400 116,350

As a percentage of total

Fresh 93% 94% 94% 94% 94%

Recombined 7% 6% 6% 6% 6%

Total 100% 100% 100% 100% 100%

Source: IMES

Yoghurt market share league table
Almarai, through its Zabadi product, is the established market share leader in plain 
yoghurt, and also leads the whole yoghurt segment de facto. 

Saudi yoghurt market share rankings, 2002-2006

 2002 2003 2004 2005 2006

Almarai 38% 39% 38% 39% 39%

Al Safi-Danone 21% 20% 19% 18% 16%

NADEC 12% 12% 13% 13% 15%

Al Othman 9% 9% 9% 9% 8%

Najdyah 4% 5% 5% 6% 6%

United National 2% 3% 2% 3% 3%

Al Mazrah 3% 3% 3% 3% 3%

Jamjooom 3% 2% 2% 2% 2%

Others 8% 7% 9% 7% 8%

Total 100% 100% 100% 100% 100%

TOTAL (mn of LME) 91 97 105 110 116

Source: IMES

In the flavoured segment, Almarai’s Zady product, alongside its stirred and layered fruit 
products, holds more than 60% of this sub-segment. We have not provided a market 
share table for this subsegment as it is (1) relatively small (about 3,000 tonnes a year) and 
(2) not expected to grow significantly given the better acceptance of competing products 
such as dairy desserts. 

Foreign brands facing 
difficulties to penetrate 

the segment

Almarai leading 
the segment
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CHEESE: the largest Saudi dairy market segment in value terms 

With about USD 700 mn of sales, cheese is the largest segment of the Saudi dairy market 
in value terms, above liquid milk. Cheese sales represented about 29% of the Saudi dairy 
sector retail sales in 2006. IMES estimates the contribution of this product to drop to 
around the 26% mark as far as 2007 contribution is concerned. 

Saudi retail consumption of cheese (in USD mn)

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Cheese 501 534 623 683 695 657 655 655 653  651 

Dairy total 1,871 1,997 2,179 2,371 2,435 2,499 2,589 2,672 2,755 2,839

Cheese as a 
% of total 26.8% 26.8% 28.6% 28.8% 28.6% 26.3% 25.3% 24.5% 23.7% 22.9%

Source: IMES

Consumption of cheese, in volume and weight terms has grown at an average 6.2% over 
the 2002-2006 period, and is forecasted by IMES to develop at a 5.8% average rate for the 
years 2006-2011. 

Saudi retail consumption of cheese in volume terms (tonnes) 

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Cheese 93,630 100,475 108,275 116,760 118,795 127,680 135,370 142,535 149,850 157,440 

YoY change (%)  7.3% 7.8% 7.8% 1.7% 7.5% 6.0% 5.3% 5.1% 5.1%

Source: IMES

The consumption of cheese per capita in the kingdom has grown at a 3.6% CAGR 
over 2002-2006, and is expected by IMES to continue at an average 3.3% CAGR during 
2006-2011. In terms of spending per capita, IMES calculated a 5.9% CAGR in the 2002-06 
period, and expect a 3.6% CAGR decline for 2006-2011, with which we tend to disagree. 
We believe it is unlikely that the amount spend by Saudi consumers (in SAR terms) on 
cheese will go down by such an extent in the future. We believe, IMES bases its forecasts 
on the fact that some dairy companies are increasingly sourcing their cheese ingredients 
(for those processing cheese) locally as opposed to from Europe. No doubt, local sourcing 
will translate into potentially lower production costs for the dairy companies, but we do 
not believe the full benefits will pass on to the consumers. We acknowledge the price 
sensitivity of a major portion of the cheese segment, notably in processed cheese, but do 
not assume that cheese spending per capita will revert back in 2011 to its 2003 level, as 
suggested by IMES forecasts. 

Saudi cheese per capita consumption and spending 

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Cheese consumption (in kg)  4.3  4.5  4.8  5.0  5.0  5.2  5.4  5.6  5.7  5.8 

Cheese spending (in US$)  23.2  24.1  27.5  29.4  29.2  26.9  26.2  25.6  24.9  24.3 

Source: IMES

Processed, white and natural
The overall cheese segment can be broken-down into three sub-segments: processed 
cheese (the bulk of cheese sales in both value and volume terms), white cheese (~20% of 
cheese sales value wise), and natural cheese (about 10% of sales in value terms). 

Saudi cheese segment and sub-segments breakdown in value terms (USD mn)

 2002 2003 2004 2005 2006

Processed 336  357  424  453  463 

White 112 122 139 160 158

Natural 53 56 60 70 75 

Total 501  534  623  683  695 

As a percentage of total

Processed 67% 67% 68% 66% 67%

White 22% 23% 22% 23% 23%

Natural 11% 10% 10% 10% 11%

Total 100% 100% 100% 100% 100%

Source: IMES

Cheese the largest dairy 
segment in value terms

Est. 3.3% volume CAGR 
for cheese consumption/

capita in 2006-11

Cheese segment is made 
-up of 3 sub-segments
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Saudi cheese segment and its sub-segments, in volume terms (tonnes)

 2002 2003 2004 2005 2006

Processed 55,580 58,975 62,875 66,510 68,030 

White 30,450 33,500 37,100 41,450 41,400 

Natural  7,600 8,000 8,300 8,800 9,365 

Total 93,630  100,475  108,275  116,760  118,795 

Source: IMES

Processed cheese
Processed cheese accounted for 57% of total sales volumes in 2006, and 67% of the 
segment in value terms. IMES expects processed cheese volumes to develop at a 5.2% 
CAGR in the years 2006-2011. 

Breakdown of processed cheese retail sales volumes (in tonnes) 

 2002 2003 2004 2005 2006

Cans  7,150  7,100  7,000  6,750  6,825 

Jars/tubes 20,200 22,200 24,225 26,250 27,100 

Square portions  5,825  5,910  6,450  6,860  6,930 

Triangle portions 15,295 16,330 17,400 18,375 18,850 

Slices  4,030  4,155  4,325  4,575  4,700 

Blocks  3,080  3,280  3,475  3,700  3,625 

Total 55,580 58,975 62,875 66,510 68,030 

As a percentage of total

Cans 13% 12% 11% 10% 10%

Jars/tubes 36% 38% 39% 39% 40%

Square portions 10% 10% 10% 10% 10%

Triangle portions 28% 28% 28% 28% 28%

Slices 7% 7% 7% 7% 7%

Blocks 6% 6% 6% 6% 5%

Total 100% 100% 100% 100% 100%

Source: IMES

Given price sensitive customers of this segment, dairy companies have been opting for 
competitive pricing either through reducing the weight of the cheese portions being sold 
or by reducing the quality of ingredients. 

Interestingly, about two thirds of processed cheese volumes sold in Saudi Arabia come 
from imports. The figure declined in 2006 as Arla sales dropped significantly (its market 
share fell 10 percentage points) following the boycott of Danish products in Saudi. 
Almarai and Fromageries Bel benefited the most in terms of market share. (please refer to 
market share league tables below for more details). 

White cheese 
White cheese volumes represented almost 35% of cheese volume sold in Saudi Arabia 
in 2006. With USD 158 mn of retail sales value, white cheese sales corresponded to 
23% of the total Saudi cheese segment value wise. White cheese sold in Saudi Arabia is 
predominantly Feta cheese, accounting for slightly more than 90% of total white cheese 
sales in volume terms. Imported cheese sales represented 74% of volumes in 2006, down 
from 83% in 2002. The proportion of locally produced cheese in total white cheese sales 
is expected to grow further as imported feta cheese has become more expensive (due to 
the Euro strength vs. the dollar), and is, therefore, losing its competitive appeal vs. locally 
produced cheese in this price sensitive market. Also, the boycott of Danish products 
in 2006 has hurt the brand image of some imported brands, which are experiencing 
difficulties to make up their losses.

Processed cheese the 
largest component 
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Processed cheese 
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Two-thirds of processed 
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typically imported
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Natural cheese 
Natural cheese volumes have represented a constant figure of 8% of Saudi cheese volume 
in the 2002-2006 period and reached a total of 9.4 mn tonnes in 2006. With USD 75 mn of 
value, the sales in value terms accounted for 11% of Saudi retail cheese sales in 2006. 
This sub-segment has expanded at a CAGR of 9.0% in value terms in the 2002-2006 period 
against a CAGR of 5.4% in volumes terms. IMES forecasts volumes of this sub-segment will 
expand at a 5.4% CAGR during 2006-2011. 

We note 80% of the volumes sold in the segment come from mozzarella sales, which 
has experienced faster growth than the other types of cheese. Most of the mozzarella 
sold under Saudi brands in Saudi Arabia is not produced locally but is imported and then 
processed (shredded/repackaged) by local dairy producers (Almarai, Arla and Nadec are 
good examples of this). 

Cheese market share league table 
We have included only processed cheese market share data as this is the only market 
share data available to us as far as cheese is concerned.

In this category, Almarai was the leader in 2006, neck-to-neck with Fromagerie Bel from 
France, and Kraft coming third. As mentioned previously, both Almarai and Kraft appear 
to have benefited from the massive drop in Arla products sales volumes, a consequence 
of the boycott of Danish products in 2006. Anecdotal evidence suggests that Almarai has 
retained its crown in processed cheese in 2007 in the Saudi market, with a market share 
likely above the 26% mark. 

Processed cheese rankings by market share, 2002-2006

 2002 2003 2004 2005 2006

Almarai 16.2% 17.7% 18.9% 20.1% 25.9%

Fromagerie Bel 26.0% 25.5% 25.6% 25.0% 25.7%

Kraft 21.0% 20.2% 18.9% 18.5% 21.2%

Arla 17.2% 17.4% 17.4% 17.2% 7.4%

United Group 6.8% 5.4% 6.0% 6.4% 5.9%

Fonterra 4.1% 4.8% 3.5% 2.9% 2.3%

Others 8.7% 9.0% 9.8% 9.7% 11.6%

Total 100.0% 100.0% 100.0% 99.8% 100.0%

TOTAL (mn of tonnes) 56 59 63 67 68

Source: IMES

BUttER: a small segment where Almarai leads the pack

Although butter is a relatively small component of the Saudi dairy market, cheese and 
butter sales represented 20% of Almarai revenues in 2007. With USD 52 mn of sales in 
2006, retail butter sales represented a small ~2% portion of the total Saudi dairy market 
and were likely flat in 2007 yoy, according to IMES forecasts. 

