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Almarai posted last week strong Q2 08 results, with YoY net income growth of 42% •	
beating our estimates by 7%, after outpacing them by 6% already in Q1 08. In light of these 
stronger than expected fundamentals and our increased confidence in the various business 
lines momentum, we are raising our 2008-10 EPS estimates by an average 8%. We view 
2008 earnings consensus too low by at least 12%. Our new estimates imply 2008 earnings 
of SAR 911 mn, and close to SAR 1.1 bn for 2009, well above current market expectations.

Announced results to-date reinforce our view that Almarai is a good defensive play •	
given the resilient nature of its integrated dairy business, alongside its recently acquired 
bakery business. At the same time, Almarai possesses a compelling growth profile due to its 
aggressive expansion (organic and non organic) and market share gains, both translating 
into a pleasing earnings growth. We like this rather unusual profile duality, especially in an 
environment of both regional geopolitical and global financial markets uncertainties. 

Risks to our thesis include any slowdown in demographic growth as a result regional •	
geopolitical tensions, government imposed price caps at a time of rising input costs, 
heightened competitive pressure and the possibility of any price wars and any outbreak of 
disease that may impact herd numbers. 

On the back of our updated estimates, we raise our target fair value to SAR 188.8 per •	
share, up 15% from our previous SAR 164.5 target, and representing a 17% upside to the 
most recent closing price on the stock. We reiterate our buy recommendation on Almarai. 
Although the stock has gained 35% YTD and 22% since our initiation (compared to -17% 
and -6% for Tadawul respectively), we believe that the investment case remains very 
compelling and that any market driven weakness should be viewed as an opportunity to 
accumulate. 

General Update

Raising estimates and Fair Value target
Almarai (2280.SE)
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Dec-10E 1,270,563 5,449,719 11.66 50.0 13.7 3.21 3.0

Dec-09E 1,086,478 4,506,156 9.97 41.3 16.1 3.88 3.0

Dec-08E 911,232 3,692,178 8.36 33.9 19.2 4.73 2.5

Dec-07 667,269 3,053,446 6.12 28.0 26.2 5.72 2.5

Current Price (SAR) 161.25

52-week high (SAR) 180.00

Number of shares (mn) 109

Free Float (%) 27.50%

Market Cap (SAR' mn) 17,576 

Market Cap (USD' mn) 4,687 

Dividend Yield (%) 1.6%
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Business Update

Dairy Segment: Almarai’s GCC market share expansion continues

We believe Almarai has been able to grow its milk output by more than 20% in H1 08, 
with the most likely significant market share gains in the dairy side of the business being 
in long-life products (revenues expanded 62% YoY in H1), where the company has, 
historically not been as strong as in short-life products. In the meantime, we also expect 
the company to have gained some market share in the cheese and butter business (sales 
up +40% YoY in H1) as well as in fresh dairy (+30% YoY revenue growth in H1).

We estimate Almarai to be the GCC dairy market leader, with a corresponding 23% market 
share in 2007, which we see expanding to 27% in 2008 and in the low 30%’s by 2012, as 
it continues to invest aggressively in the expansion of its herd, dairy farms (the company 
had almost 100k cows as of June this year, which we see growing to the mid-150k by the 
end of 2012), processing facilities, and remains the GCC consumers’ most popular dairy 
brand (as per market survey results). 

Source: SHUAA Capital estimates

Almarai products back on Carrefour shelves across the GCC: a positive