Butter retail sales value, 2002-2011e (USD mn) 

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Retail butter 54 53 54 54 52 52 52 53  53  53 

Dairy total 1,871 1,997 2,179 2,371 2,435 2,499 2,589 2,672 2,755 2,839

Retail butter as a % of total 2.9% 2.7% 2.5% 2.3% 2.1% 2.1% 2.0% 2.0% 1.9% 1.9%

Source: IMES 

In volume terms, retail butter sales have been slowly decreasing over the past few years, 
posting an average CAGR of -0.3% between 2002 and 2006. Given that the population 
in Saudi Arabia has been expanding in the meantime, the consumption of butter per 
capita has come down at a CAGR of -2.7% during the same period. Butter in KSA, unlike in 
Europe, for example, is mostly used for cooking purposes, and cheaper alternatives such 
as margarine, and to some extent cooking oil have brought the segment under pressure. 
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Butter retail volumes (tonnes), 2002-2011e

 2002 2003 2004 2005 2006 2007e 2008e 2009e 2010e 2011e

Retail butter 10,270 10,235 10,150 10,350 10,160 10,225 10,275 10,325 10,375  10,425 

YoY change (%)  -0.3% -0.8% 2.0% -1.8% 0.6% 0.5% 0.5% 0.5% 0.5%

Source: IMES 

Less than 1% of retail butter sales come under the form of spread, and only about 5% 
of sales volumes are due to canned butter. The remaining portion comes under packed 
butter, which is typically, again, used for cooking purposes.

Butter market share league table
In 2006, the boycott of Danish products had a major impact on Arla butter sales (which 
distributed the Danish brand Lurpark), translating into a negative impact on imported 
butter vs. locally produced sales. While imported butter accounted for roughly half of 
butter retail sales in 2005 (52%), this figure dropped to 31% in 2006. Consequently, Arla 
lost its two-decades-long market leadership position to Almarai, and also fell behind 
Nadec. It is likely that Arla will find it challenging to get back to the top spot on the butter 
segment in near term via the Lurpark brand. Here as well, anecdotal evidence suggests 
that Almarai has expanded its share further in 2007. 

Retail butter market shares rankings

 2002 2003 2004 2005 2006

Almarai 21% 21% 24% 26% 40%

Nadec 0% 0% 7% 10% 13%

Arla (Lurpak) 41% 42% 40% 35% 12%

Forsan 0% 2% 5% 7% 9%

Al Othman 0% 0% 2% 5% 7%

Fonterra 4% 4% 9% 6% 3%

Others 35% 32% 14% 11% 15%

Total 100% 100% 100% 100% 100%

TOTAL (mn of 
tonnes) 10 10 10 10 10

Source: IMES 

Almarai butter market  
share benefited from the  

boycott of Danish products

Almarai market share leader 
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Fruit juice business momentum

The GCC market for fresh and long life juice was estimated by IMES at 540 mn litres in 
2006, 287 mn of which (52%) in Saudi Arabia. The second largest market was the UAE, 
with more than 20% of the total GCC consumption. Kuwait was in the third spot with 
a 11% share of total GCC volumes. Oman, Qatar and Bahrain account together for an 
estimated 13% of this market. 

GCC Fresh & Long Life Juices Market (mn litres), 2006

Source: IMES 

Interestingly, the fresh and long life fruit juice market has been very dynamic in various 
GCC countries in the 2004-06 period, posting low-double digit volume CAGR.

GCC countries fresh & long life juices volumes CAGR, 2004-06

Saudi Arabia 11%

UAE 12%

Kuwait 14%

Oman 11%

Bahrein 17%

Qatar 36%

Source: A/C Nielsen 

Although we expect growth rates for GCC fruit juices volumes to abate slightly going 
forward, we expect continued high single digit growth rates for this segment in the 
medium term. We believe, this continued growth will be fuelled by: (1) favorable GCC 
demographics and (2) increasing “health conscious” consumer behaviour, resulting in a 
shift away from carbonated drinks towards fresh/long life juices. We believe this segment 
of the beverage sector is going to outperform population driven growth as expatriates 
in the GCC enjoy higher fruit juice consumption, while trends within the indigenous 
population shift towards this segment. 
We estimate the consumption of fresh/long-life fruit juices to have reached almost 
16 litres per capita in 2007, a figure we forecast to grow to almost 20 litres in 2012 (an 
average annual growth rate of 4.4%). 

Estimated per capita GCC consumption on fresh/long-life fruit juices (litres)

 2008e 2009e 2010e 2011e 2012e

Consumption / capita (l) 16.7 17.5 18.1 18.8 19.5

YoY change (%) 6.1% 5.1% 3.3% 3.6% 3.6%

Source: SHUAA Capital Estimates
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Almarai’s position in the fruit juice business

Almarai entered the fruit juice business in November 1999 by launching juice in fresh 
packaging format. Today, Almarai manufactures both fresh and long life fruit juices, by 
sourcing fruit concentrate globally. The available size of packaging varies from the “Almarai 
On The Go” 200ml version, up to the 2 litres “Family serve”. 

We estimate the company sold about 80 mn litres of fruit juices in 2007 (both fresh and 
long-life), giving it a corresponding GCC market share of about 14%. We estimate Almarai 
market share in the GCC fruit juice segment to expand to about 20% by 2012. 

Almarai Estimated GCC Fruit Juice market share, 2007e – 2012e

2007e 2008e 2012e

~14% ~18% ~20%

Source: SHUAA Capital estimates based on IMES data

The company has been recording sizeable market share gains across every GCC market 
since 2005, except Bahrain, where the gains are relatively modest compared to what has 
been achieved in the other countries. 

Almarai fresh fruit juices market share in the GCC countries*

 Saudi Arabia U.A.E Kuwait Qatar Oman Bahrain

2005 18.1% 11.8% 20.1% 22.3% 19.2% 16.8%

2006 18.1% 11.2% 23.1% 24.0% 24.8% 15.7%

2007 24.1% 12.1% 22.7% 26.8% 30.7% 17.9%

Oct-07 27.0% 11.8% 25.0% 29.4% 27.2% 16.8%

Dec-07 28.6% 13.6% 28.6% 32.2% 30.2% 17.3%

Source: AC Nielsen, Almarai data 
* Market share data between the table above and the previous one do not reconcile as both tables are based on data from different sources.

We attribute Almarai’s strong momentum and commercial performance in its fruit juice 
business over the past two years to three factors: (1) strong brand recognition and 
appealing packaging design, (2) introduction of unique flavours such as Alfonso Mango 
and Green Apple, and (3) intensive marketing efforts. 

We believe Almarai will be able to outperform the fruit juices market volume growth for 
2008 and 2009. Our estimates factor in volume growth of 35.0% in 2008 yoy, followed by 
relatively lower 20.0% yoy volume development in 2009, and 10% volume expansion in 
2010. For 2011-12, we believe the company will grow roughly in line with the market, with 
an expected 7.5% yoy volume expansion, resulting in a flat market share for that year. Our 
declining volume growth assumptions come on the back of an eventual natural limit to 
market share gains as well as expected heightened competition and the expectation that 
Almarai will not be able to retain its current “competitive edge” on packaging and flavour 
permanently. As an example to illustrate our point, it takes 12-18 months for a new, 
approved bottle design to hit the supermarket shelves. 

Fruit Juices estimated volume growth: Almarai vs. GCC, 2008e-2012e

 2008e 2009e 2010e 2011e 2012e

Almarai fruit juices volume growth 35.0% 20.0% 10.0% 7.5% 7.5%

GCC fruit juices market volume growth 9.5% 8.6% 7.5% 7.5% 7.5%

Source: SHUAA Capital Estimates

Risks

We believe that aside a rise in the price of packaging for the juices, the main risk to this 
business’ profitability is a rise in fruit concentrate (such as oranges, apple, strawberry, 
mango, guava) prices. As far as 2007 was concerned, the yoy drop in the fruit juice 
business gross margin was due, in our opinion, to three reasons: (1) strength of the euro 
vs. the dollar (some fruit concentrate such as apple and mixed berry are being sourced 
from Europe and invoiced in Euros), (2) higher yoy prices for some juice concentrates, and 
(3) higher packaging costs. 

Almarai GCC fruit juice share 
est. to top 20% in 2012

Recording sizeable market 
share gains across the 
GCC countries recently

Expected to outperform 
the market growth 

until 2011

Higher raw material 
costs a risk to this 

business’ profitability
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Venture into Saudi Arabia’s telecommunication 

sector… a slight digression 

In December 2006, Almarai announced it was part of the consortium led by Zain (formerly 
MTC, Mobile Telecommunication Company, Kuwait) bidding to obtain the third license 
in Saudi Arabia to provide public mobile services in the kingdom. At that time, Almarai 
justified its move as an attempt to “boost its shareholder value and diversify its income 
resources”. 

In May 2007, this consortium won the bid to operate the third mobile license for 
SAR 22.9 bn (USD 6.1 bn). In February 9-18, 2008, the consortium proceeded with the 
placement of 50% of its capital to the public (7,000 mn shares of SAR 10 nominal value 
out of a total of 1,400 mn), a transaction which raised about SAR 7 bn (USD 1.9 bn). 
Almarai will hold a 2.5% stake in the consortium following the listing of the shares (the 
shares are expected to start trading on March 22). 

On July 2007, Almarai paid SAR 464 mn in escrow accounts as part of its contribution 
to the consortium, of which SAR 354 mn was to purchase equity, and SAR 110 mn was 
towards funding Shareholder’s loans. The amount is recorded under “Investments and 
Financial Assets” in Almarai’s balance sheet. 

We note that the Zain-led consortium got financing for its operations via a murabaha, 
but that Almarai’s liability in case of default of payment will only be limited to its equity 
investment in the company. In other words, Almarai’s liability will translate, if things were 
about to turn sour, into a SAR 354 mn investment write-off (SAR 3.3/share). Assuming 
the funding shareholders loan is not repaid too, there would then be an additional 
investment write-off of the magnitude of SAR 110 mn or SAR 1.0/share, for a total “worst 
case scenario” write-off of SAR 4.3/share.

On our Almarai valuation, we account for Almarai’s future 2.5% share in the Zain-led 
consortium on a book value basis and therefore attribute SAR 4.3 per Almarai share of 
value to the stake in the entity. Once Zain Saudi Arabia shares begin trading, we estimate 
that every 10% change (SAR 1.00) in their price translates into SAR 0.3/share change in the 
fair value of Almarai’s shares. The table below details this calculation.
 
Implications of a 10% price change in Zain Saudi Arabia shares on Almarai shares fair value 

Zain Saudi Arabia shares nominal value (SAR) 10.0

 Assumed %age change in Zain Saudi Arabia shares price: 10%

Equivalent change in SAR/share: 1.00

Almarai shares in Zain Saudi Arabia (mn) 35.0

 --> Change in Almarai’s stake in Zain Saudi Arabia (SAR mn): 35.0

Total Almarai shares (mn) 109.0

Corresponding change in the fair value of Almarai shares (SAR): 0.3 

Source: SHUAA Capital estimates

Our discussions with the company indicate that Almarai, to account for its stake in Zain 
Saudi Arabia, will record a non-cash (pure accounting) charge in its accounts, which will 
be included within the group financial result line of the P&L. 
This charge will equal the simulated estimated cost of carrying the investment in Zain 
in the company’s books, which is likely to be equal to the book value of the investment 
multiplied by the cost of debt of Almarai (about 4% at present). 
We note that when we forecast the impact of the Zain stake in Almarai’s P&L, we have 
assumed conservatively that the company’s cost of debt will somewhat increase overtime. 

Our expectations on Almarai’s accounts from the company’s participation in Saudi Arabia’s 
telecom sector through its stake in Zain Saudi Arabia are detailed below. 

SAR 464 mn invested 
in Zain Saudi-Arabia
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Almarai’s stake in Zain Saudi Arabia: pretax impact (SAR mn), 2008e-2012e.

 2008e 2009e 2010e 2011e 2012e

Pretax Financial Impact on Almarai’s accounts -18.3 -19.5 -21.8 -23.0 -24.1

as a % of Almarai’s PBT, pre-Zain contribution -2.1% -1.8% -1.8% -1.6% -1.5%

Source: SHUAA Capital estimates

From a balance sheet perspective, Almarai will, we believe, mark-to-market the value of its 
Zain Saudi Arabia stake at the close of every balance sheet date. Any change in value will 
be recorded within shareholder equity, with no P&L impact. 

We are reluctant to applaud large investments in non core industries from a company 
which is an established leader in the GCC dairy market. We believe a company’s cash has 
to be carefully spent, and, while we are not being adverse to risk in general, our sense is 
that investments in non-core business could distract from core strategy. This move could 
be greeted with scepticism by some investors since the core business of the company is 
enjoying strong growth. 

Based on our discussions with Almarai management, we do not believe that another 
investment into a non-core business is imminent or in the cards in any way. We also 
believe that it is possible and likely that Almarai tries to exit its telecom investment once 
the lock-up period for its shares has expired. The investment ultimately has minor impact 
on the overall value of the company at this stage. 

Almarai earnings to be 
impacted by a non-cash 

accounting charge

A stake which has minor 
valuation implications 

at that stage
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Almarai Revenue Breakdown

The two pie charts below show the contribution of Almarai various lines of business to 
total revenues, both in 2006 before the company’s first step in the bakery business, and in 
2012, at the end of our forecast period.

Almarai 2006 revenue breakdown  Almarai 2012e revenue breakdown 

Source: company data

DAIRY: still strong

As evidenced by both charts, the contribution of the dairy business to total group 
revenues is expected to decrease from 92% in 2006 down to 75% in 2012.

We have charted the combined revenue contribution of dairy products to the group’s 
total revenues as well as the yoy revenue change in this business vs. the total group 
yoy revenue changes for 2006-2012. Our forecasted declining contribution of the 
group’s dairy business to the group total revenues is rooted in (1) faster growing bakery 
business assumptions starting 2007 onwards, and (2) faster growing fruit juice business 
expectations over the 2006-2009 period (for 2010, 2011, 2012 our fruit juices revenue 
growth forecasts are slightly lower than those of the dairy business).

Almarai dairy revenue contribution and yoy growth vs. the group total growth, 2006-2012e

Source: SHUAA Capital Estimates

We estimate the contribution of the dairy business gross profit to Almarai’s total gross 
profit will decline overtime from 91% in 2006 to an estimated 77% in 2012. However, it 
will continue to dominate the company’s revenues and represent the key value anchor, 
especially given our positive expectations for the company’s ongoing operations in this 
sector. 
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Almarai gross profit contribution breakdown, per type of food product: 2006-2012e

Source: SHUAA Capital Estimates

FRUIt JUICE : higher expectations 

In 2007, Almarai generated SAR 340 mn of revenues from its fresh juice business, 
an equivalent of 9% of the group total revenues. This came on the top of an already 
impressive 45.0% revenue growth in 2006 yoy, to SAR 207 mn, while revenue growth in 
2005 yoy was a mere 3.3%.

From a profitability standpoint, our discussions with management indicate that the fruit 
juices business carried a gross margin of about 18 percentage points (pp) below the 
group’s overall gross margin in 2007. 

As far as 2008 is concerned, we provide the table below to summarise our thoughts on 
what we believe will be the “moving parts” impacting the fruit juice business profitability. 
Net-net, we believe this factors will have a low, single digit percentage point negative 
impact on the division’s gross margin profitability, on a year-on-year basis. 

Expected impact of various factors on the fruit juice business profitability in 2008

Expectations for 2008 Positive impact Negative impact Unknown Impact

Price of orange concentrate in USD terms 

US dollar vs. Euro  

Price of apple concentrate in Euros terms  

Price of mixed berry concentrate in Euro terms  

Price of strawberry, mango, guava in local curerncies terms  

Source: SHUAA Capital estimates

The three points below detail the rationale of our assumptions. 

First, we believe orange juice concentrate prices might not contribute to a gross margin 
deterioration of the fresh juices segment as price of the commodity has started to 
come off, with a YTD average price of USD 132/lb. vs. a 2007 average price of USD 157/
lb. (-15.6%). Looking at the change since Q1 07 (USD 199/lb.), the decline is even more 
pronounced at -33.4%. 

Orange concentrate synthetic long-term future contract – 2000-2008 YTD (in US Cents/lb)

Source: Bloomberg
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Second, we expect Almarai to pay higher Euro prices for the apple concentrate it sources 
from Poland, as the country experienced bad apple crops recently, pushing up prices for 
the fruit itself and its concentrate derivative. Adding to the pain, the Euro is up 8% year-to-
date compared to its average 2007 value vs. the US dollar. 

Third, as far as other concentrates are concerned, we have limited insight on the pricing 
that Almarai has secured. However, the good news is that Almarai buys concentrate of 
mango (sourced from India), guava (sourced from Egypt) and strawberry (sourced from 
China) in US dollars. Therefore, Almarai does not bear any currency exchange rate risks for 
those transactions. Further, values of the Chinese Renminbi, the Egyptian Pound and the 
Indian Rupee have gone up in 2008 year-to-date compared to their 2007 average vs. the 
dollar. 

Everything else being equal, we estimate that if Almarai pays 10% more for its direct 
material costs (concentrate prices, transport and packaging) in the fruit juice business 
compared to our assumptions in 2008, this may have a ~SAR 29 mn negative impact on 
our 2008 Gross Profit/EBIT estimates (SAR 0.26 of 2008e EPS, ~3.4% of 2008e EPS). 

This being said, we believe that it is more “feasible” for Almarai to raise prices for fruit 
juices than it is for milk as we believe fruit juices are not perceived as a “commodity” by 
consumers. Also, counter measures such as reduction of the juice recipient size while 
maintaining a flat pricing could be easily implemented. We also note that Almarai partly 
hedges its currency exposure, and, therefore, adverse currency fluctuations might not fully 
impact the company’s earnings. For all these reasons, we believe that there will only be a 
slight margin erosion in the juice business in 2008 yoy and the gross margin to come out 
at 39.1% in 2008.

Impact on Almarai 2008e EPS of an additional 10% change in fruit juices direct material costs.*

 2008e

Fruit juices direct material costs additional price change 10%

EBIT impact (SAR mn) -28.8

EPS impact (SAR/share) -0.26

 As a %age of 2008e EPS -3.4%

 Source: SHUAA Capital Estimates 
* Assumes 10% price hike in direct material costs for the fruit juice business and no compensation measure - such as hedging of raw materials prices, or retail 
price increases – are undertaken. 

Higher apple 
concentrate prices and 
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profitability in 2008 
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EPS if fruit juice direct material 

costs 10% above our est.
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Agricultural Commodities Prices Inflation Hurting 

Margins

Having a glance at Almarai’s cost structure, the company’s major cost component is “direct 
material cost”. Whether we mean feedstock (corn, barley, soybean, sugar bits, cotton 
seeds) to feed the herd or fruit concentrates for the juice business, the major cost element 
within direct material costs are these agricultural commodities. True, to be complete, we 
should have added to the list of direct material cost both butter and cheese as Almarai 
also partly imports butter and cheese to manufacture some of its own branded butter 
and cheese. 

In the next few paragraphs and pages, (1) we have a look at the recent price evolution of 
selected agricultural commodities, (2) explain the factors behind their rising cost, and (3) 
try to assess their impact on Almarai’s profitability/earnings. 

Rising global agricultural commodities prices

The major issue for the dairy industry recently - and to which Almarai is not exempt - has 
been steadily rising prices of agricultural commodities, with most notable/publicized of 
them being corn and soybean. 

Selected commodities price changes

 Corn Sugar Soyabean Cotton Barley

2005 -17.4% 35.3% -19.2% -9.6% -0.2%

2006 24.9% 46.2% -2.6% 3.7% 23.7%

2007 43.4% -32.1% 45.9% 9.8% 66.3%

Latest* vs. 2007 46.0% 43.8% 76.1% 39.1% 29.4%

Q1 08 vs. 2007 34.1% 24.7% 52.4% 22.8% 28.1%

Q1 08 vs Q1 07 24.9% 15.7% 79.1% 29.8% 41.3%

Source: Bloomberg data, SHUAA Capital calculations. 
* Latest price as of March 1, 2008

The charts below display price evolutions of several agricultural commodities whose 
prices impact Almarai’s bottom line as they are part of the herd’s diet. Please note we 
used “cotton” as a commodity proxy to cotton seeds (which are included in a cow’s diet). 
Also, for barley, we stress that we used European futures contracts prices as opposed 
to Canadian futures contracts prices. The reason being that Almarai sourced its barley 
from Europe and, therefore, barley prices in Canadian dollars might not have given a true 
picture of the increased cost burden on the company. 

Agricultural commodities a 
major cost component

Major hikes in world 
agricultural commodities 

prices in the last 12 months
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Corn price, 2000 - 2008 YTD, in US Cents/bushel
 

Source: Bloomberg 

Sugar price, 2000 - 2008 YTD, in US Cents/lb
 

Source: Bloomberg 

Soybean price, 2000 - 2008 YTD, in US Cents/bushel

Source: Bloomberg 

Cotton price, 2000 - 2008 YTD, in US Cents/lb

 Source: Bloomberg 
Note: part of Almarai’s cows diet are cotton seeds. In the absence of data on those, we have used cotton prices as a proxy.

Barley prices, May 2004 - 2008 YTD, in Euros/metric tonne
 

Source: Bloomberg 
Note: Barley price in Euro terms, based on the future prices on the Hannover exchange. Ottawa exchange future prices for barley are not used as Almarai 
sources this commodity from Europe. 
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Those commodities prices hikes have impacted dairy companies’ profitability significantly. 
Almarai’s gross margin (using our methodology) has declined almost steadily from 62.0% 
in 2002 to 57.5% in 2007 (the margin was flat yoy in 2007). If Almarai managed to keep 
its margin flat in 2007 yoy, it was due, in our opinion, to the conjunction of: hedging 
practices, and substantial retail price increases in (a) cheese and butter products, as well 
as (b) long-life milk – albeit to a lesser extent for the latter. Given increasing pricing power 
and favourable market conditions, we believe that current margins will be defendable 
going forward. 

Agflation 

Many market participants expect agricultural commodity prices to continue their steady 
rise over the next few years, which is a view we also share. We believe, we could be in 
the beginning of a long cyclical, if not structural rise in agricultural prices, and, by a way 
of consequence along the food chain, in food prices. This is what is now referred to as 
“agflation”. 

We believe most of the agricultural commodity prices increases currently witnessed 
worldwide are the reflection of two phenomena: (1) changing food/diet habits in 
emerging markets and (2) booming subsidized US biofuel production.

Cost burden mitigated by subsidies & timing

When it comes to the fresh and long-life dairy business and feedstock purchases, two 
elements are critical to understand. 

Firstly, several feedstock commodities such as corn, soybean, barley are subsidized by the 
Saudi government. A large dairy company such as Almarai doesn’t buy its corn or soybean 
at world prices. Effectively, it purchases them from a Saudi commodity wholesaler at a 
cost (roughly) equivalent to world prices less the subsidies paid by the Saudi government. 
World commodity prices have gone up significantly recently and so have the Saudi 
government subsidies. 

Secondly, the timing of feedstock purchase is of utmost importance. Two dairy companies 
might be buying feedstock from the same wholesaler, but because they buy at two 
different points in time, even a few weeks away from each other, they might well 
experience substantial price differences in the prices their supplier quotes them. On this 
basis, we believe Almarai might have “timed” its commodities purchases well last year. 
So all in all, if world corn prices shoot up by an average of, say 30% in one year vs. the 
previous one, the final bill for Almarai might only be up by 5% or 10%. This gives an idea 
of how looking at global agricultural commodities price percentage changes yoy might 
induce a distorted picture of how much the company’s bill for those costs will go up by. 

Almarai’s gross margin* evolution: 2002-2007

 2002 2003 2004 2005 2006 2007

Gross margin* 62.0% 61.5% 60.1% 58.5% 57.5% 57.5%

YoY change (%)  -53 bp -138 bp -162 bp -94 bp -3 bp

Source: Almarai, SHUAA Capital calculations 
* Using SHUAA Capital methodology for calculating gross margin, which is: Gross Margin = 1 – (direct material costs / revenues)

Impact on Almarai earnings 

In terms of earnings sensitivity, we estimate a 10% yoy change in direct materials cost of 
fresh and long-life dairies (feedstock, packaging, transport) in 2008 translates into a gross 
–SAR 94 mn impact on Almarai net income (-SAR 0.86 at the EPS level). Please note this 
calculation also assumes a 10% growth in volumes in 2008 yoy and no hedging.
However, we emphasise that as far as agricultural commodities are concerned, they are 
typically hedged by Almarai for a period of up to six months ahead, and, therefore, direct 
material costs increases are unlikely to impact the company’s earnings in the short-term 
as significantly as the calculation suggests. 

Flat group gross margin 
in 2007 despite higher 

commodities levels

Agflation a new theme

Government subsidies and 
timing of commodities 

purchases are critical

Impact on Almarai’s 
earnings might be 
more muted than 

data suggest

Almarai hedges commodities 
prices up to six months ahead
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2008e earnings impact from a 10% rise Fresh and Long-Life dairy business’ direct material costs (assuming 10% yoy volume growth and no hedging)

 2008

Impact on EBIT (mn) -96

Impact on 2008 Net Income -94

Impact on 2008 EPS -0.86

 as a % of 2008 EPS 11.3%

Source: SHUAA Capital Estimates

Running the same type of calculation, this time not only for the fresh and long-life 
businesses but at the whole group level suggests an even more severe impact on a non-
hedged basis. We point to the fact that this calculation incorporates price hikes for all 
types of direct material costs -be they for the dairy, the fruit juice or the bakery businesses 
including raw material, packaging and transportation. This scenario is unlikely to occur, 
but provides a glimpse of what the impact could be, in such a situation. 

2008e earnings impact from a 10% rise group direct material costs (assuming 10% yoy volume growth and no hedging)

 2008

Impact on EBIT (mn) -176

Impact on 2008 Net Income -172

Impact on 2008 EPS -1.58

 as a % of 2008 EPS 20.7%

Source: SHUAA Capital Estimates

Earnings impact 
potentially severe if no 

hedging was in place
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January Dairy Price Increases: the 2008 EPS 

Booster 

In the first week of January this year, Almarai raised prices of some of its dairy products, 
namely short-life milk and laban in Saudi Arabia, and acted similarly in the UAE a few 
days later. These two countries account for slightly more than 80% of the company’s 
milk output (excluding milk purchased from third parties) in 2007. The price increase 
was a simultaneous, industry-wide measure in Saudi Arabia, while in the UAE, large dairy 
companies raised prices one after the other between the end of 2007 and the beginning 
of 2008. 

In the following paragraphs, we look at (1) the “economic rationale” for implementing this 
decision, and, more importantly, (2) its financial implications for Almarai, both on a net 
earnings and EPS basis. 

Rationale for price increase: a long period of flat pricing

When the prices of short-life milk and laban were increased in the first week of January 
this year, it was the first time since a few years that milk prices were subject to a price hike. 

The price of one litre of short-life milk in the kingdom went up from SAR 3 to SAR 4 
(+33%) while a two litres bottle price was raised from SAR 6 to SAR 7 (+17%). The price 
increase also affected the price of short-life laban, so that altogether, the average price 
increase for fresh milk and laban was a blended ~14%. 

These concerted measures provoked some consumer discontent, which is already facing 
rampant inflation (7% in January 2008, the highest in about twenty-five years) on higher 
housing and overall food prices. Subsequently, the Saudi Minister of Commerce and 
Industry asked leading Saudi dairy firms to reassess their price hikes. 

Following discussions with various industry players in the Saudi dairy industry, we believe 
no scaling back to the previous price environment is likely to occur. We believe this is a 
strong signal that although the Saudi government is aware of the current inflationary 
environment in the country it is showing some understanding vis-à-vis industries which 
had not been passing rising material costs to the end consumer for a long period of time, 
and which have finally decided to do so. More critically, we believe this bodes well for 
potential future price hike decisions of Saudi dairy producers in the face of steadily rising 
global agricultural commodities prices. We believe another round of price increases next 
year in Saudi Arabia is highly probable, which we have taken into account in our earnings 
assumptions for 2009. 

From a dairy producer’s point of view, price increases were justified by the fact that 
feedstock prices had been increasing over the past few years, with a marked acceleration 
over the past 12 months and no subsequent sign of abatement. 
Although we have no specific data for Almarai, we calculated that the average feeding 
cost of a dairy cow at one of Almarai’s main Saudi competitor had gone up by almost 60% 
in the 2001-2007 period, with an almost 30% increase for 2007 alone (see table below). At 
the same time, fresh milk and fresh laban prices were kept flat… a situation increasingly 
painful for Saudi dairy producers, especially the ones that do not have a broad product 
line on which it has more pricing control. 

A 14% blended price 
increase for Almarai fresh 

milk and laban in 2008 

We believe another round 
of increases likely in 2009

Feeding costs up dramatically 
over the past 2 years
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Indicative Peer Comparison

2001-2007 Feedstock cost index for a Saudi competitor of Almarai

 2001 2002 2003 2004 2005 2006 2007

 Price of 1 l of milk (SAR) 3.00 3.00 3.00 3.00 3.00 3.00 3.00

 Price of 2 l of milk (SAR) 6.00 6.00 6.00 6.00 6.00 6.00 6.00

Feedstock cost (base 100 in 2001)  100  103 115  119  116 123 158 

 Feedstock costs YoY Increase*  3% 12% 3% -2% 6% 28%

Source: Industry data. 

As highlighted previously, the timing of agricultural commodities purchases is critical with 
regards to feedstock cost management, and therefore, the level of feedstock cost increase 
faced by this dairy producer is likely to be different from Almarai’s. However, we believe 
that the magnitude of feedstock cost increase faced by this competitor provides a good 
insight/picture about the feedstock cost pressure trend the whole industry is facing, and 
from which Almarai is unlikely to be exempt.
 
The Saudi government has been trying to intervene to sweeten the bill of feedstock 
increases through higher subsidies levels for some agricultural commodities. However, 
increased government subsidies for commodities such as yellow corn could not fully 
compensate for its recently skyrocketing price. Taking this into consideration, the 
coordinated/joint price increases for short-life laban and milk appeared increasingly 
inevitable, and were, in our view, not unjustified. 

Prices outlook

For 2008, we project a further 15% increase in dairy cows blended feedstock cost (after 
the impact of government subsidies). Some dairy producers such as Almarai are able to 
partly reduce the negative impact on earnings of these feedstock increases by exercising 
some hedging activity on agricultural commodities. However, not every participant in the 
industry is versed with this kind of practice. 

We believe we are at the beginning of an upward trend in agricultural commodity 
prices, which could last for a number of years. In this regard, the recent acceleration in 
feedstock prices momentum is unlikely to experience a reversal anytime soon. Hence, 
it is reasonable to conceive that another material (i.e. double digit) yoy increase of 
commodities prices will occur both in 2009 and 2010… As we have already mentioned, 
if this increase materializes, the chances of another round of price increases from the 
Saudi dairy producers would be very high, especially if the Saudi government does not 
compensate for those rising commodities prices with higher subsidies levels or does not 
fully compensate for the increases. 

Our view is that any further dairy price increase would be even more easily “accepted” 
by the Saudi population if a reference basket of food products experiences similar price 
surges… This is currently the case for red meat, rice, baby milk powder. We also believe 
the Saudi consumer is getting increasingly aware of rampant inflation across various 
sectors of the economy (in other words, not only on food prices) and will get increasingly 
“resigned” to dairy products price increases. 

Financial implications: a ~SAR 84 mn boost to 2008 net income 
(+SAR 0.77 for 2008 EPS)

We estimate that the expected positive impact on some dairy companies bottom line 
from their fresh milk & laban price increases in January 2008 is unlikely to be fully offset by 
declining sales volumes. 

If anything, we suspect a slight dip in the fresh milk & laban volumes may have occurred 
in the first few days of the first quarter of the year… but we consider this will be short-
lived as consumers don’t have easy alternative/substitutes when it comes to changing 

15% increase in feedstock 
costs est. in 2008

Any future increase to 
be more easily passed 

to the consumer

No sign of major volumes drops 
after the price increases
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their health habits and replacing their consumption of milk/laban. Our various discussions 
with participants of the Saudi dairy industry indicate that volumes at the beginning of 
January were somewhat in line with expectations, and didn’t reflect any abnormal drop. 

Looking at the financial implications of the price increases on our 2008 forecasts, we 
estimated they will translate into an additional ~SAR 86 mn to Almarai’s gross profit/EBIT, 
or SAR 84 mn on a net income basis (SAR 0.77 at the EPS level). These calculations are 
based under the following set of assumptions: 

Almarai milk and laban volumes to expand by about 10% in 2008 yoy •
Saudi Arabia market accounting for 70% of Almarai’s total milk volume production and  •
the UAE about 13% in 2007
A blended average price increase of milk and laban prices of 14% for both Saudi  •
Arabia and the UAE combined
Feedstock price increases of 15% in 2008, 50% hedged (our discussion with Almarai  •
management at 2007–end indicated feedstock costs were 100% hedged until end of 
H1 08).
Other direct material costs (packaging, transportation) increases of 8%  •

As for 2009, if we assume (1) that fresh and long life dairy volumes go up another 10% 
yoy from their 2008 levels, and that (2) all direct material costs expand 15% further yoy 
without Almarai hedging any of these costs, then the company would need to raise its 
prices for fresh and long-life dairy products in 2009 by another blended average rate 
of about 5.4% in order to avoid a negative impact on its gross profit and earnings. We, 
however, reiterate that the company does practice raw material costs hedging to some 
extent, and, therefore, the necessary retail price increases to compensate for rising costs 
would likely not exceed 5%. Also, one has to keep in mind that the Saudi government 
might decide to increase its subsidies levels for some agricultural commodities... which 
might sweeten the feedstock bill for dairy producers (as a matter of fact, the government 
just announced early March it will increase barley subsidies).

 
Almarai’s acquisitive strategy likely to provide upside to our estimates and fair 
value

Under our current calculations, we estimate Almarai will end-2008 and 2009 with 
SAR 3.6 bn and SAR 4.4 bn of shareholder equity respectively, and SAR 2.6 bn and 
SAR 2.8 bn of net debt, respectively. Assuming the company decides to push its leverage 
ratio to 100% - a level with which it is comfortable - for acquisition purposes, this leaves 
about SAR 1.0 bn and SAR 1.5 bn respectively of debt leeway for potential acquisitions, 
without tapping the financial markets or private investors for additional equity injections. 

We calculated that a fully-financed SAR 1.0 bn acquisition, realized at a 15x (in-line with 
Almarai acquisition multiple of Western Bakeries based on the target twelve months 
trailing earnings) acquisition P/E multiple, could provide an additional SAR 25 mn to 
Almarai’s bottom line on a fully annualized basis. That’s 2.2% of our 2008 EPS and 3.0% 
of our 2009 EPS. (see table below). If Almarai was able to pay 10x earnings for the target, 
then the accretion to the company’s bottom could oscillate in the SAR 60 mn region on 
an annualised basis, which represents 5.8% of 2009 net income.

2008E * 2009E

Acquisition p/e multiple

 10x 15x 20x 10x 15x 20x

Acquisition’s net Income accretion (in SAR 000’s) 41,220 18,509 7,154 59,275 25,209 8,176

Accretion to net income 5.0% 2.2% 0.9% 5.8% 2.5% 0.8%

Source: SHUAA Capital Estimates 
* Acquisition assumed to occur in April for 2008 earnings accretion calculations purposes

Est. SAR 84 mn additional 
net income from 2008 

price increases

Balance sheet has 
room for leveraging

Additional capex or acquisitions 
could provide earnings upside
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If we now assume that Almarai spends this same amount (SAR 1.0 bn) of capital towards 
a fully-financed internal expenditure which could (1) achieve a NOPAT margin of 16% 
(below the company’s 20.2% achieved in 2007, inclusive of non-cash elements) and (2) 
generate an asset turnover ratio of 0.75 (similar to the group’s 2007 figure), Almarai could 
then generate an additional SAR 83 mn of net income, on a fully annualized basis, once 
the investment reaches optimal profitability. This represents 8.2% of our current 2009 
net income and 7.1% of our current 2010 net income (see table just below). Potential 
utilization of this additional expenditure includes, among other, the set-up of new 
production facilities for new products, additional production lines for already existing 
product lines, expansion of the distribution network. 

Estimated incremental earnings from additional investments

Investment size (SAR 000’s): 1,021,983

Asset turnover: 0.75

NOPAT margin: 16%

Additional NOPAT (SAR 000’s): 122,638

Additional Net Income (SAR 000’s): 83,279

Source: SHUAA Capital Estimates

We believe the upside to our fair value estimate of Almarai lies in the company’s capacity 
to either (1) find attractive acquisitions target to complement its current businesses/
product lines, or (2) give a significant boost to its capex programme currently standing at 
about SAR 1-1.1 bn a year. We believe that in a booming economic environment such as 
the one experienced by GCC countries at present and potential for further market share 
gains, Almarai may act wisely if it takes the opportunity of a low interest rate environment 
to leverage itself and take advantage of further growth opportunity. 

Hence, more expansion might come as the company has, in our estimates for the next 
few years, room for leveraging its balance sheet. This leveraging might occur, as we saw, 
under the form of enhanced capital expenditure or acquisitions.
 

Room for leveraging 
might provide room for 

additional expansion
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Herd accounting and its P&L implications 

Due to the fact that Almarai manufactures most of its dairy products from milk mostly 
produced in-house, we believe it is useful to detail and explain the accounting used by 
the company in respect to its herd (so called “IAS 41”), and the financial implications in 
terms of earnings generation. This explanation is even more acute as non-cash elements 
(excluding D&A) represent a sizeable portion of Almarai’s total operating income. Non-
cash elements (excluding D&A) represented almost 18% of Almarai’s 2007 reported 
operating income of SAR 780.7 mn.
 
By non cash-elements (excluding D&A), we mean here (1) “livestock appreciation”, (2) “loss/
gain on the disposal of livestock”, and (3) “loss/gain on disposal of fixed assets” (the latter is 
included within General and Administrative expense, totalled an average SAR 8.3 mn over 
the 2002-07 period, and is not covered in the present section of the report). 

Almarai reported operating income and non-cash elements portion (excluding D&A)

In SAR 000’s 2002 2003 2004 2005 2006 2007

Reported Operating Income 370,858 396,902 396,618 431,903 534,732 780,738

Non-cash items (excluding D&A) * 61,794 66,701 77,747 93,772 114,360 138,841

Non cash-elements (excl. D&A) as a % of reported Oper. Income 17% 17% 20% 22% 21% 18%

Youngstock appreciation + Loss/gain on Livestock Disposal 51,802 56,870 67,390 85,233 113,639 128,264

Youngstock appreciation + Loss/gain on Livestock disposal as a percentage of Operating Income 14% 14% 17% 20% 21% 16%

Source: Almarai, SHUAA Capital Estimates 
* Reported within operating expenses, but contribute positively to Operating Income

Just before we go into more details about the accounting elements of the herd, one has 
to keep in mind that Almarai’s herd is composed of both youngstock and dairy cows; the 
main difference between the two being that youngstock don’t produce milk. 

Earnings Implication of IAS 41 

The accounting rule, IAS 41, has several implications on the P&L, with the most notable 
elements being the creation of two non-cash entry lines in the P&L: (1) Livestock 
Appreciation, and (2) Loss/gains on the disposal of livestock. They impact positively gross 
profit, and as a ripple effect, Operating Income and Net Income. However, due to different 
elements taken into account to calculate gross margin between us and Almarai, our gross 
margin calculations are typically higher than the company’s (see the next table for more 
details). 

Youngstock appreciation: 

With regards to youngstock, their cost of rearing is capitalized between the time they are 
born (“calves”) until the time they can produce milk (typically, at the age of 24 months, 
time at which they are considered to be part of the dairy herd). The difference in book 
value is recognized as a Livestock Appreciation line in the P&L (a non-cash gain, which, 
as a reference, amounted to SAR 165.8 mn in 2007), and a component of Cost of Sales 
within Almarai reporting methodology. It is, therefore, taken into account in the way the 
company calculates its gross margin. 

Interestingly, the cost of rearing youngstocks has gone up overtime due to rising 
feedstock prices. As a consequence, the total costs capitalized per youngstock have also 
gone up, leading to a higher appreciation amount per youngstock in the P&L. As an 
indication, we estimate the current appreciation per youngstock to be around SAR 7,000 
spread over two years. 

Youngstock assets are included within Current Assets in the Property, Plant & Equipment 
line, and are not subject to depreciation. After 24 months of age, they are reclassified as 
Dairy Herd, with their book value transferred to this category (still within PP&E), and then 
start to be depreciated. Dairy cows asset value is typically depreciated over 4-5 years, after 
which the cows are disposed as they reach the age of six. 

Earnings incorporate 
several non-cash 

accountings items

Youngstock appreciation 
contribute positively 

to net income
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Gain/loss on the disposal of livestock: 

Almarai herd expands overtime through (1) calves born from both the youngstock and 
dairy cows in its herd and (2) imported youngstock from the US, which are about to calve 
down when they reach Saudi Arabian soil. 

As far as new born calves are concerned, Almarai sells the males within a few weeks after 
they are born as the company solely keeps the females for milk production purposes. 
Besides this, Almarai relies on artificial insemination for procreation. 

Any gain or loss arising from the disposal of youngstock, together with any gain or loss 
arising from the disposal of dairy cows (typically at the age of 6 years old), creates a non-
cash accounting entry in the P&L referred to as Gain/loss on Disposal of Livestock. This 
entry, which is also included within Cost of Sales, amounted to SAR 37.5 mn in 2007, and 
is also, therefore, included by Almarai in the way it calculates its gross margin. 

As a reference, we estimate the book value of a disposed youngstock to be close to 
SAR 1,300 and the average book value of disposed dairy cows to be close to SAR 5,000. 

Impact on gross margin: positive yet diluted because of other elements
As highlighted above, given the fact that both Youngstock Appreciation and Loss/gain 
from Disposal of Livestock are included within Cost of Sales, and given that this combined 
figure is typically a positive number - the gross profit, as per Almarai calculations, is 
typically inflated compared to the way we calculate it. However, given that Almarai 
also takes into account, in its gross profit computation, a portion of (1) depreciation, (2) 
employee and (3) overhead costs, the gross profit as per its calculation is lower than our 
calculations, and so is the corresponding gross margin. 

Gross margin calculation: Almarai methodology vs. Shuaa Capital methodology

Almarai methodology Shuaa Capital Methodology

 Taken into account ? impact on gross margin calculation Taken into account ? impact on gross margin calculation

Direct Material Costs Y negative Y negative

Livestock Appreciation Y positive n none

Loss/Gain on Disposal of Livestock Y Typically negative n none

Employee Costs Y negative n none

Depreciation Y negative n none

Other Expenses (overheads) Y negative n none

LEVEL OF GROSS MARGIN  loweR  higheR

Source: SHUAA Capital

As exhibited is the chart, our gross margin calculation typically produces a higher level 
than the one of Almarai. However, directionally, both margins calculations seem to go 
simultaneously in the same directions. In other words, the way we calculate gross margin 
does produce a different result than Almarai’s calculations, yet, does not distort trends and 
directions. 

Gross margin 2002-2012e: Almarai methodology vs. Shuaa Capital methodology

Source: SHUAA Capital Calculations
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A positive impact on Operating and net Income 

As we saw above, the sum of Youngstock Appreciation and Loss/gain on the Disposal of 
Livestock is usually a positive number. Therefore, both entries will contribute positively to 
both reported Operating Income and, falling through the bottom line, to the Net Income 
line. 

In 2007, the combination of Youngstock Appreciation and Gain/Loss on the Disposal of 
Livestock contributed positively to the extent of SAR 128.3 mn to Almarai’s operating 
income (16% of the reported Operating Income for that year). With Almarai’s herd 
expected to expand going ahead, we forecast this non-cash contribution, in nominal 
terms, to increase as well but remain almost flat as a percentage of total operating 
income, and average 14% of it.

Almarai reported operating income and non-cash elements portion (excluding D&A)

Source: Almarai, SHUAA Capital Estimates
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A Cow’s Life…

Milk production at Almarai follows very specific and timed steps which leave almost 
nothing to pure hazard. We try to summarize the relationship between a cow’s life and 
milk production cycle. 

First of all, we note that the gestation period of a cow is 9 months, while the period of 
lactation (milk production) averages 305 days (10 months) after a calf is born. 
Once it has calved down for the first time, and can therefore be considered as a “dairy 
cow” (this has accounting implications), there is a 60 days period during gestation in 
which a cow cannot produce any milk. This is before it calves down again. In such a 
condition, a dairy cow is labelled as “dry”. 

A typical cow at Almarai is either born from a dairy cow or a youngstock of the company’s 
existing herd, or born from a youngstock imported itself from the United States. 

Heifers are typically inseminated when they are 15 months old, so that they calve down 
at the age of 24 months old. At that time, the youngstock start milking for the first time 
– and is from then onwards, considered as a dairy cow. Three months after the cow has 
calved down for the first time, it is again inseminated for the second calve. It is then 27 
months old. It will milk for 7 additional months, time at which it will dry off as its next 
calve is just 2 months away. 
At 36 months of age, the cow will then calve down again, and be inseminated again 3 
months later. It is then 39 months old. 

Almarai cows are typically disposed after they are 6 years old, an age at which they have 
typically calved down 5 times. The reason for disposing of a cow at such an age is that 
after calving down 5 times, the output of milk produced by a cow falls significantly. 

Below is the summary of the cow’s life alongside the milk production cycle. As we 
mentioned above, the lactation cycle repeats itself typically 5 times for an Almarai cow, 
after which the cow is sold. 

Cow age (months)  Event

0  calf is born

15  First insemination 

24
 First calf born. lactation 

starts

27  Second insemination

34  cows dries off

36
 Second calf is born. lacta-

tion starts again

39  Third insemination

Source: University of Guelph

From a production standpoint, the average cow at Almarai produces 40 litres of milk a 
day… which corresponds to slightly more than 12,000 litres milk per year. According to a 
study from the University of Arizona, such yields make Almarai cows the most “productive” 
cows in the world.

60 days a year, a dairy 
cow cannot produce milk

Cows are typically disposed 
after they are 6 years old

Highest milk yields in the world 
for Almarai’s ‘Super Cows’
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Financial analysis and forecasts 

REVEnUES

After having topped the one billion dollar revenue mark for the first time in its history 
in 2007 with SAR 3.8 bn, we expect Almarai’s revenue to grow at an average rate of 19% 
between 2007 and 2012 to reach SAR 8.8 bn in 2012. In other words, we expect the 
company’s revenues to more than double between 2007 and 2012. 
Products which are expected to exhibit the highest growth are bakery products, as we 
expect them to benefit from (1) a rather small base in 2007 (SAR 369 mn) and (2) the 
addition of Vivartia JV revenues, with operations kicking off in 2009. 
We expect fruit juice revenues to develop at an almost 20% average rate for the 
2008-2012 period, on the back of expected strong volume developments and the 
addition of new flavour, which we expect will receive strong reception from the public. 
As for dairy products (fresh and long-life dairies as well as cheese & butter), we forecast 
an average revenue growth of 17% through the projected period, with higher growth in 
2008 and 2009 to account for (1) substantial retail price increases in January 2008 for Saudi 
Arabia fresh milk and laban, and (2) also substantial (albeit smaller) retail price increases for 
those two segments in 2009. For the years 2010 and onward, (1) our retail price increases 
projections are more modest, and (2) yoy milk output growth is declining slowly due to 
a base effect. These combined two factors are responsible for the lower revenue growth 
rate (average 14%) for 2010-2012 period. 

Almarai revenue estimates: 2008-2012e

Source: SHUAA Capital Estimates

GROSS PROFIt

Using our methodology for calculating gross profit (revenues minus direct material costs), 
we forecast Almarai’s gross profit to expand at an average rate of 19% for our projected 
2008-12 period and reach SAR 5.1 bn in 2012 vs. SAR 2.2 bn in 2007. At the same time, 
we expect the group gross margin (1-(direct material costs / sales) to expand in 2008 
and in 2009 on the back of retail price increases in the dairy business (fresh and long-life 
mostly). For the years 2010-2012, our retail price increases are more modest than the one 
we factored in for 2008 and 2009. This, in itself, translates into a mild margin deterioration 
(-26bp in average for the 2010-2012 period) as our retail price increases are, conservatively, 
smaller than our projected direct material costs increases as far as the fresh dairy, long-life 
dairy, fruit juice, cheese and butter and “other” divisions are concerned. 

REVENUE GROWTH PER BUSINESS LINE
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Almarai gross profit and margin, 2007 – 2012e

Source: SHUAA Capital Estimates

As evidenced in the chart below, the group gross profit growth will mostly come on 
the back of increased contribution from the bakery business overtime time, while 
contribution of fruit juices is expected to remain roughly flat at about 7% of group gross 
profit in 2012 as opposed to 6% in 2007. 

Almarai group gross profit breakdown

Source: SHUAA Capital Estimates

If we use Almarai’s methodology, gross profit is expected to grow from SAR 1.5 bn in 
2007 to SAR 3.5 bn in 2012, an average 19% annual growth for the forecast period, with 
higher growth in the first years. As mentioned before, Almarai’s gross profit calculations 
incorporate, on the top of direct material costs, part of operating expenses such as 
employee costs and overheads. The calculation also incorporates non-cash items such as 
D&A (a portion of the total D&A), livestock appreciation, and loss on disposal of livestock. 
On a margin basis, using the company’s methodology, we forecast a gross profit margin of 
40.4% in 2008, declining almost steadily to 39.6% at the end of the forecast period in 2012. 

The table below summarizes gross profit and gross margin assumptions by using both the 
company’s methodology and our methodology.

Almarai gross profit and gross margin calculations using Almarai and Shuaa Capital methodologies: 2002-2012e

 2002 2003 2004 2005 2006 2007 2008e 2009e 2010e 2011e 2012e

Gross profit (Almarai) 687,314 735,363 758,524 846,775 1,074,673 1,493,338 1,900,264 2,355,971 2,776,756 3,148,152 3,467,821

YoY change (%)  7.0% 3.1% 11.6% 26.9% 39.0% 27.2% 24.0% 17.9% 13.4% 10.2%

Gross profit (Shuaa Capital) 992,622 1,078,262 1,132,971 1,254,985 1,586,351 2,167,938 2,755,675 3,421,003 4,034,557 4,590,963 5,079,499

YoY change (%)  8.6% 5.1% 10.8% 26.4% 36.7% 27.1% 24.1% 17.9% 13.8% 10.6%

Gross margin (Almarai) 42.9% 41.9% 40.2% 39.5% 39.0% 39.6% 40.4% 40.4% 40.3% 40.0% 39.6%

YoY change (%)  -101 bp -169 bp -78 bp -48 bp 63 bp 78 bp 5 bp  -18 bp  -26 bp  -44 bp

Gross margin (Shuaa Capital) 62.0% 61.5% 60.1% 58.5% 57.5% 57.5% 58.6% 58.7% 58.5% 58.3% 57.9%

YoY change (%)  -53 bp -138 bp -162 bp -94 bp -3 bp 107 bp 14 bp  -23 bp  -17 bp  -38 bp

Source: Company Data, SHUAA Capital Estimates
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nOn-CASH OPERAtInG ItEMS (excl. D&A) 

As outlined previously, Almarai accounts incorporate non-cash elements related to 
livestock, namely “livestock appreciation”, and “loss on disposal of livestock”. The company 
accounts also incorporate a non-cash line related to the “gain (loss) on disposal of fixed 
assets”, which we put with the two previous items to track the evolution of non-cash 
operating items of the P&L (excluding D&A). We note that this three non-cash operating 
items are typically not disclosed on a quarterly basis, but only on an annual basis. We 
argue that a quarterly disclosure would be beneficial to the “earnings quality” released by 
the company. 

Non-cash operating items excluding D&A totalled almost SAR 139 mn in 2007, a figure we 
project to grow to SAR 220 mn by 2012. The reason underpinning our higher estimates, 
going forward, is that we assume increased “livestock appreciation” to positively impact 
the company’s earnings, as we project Almarai’s herd expanding by about 70% during the 
same 2007-2012. As mentioned already, we forecast the contribution of these non-cash 
operating expenses to the reported operating income to fall from 16% in 2007 to an 
average figure of 14%. 

OPERAtInG InCOME

We project Almarai’s operating income, including non-cash operating expenses to 
expand from SAR 781 mn in 2007 to SAR 1,723 mn in 2012, corresponding to a 17.1% 
CAGR. This corresponds to a reported operating margin of 20.7% in 2007, which we 
expect to decline to 19.6% 

Excluding the impact of non-cash operating items (but after the impact of D&A), 
our operating income forecasts top SAR 1,502 mn in 2012, up from SAR 642 mn, 
corresponding to a CAGR of 18.5%. On this basis, we project the operating margin to hit 
17.1% in 2012, a similar level to the 17.0% achieved in 2007. 

We believe looking at operating income before Zakat, financial charges, and non-cash 
operating expenses (D&A, livestock appreciation, loss on the disposal of livestock, 
gain/loss on the disposal of fixed assets) provides the only accurate picture of the 
cash generated by the company on an operating basis. From this angle, we calculated 
Almarai generated SAR 1,008 mn of earnings in 2007, a figure we project to expand to 
SAR 2,261 mn by 2012, implying a CAGR of 17.5% (a similar pace to the CAGR we expect 
for the company reported operating income during the same period). 

nEt InCOME 

We expect Almarai’s net income to develop from SAR 668 mn in 2007 to SAR 1,519 mn in 
2012. That’s 128% in the space of five years, or a 17.9% CAGR. Our EPS estimates call for 
SAR 13.94 in 2012, up from the SAR 6.12 achieved in 2007. 

If we strip out the impact of non-cash operating items (excluding D&A), we calculated 
Almarai generated SAR 532 mn in 2007, a number we expect to grow to SAR 1,304 mn 
by 2012 (for a CAGR of 19.6%). On an EPS basis, this corresponds to SAR 4.88 in 2007, and 
SAR 11.97 in 2012. 

CAPEX

We forecast Almarai to spend on average SAR 1.2 bn per annum in capital expenditures 
between 2008 and 2012. This is above annual SAR 1.0 bn rate implied by the company’s 
latest communicated business plan to spend SAR 5.0 bn over five years. Our higher capex 
assumptions come on the back of (1) expected increased production capacity in every 
line of business (dairy, fruit juice, bakery), and (2) expectations that the company future 
communication on its capital expenditures program will reflect increased spending – in 
line with what happened over the past few years where every new five-year plan involved 
higher investments than the previous one. 

Operating income 
projected at SAR 1.72 

bn in 2012

Net income expected to 
reach SAR 1.52 bn in 2012

Projected average capex 
of SAR 1.2 bn in 2008-12
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As far as 2007 was concerned, the company spent SAR 1.1 bn. Our assumptions call for 
the set-up of four new dairy farms to be completed respectively by 2009, 2010, 2011 and 
2012-end. We note that under this current set of assumptions, the company’s capital 
expenditures, as a percentage of sales, would go down from 29.2% as of 2007, to 12.0% in 
2012, with an average of 22.1% in the 2008-2010 period. 

We realize that some investors might question such a low capex figure as a percentage of 
sales. However, we have incorporated in our assumptions what we believe are substantial 
capacity expansion plans, as reflected in our absolute higher capex figures. We believe 
peak capex will occur in 2009, when the company will be completing its next dairy farm, 
starting a new one, and also finalizing build up of operations for the JV with Vivartia. This 
will coincide, in our opinion, with the highest level of execution risk as the company will 
be busy doing “lots of things at the same time”. 

Almarai capital expenditures, 20002 – 2012e *

Source: SHUAA Capital Estimates 
* Does not assume full leveraging of the balance sheet

CASH

Almarai ended the year 2007 with a SAR 138 mn gross cash position. We believe that the 
company is keen to maintain a low cash balance, and project the gross cash pile to remain 
at a level of about ~SAR 50-75 mn for the years 2008-2011. 

For the year 2012, our assumptions call for the company to generate a substantial amount 
of cash… with a surplus which we haven’t allocated to any specific investment project 
or acquisitions. However, as we highlighted previously, this excess cash provides gearing 
possibilities, which can provide upside to our valuation. 

Our net gearing ratio projections go from 80% at the end of 2007 down to 12% at the 
end of 2012. As mentioned previously in the report, we don’t believe such a deleveraging 
of Almarai’s balance sheet is likely to take place given (1) the current low interest rate 
environment prevailing in the GCC and Saudi Arabia, and (2) the company’s comfort 
to leverage itself up to 100%, given its solid cash generation capabilities. Again, what 
our estimates do not reflect is either a sizeable acquisition (or several small ones) or 
heightened capital expenditures. 
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DIVIDEnD

Almarai board of Director proposed to increase the dividend form SAR 2.00/share in 2006 
up to SAR 2.50/share for the year ended December 2007 - pending shareholders’ approval 
during the next Annual General Meeting. 
Going forward, we forecast Almarai to increase its dividend payment to SAR 3.00/share 
for the year 2009. We also project it to reach SAR 3.50 per share in 2011. Although we 
expect Almarai to post double digit net income increases every year until the end of our 
forecast period in 2012, we don’t expect the company to raise its dividend every year. The 
company has mentioned in the past that its “high level of investments” will “limit its ability 
to pay a high dividend” to shareholders. 

Almarai Dividend, in SAR/share: 2006-2012e

Source: Company data, SHUAA Capital Estimates 
* Proposal of the Board of Directors, subject to shareholders’ approval at the AGM. 
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SWOt AnALYSIS

Strengths Weaknesses

most favored brand within dairy companies; high brand recognition •

Broad based revenue sources from a diversified product portfolio  •

including fruit juices and bakery 

dominant position in domestic short-life milk, laban, yoghurt, and fruit  •

juice segments

widespread logistics network servicing almost 40,000 clients daily  •

proven innovation capabilities for packaging, products, and flavors •

market share in UAe not as strong as in kSA, especially for fruit juices •

no owned production facility in the UAe •

Bakery business limited to domestic market at present  •

limited presence outside of the gcc. egyptian market, so far, largely  •

untapped by the company

Opportunities Threats

increased health conscious consumer behavior likely to result in increased  •

liquid milk, laban and fruit juice consumption per capita

low interest rate environment and sizeable leveraging potential enable  •

increased investments in the company’s various business lines or 

potential ones. 

Adverse financial conditions for small dairy farms likely to benefit  •

Almarai’s market share. 

increased consumer awareness across the gcc of inflationary pressure on  •

various economic sectors, including food

Rising feedstock prices are eroding margins overtime •

government intervention to limit food retail price increases restricts food  •

company’s pricing power 

potential competition from international food companies eager to set-up  •

gcc-based food production facilities 

increased reliance on lower-margin sales to supermarkets  •

investment in zain Saudi Arabia could lead to a maximum ~SAR 450 mn  •

write off if zain operations in kSA are unsuccessful. 
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Valuation

We initiate coverage on Almarai with a Buy recommendation based on a target price 
of SAR 164.5 per share, implying a 21.4% upside to the current market price. To come 
up with our valuation of Almarai shares, we have utilized the combination of several 
valuations methodologies: Discounted cash flow (DCF), and a peers’ multiples analysis 
under several valuation metrics. We then used our usual a 70/30 respective weighting to 
the outcome of both the DCF and the peers’ average valuation results respectively. 

Almarai today is a clear market leader in the field of dairy and other related food and 
beverage consumer products, and benefits from a valuable and very well established 
brand across the Gulf. We believe that the company will be able to expand further its 
market share going forward, and in the process secure stronger pricing power, further 
efficiencies of scale and strong continued profitability and growth. As a play on the highly 
supportive consumer trends in the Gulf region, the investment case for Almarai is highly 
compelling and is further boosted by the scarcity of comparable plays on the same theme 
in the region. 

Although some investors might view the upside potential as too “limited” to warrant a Buy 
rating and getting into the stock, we reiterate that Almarai possesses earning generation 
upside potential versus our estimates due to the fact that our forecasts do not currently 
incorporate a full utilization of the company’s leverage capacity for either (1) acquisition 
purposes or (2) more aggressive capital expenditures in production assets. 

In order to provide a sense of the magnitude of the earnings upside potential, we 
calculated that - assuming a 15x earnings acquisition multiple - Almarai could acquire, 
under a fully financed transaction for SAR 1.0 bn worth of assets, which, in turn, would 
deliver about SAR 25 mn to the company’s bottom line on a full-year basis (2.5% of our 
2009 net income forecast). Assuming the same SAR 1.0 bn investment but this time 
directed towards an increase in capital expenditure given similar market fundamentals, 
could propel Almarai net earnings further up by about SAR 80 mn on a full-year basis 
once those assets reach their peak of profitability. This represents about 8% of our 2009 
estimated net income for the company and 7% of our 2010 net income estimates. In light 
of these valuation upside factors, the final part of this valuation section touches upon 
a recurring thought: “What does it take for Almarai to be a SAR 200 stock ?” As we detail 
further below, it doesn’t take a lot.

We detail in the following paragraphs our fair value calculation methodology. 

Discounted Cash Flow analysis

First, we have used a discounted cash flow model over a five-year period. We calculated 
a Weighted Average Cost of Capital for Almarai of 8.42%. Our assumptions for the 
company’s WACC calculations are set forth below. 

Almarai calculated WACC assumptions

Risk free rate * 4.30%

Beta 1.00 

Equity risk premium 5.0%

Cost of equity 9.3%

Cost of debt 4.30%

Debt / capitalization 17.5%

Source: SHUAA Capital Calculations 

Using this WACC and a perpetual growth rate of 4%, we came up with a company fair 
value of SAR 168.6/share. Please note that our fair value calculation under the DCF 
methodology treats and takes into account both (1) employees pension obligations and 
(2) operating leases as debt. The sensitivity table corresponding to various WACC and 
growth to perpetuity rates is displayed below: 

Initiate with Buy Rating, 
SAR 164.5 / share fair value

Highly compelling investment 
case as a play on the GCC 

retail/consumer sector

Our DCF points to a fair 
value of SAR 168.6 / share
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Sensitivity table of a DCF valuation

WEIGHTED AVERAGE COST OF CAPITAL

GROWTH TO 
PERPETUITY

168.5 7.4% 7.9% 8.4% 8.9% 9.4%

3.0% 175.7 153.8 136.0 121.2 108.8 

3.5% 199.1 172.1 150.7 133.2 118.7 

4.0% 229.4 195.1 168.6 147.6 130.4 

4.5% 270.1 224.9 191.2 165.3 144.6 

5.0% 327.6 264.8 220.4 187.4 161.9 

Source: SHUAA Capital Estimates. 

Global Peers comparative valuation under several metrics: 

We selected a group of ten globally listed companies (from the US, Europe, Asia) which, 
in our view, are close in profile to Almarai. We then calculated these companies’ average 
trading multiples on several valuation metrics, including P/E, EV/EBITDA, and P/Book. 
Doing this enabled us to “benchmark” Almarai vs. its peers. The results of our calculations 
are detailed below. 

Almarai Global Peers Valuation Metrics 

 P/E  
2008e

P/E  
2009e

EV/EBITDA 
 2008e

EV/EBITDA 
 2009e P/Book (FY07)

Almarai 17.8 14.6 12.3 10.0 4.8

Average incl. Almarai 22.6 18.6 10.8 9.6 4.3

Almarai Peers average 23.0 19.1 10.6 9.5 4.2

Almarai valuation Premium (discount) vs. peers -23% -24% 16% 5% 14%

Source: Reuters, SHUAA Capital Estimates

On our estimates, Almarai trades at a discount vs. its peers on a P/E basis, and at a mild 
premium on both an EV/EBITDA and P/Book basis. 

We then assigned target multiples to Almarai’s earnings on all those three valuation 
metrics, and derived an average valuation, to which we incorporate the book value of the 
stake in Zain Saudi Arabia. Our findings are summarized in the table below.

Almarai’s implied fair value using global peers comparison and target multiples on various valuation metrics 

 Multiple used Implied value / share (SAR)

P/E 2008e 22.0x 167.8

EV/EBITDA 2008e 13.0x 143.9

P/Book (latest) 5.0x 140.1

Average  150.6 

Zain stake (per share) 4.3 

Total  154.9 

Source: SHUAA Capital Estimates

Weighting the various valuations metrics to get our implied 164.5 fair value 
As mentioned above, having performed both the DCF valuation and the global peers’ 
multiples valuations, we assigned a usual 70/30 weighting to both, and came out with our 
fair value of SAR 164.5 per share. 

Almarai shares fair value calculation 

 Value per share (SAR) Weight Value in Target Price (SAR)

DCF 168.6 70% 118.1

Peer Multiple 154.9 30% 46.5

Final Valuation 164.5

Source: SHUAA Capital Estimates
n.a: not applicable

Global peers’ valuation 
point to a SAR 154.9 

/ share fair value
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What does it take for Almarai to be a SAR 200 stock ? 

Many stock market participants have been quite amazed by Almarai’s share performance 
since early 2007. As far as 2008 is concerned, as we note that the company shares are up 
14%, and, aside of having outperformed their reference Tadawul index by 26 percentage 
points, they are also the fourth best performers in Saudi Arabia year-to-date. 

After such a strong ride, the legitimate question in many investors’ mind is: “Is there 
some steam left for the shares“? As we just highlighted above, our calculations point to a 
SAR 164.5 fair value for Almarai shares. But interestingly, we argue that a further ride to the 
SAR 200 level, as some investors question, is not so difficult. 

We list below the four elements which, we believe, may altogether propel the shares to 
the SAR 200 level. We note that at this level, Almarai shares would trade at 21.5x and 14.1x 
respectively, on a P/E and EV/EBITDA basis respectively, using our current 2009 estimates. 

Pricing power:•	  a 1 percentage point of pricing realization for Almarai products in its 
fresh + long life dairy and fruit juice businesses above our estimates translates into 3.9% 
EPS upside to our 2009 estimates. 

Full leveraging of the balance sheet:•	  as highlighted previously, Almarai possess 
respectively SAR 1.0 bn and SAR 1.5 bn of leverage room in 2008 and in 2009 respectively 
to reach a 100% net gearing level. If the company uses this leverage potential to acquire 
for SAR 1.0 bn a company at a 15x P/E multiple translates (everything being equal) into 
2.5% earnings upside to our 2009 earnings. Using the same SAR 1.0 bn for additional 
investments generating a 16% NOPLAT margin and a 0.75x asset turnover ratio yield 
about SAR 80 mn of additional net income when the assets are reaching their normal 
productivity rates. That’s about 8% of our 2009 net income estimates, or 7% on a 2010 
basis. 

Zain Saudi Arabia stake: •	 if Zain Saudi Arabia shares trade at double the SAR 10.0 IPO 
level, this translates into SAR 3.2/share of additional value for Almarai shares. 

Scarcity: •	 we believe some investors are ready to pay a premium for owning scarce 
assets, irrespective of their region or origin nor sector of activity. Almarai is one of the 
only few publicly listed and sizeable large food and beverage companies in the GCC, and 
certainly one of the few sizable consumer plays in the region. As such, the shares will be 
on the radar screen of an investor willing to get exposure to the GCC consumer and retail 
sector boom, on the back of expanding per capita income and purchasing power. 

The fourth performer 
year-to-date on the 
Saudi Stock Market

A ride towards the SAR 200 
mark not so difficult

Four elements might 
altogether propel the 

shares to SAR 200
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Financials

Consolidated Balance Sheet (SAR'000)

 Year-End December 2005 2006 2007a 2008E 2009E 2010E 2011E 2012E

 cash an Bank Balances  41,675  68,026  137,975  50,028  65,216  76,139  74,373  698,628 

 Receivables and prepayments  217,502  221,100  402,502  463,977  574,595  680,310  776,357  864,677 

 inventories  320,981  431,283  733,573  811,960  957,659  1,096,056  1,229,232  1,369,071 

 derivative Financial instruments  -  5,690  938  938  938  938  938  938 

 Total Current Assets  580,158  726,099  1,274,988  1,326,903 1,598,408 1,853,443  2,080,901  2,933,314 

 investments and Financial Assets  -  -  471,074  471,074  471,074  471,074  471,074  471,074 

 intangible Assets - goodwill  -  -  548,636  548,636  548,636  548,636  548,636  548,636 

 Fixed Assets  2,396,258  3,045,810  4,041,132  4,819,145  5,782,958  6,527,385  7,191,548  7,575,358 

 Total Non-Current Assets  2,396,258  3,045,810  5,060,842  5,838,855 6,802,668 7,547,095  8,211,258  8,595,068 

 Total Assets  2,976,416  3,771,909  6,335,830  7,165,758 8,401,076 9,400,538  10,292,159  11,528,382 

 payables and Accruals  370,391  403,378  575,337  760,407  941,698  1,114,953  1,293,929  1,441,128 

 Short Term loans  118,927  110,781  182,348  182,348  182,348  182,348  182,348  182,348 

 derivative Financial instruments  -  -  10,033  10,033  10,033  10,033  10,033  10,033 

 Total Current Liabilities  489,318  514,159  767,718  952,788 1,134,079 1,307,334  1,486,310  1,633,509 

 long Term loans  992,138  1,277,425  2,409,428  2,457,998  2,726,567  2,651,137  1,957,000  1,464,155 

 employes' Termination Benefits  66,201  82,102  104,903  128,506  153,290  179,313  207,157  236,950 

 other long-term liabilities  -  -  -  18,331  37,823  59,634  82,606  106,738 

 Total non-current liabilities  1,058,339  1,359,527  2,514,331  2,604,835 2,917,680 2,890,084  2,246,763  1,807,843 

 Share capital  1,000,000  1,000,000  1,090,000  1,090,000  1,090,000  1,090,000  1,090,000  1,090,000 

 Share premium  -  -  612,000  612,000  612,000  612,000  612,000  612,000 

 Statutory Reserve  212,470  258,936  325,663  408,798  510,226  510,226  510,226  510,226 

 Retained earnings  216,289  634,336  1,034,878  1,510,597  2,150,950  3,003,253  4,353,595  5,872,539 

 other reserve  -  4,759  (9,095)  (9,095)  (9,095)  (9,095)  (9,095)  (9,095)

 Total Shareholders' Equity  1,428,759  1,898,031  3,053,446  3,612,300 4,354,081 5,206,384  6,556,726  8,075,670 

 minority interests  -  192  335  (4,165)  (4,765)  (3,265)  2,360  11,360 

 Total Liabilities & Equity  2,976,416  3,771,909  6,335,830  7,165,759 8,401,076 9,400,538  10,292,159  11,528,382 

 Key Indicators & Ratios: ***

 net debt  1,069,390  1,320,180  2,453,801  2,590,317  2,843,700  2,757,346  2,064,974  947,875 

 net debt (incl. pension)  1,135,591  1,402,282  2,558,704  2,718,823  2,996,990  2,936,659  2,272,131  1,184,825 

 net debt (incl. pension, oBd*)  1,199,001  1,491,922  2,691,222  2,864,593  3,157,336  3,113,040  2,466,151  1,398,246 

Net debt / equity 74.8% 69.6% 80.4% 71.7% 65.3% 53.0% 31.5% 11.7%

 net debt (incl. pension) / equity 79.5% 73.9% 83.8% 75.3% 68.8% 56.4% 34.7% 14.7%

 net debt (incl. pension, oBd) / equity 83.9% 78.6% 88.1% 79.3% 72.5% 59.8% 37.6% 17.3%

 Return on average equity (RoAe) 28.4% 27.9% 27.0% 24.9% 25.5% 24.7% 23.0% 20.8%

 Return on average equity (RoAe) (excl. 
non-cash items) **

21.7% 21.2% 21.5% 20.8% 21.2% 20.6% 19.3% 17.8%

 Return on average Assets (RoAA) 14.4% 13.8% 13.2% 12.3% 13.0% 13.2% 13.7% 13.9%

 Return on average Assets (RoAA) (excl. 
non-cash items) **

11.0% 10.5% 10.5% 10.3% 10.9% 11.0% 11.5% 12.0%

 * OBD = Off Balance Sheet Debt
** Non-cash items relate to P&L non-cash elements such as appreciation of livestock, loss on disposal of livestock and profit/loss on disposal of fixed assets
*** (SAR'000 unless specified otherwise):
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Consolidated Income Statement (SAR'000, unless otherwise stated)

 Year to December 2005 2006 2007a 2008E 2009E 2010E 2011E 2012E

 Revenues  2,146,113  2,756,935  3,769,833  4,704,211  5,825,759  6,897,591  7,871,401  8,766,860 

 cost of good sold (reported)  (1,299,338)  (1,682,262)  (2,276,495)  (2,803,947)  (3,469,787)  (4,120,835)  (4,723,249)  (5,299,039)

 Gross Profit (reported)  846,775  1,074,673  1,493,338  1,900,264  2,355,971  2,776,756  3,148,152  3,467,821 

 cost of goods sold (Shuaa capital)  (891,128)  (1,170,584)  (1,601,895)  (1,948,536)  (2,404,756)  (2,863,033)  (3,280,437)  (3,687,361)

 Gross Profit (Shuaa Capital)  1,254,985  1,586,351  2,167,938  2,755,675  3,421,003  4,034,557  4,590,963  5,079,499 

 Selling and distribution expenses  (322,349)  (423,181)  (570,149)  (736,111)  (930,506)  (1,099,817)  (1,248,255)  (1,379,314)

 general and administration expenses  (92,523)  (116,760)  (142,451)  (188,621)  (240,294)  (288,631)  (334,215)  (366,009)

 Operating income  431,903  534,732  780,738  975,532  1,185,171  1,388,308  1,565,682  1,722,498 

 of which depreciation & Amortization  (220,757)  (288,122)  (366,525)  (425,670)  (528,943)  (612,217)  (694,566)  (759,016)

 Operating income before D&A 
(reported)

 652,660  822,854  1,147,263  1,401,202  1,714,114  2,000,525  2,260,248  2,481,514 

 non-cash oper. items (excl-d&A) 
reported within oper. costs

 93,772  114,360  138,841  141,455  174,030  201,717  220,075  220,127 

 impact from zain Saudi Arabia  -  -  (10,326)  (18,331)  (19,491)  (21,812)  (22,972)  (24,132)

 Financial result  (35,564)  (55,915)  (84,534)  (107,619)  (126,392)  (150,737)  (137,365)  (108,494)

 Profit before Zakat  396,339  478,817  685,878  849,582  1,039,288  1,215,760  1,405,345  1,589,872 

 zakat  (10,237)  (13,687)  (18,079)  (22,227)  (27,007)  (31,457)  (36,254)  (40,928)

 minority interests  -  (402)  (530)  4,000  2,000  (5,000)  (18,750)  (30,000)

 Net Income (total)  386,102  464,728  667,269  831,355  1,014,281  1,179,303  1,350,342  1,518,944 

number of shares ('000)  100,000  100,000  109,000  109,000  109,000  109,000  109,000  109,000 

Total EPS (SAR)  3.86  4.65  6.12  7.63  9.31  10.82  12.39  13.94 

Dividend Per Share  -  2.00  2.50  2.50  3.00  3.00  3.50  3.50 

 
Key ratios:

 Year to December 2005 2006 2007a 2008E 2009E 2010E 2011E 2012E

Growth:

Revenues 13.8% 28.5% 36.7% 24.8% 23.8% 18.4% 14.1% 11.4%

gross profit (reported) 11.6% 26.9% 39.0% 27.2% 24.0% 17.9% 13.4% 10.2%

gross profit (Shuaa capital) 10.8% 26.4% 36.7% 27.1% 24.1% 17.9% 13.8% 10.6%

eBiT (reported) 8.9% 23.8% 46.0% 24.9% 21.5% 17.1% 12.8% 10.0%

eBiTdA (reported) 8.5% 26.1% 39.4% 22.1% 22.3% 16.7% 13.0% 9.8%

profit Before zakat (reported) 4.4% 20.8% 43.2% 23.9% 22.3% 17.0% 15.6% 13.1%

net income (reported) 4.3% 20.4% 43.6% 24.6% 22.0% 16.3% 14.5% 12.5%

Margins & Profitability:

gross margin (reported) 39.5% 39.0% 39.6% 40.4% 40.4% 40.3% 40.0% 39.6%

gross margin (Shuaa capital) 58.5% 57.5% 57.5% 58.6% 58.7% 58.5% 58.3% 57.9%

eBiT margin 20.1% 19.4% 20.7% 20.7% 20.3% 20.1% 19.9% 19.6%

eBiTdA margin (reported) 30.4% 29.8% 30.4% 29.8% 29.4% 29.0% 28.7% 28.3%

net margin (reported) 18.0% 16.9% 17.7% 17.7% 17.4% 17.1% 17.2% 17.3%

Roic 17.8% 17.5% 17.6% 17.0% 17.9% 18.3% 18.7% 18.5%

Roic (adj. for goodwill) 17.1% 16.8% 17.2% 16.6% 17.6% 18.0% 18.4% 18.3%

Valuation

p/e  35.1x  29.2x  22.1x  17.8x  14.6x  12.5x  10.9x  9.7x 

BvpS  14.3  19.0  28.0  33.1  39.9  47.8  60.2  74.1 

p/Bv  9.48x  7.14x  4.84x  4.09x  3.39x  2.84x  2.25x  1.83x 
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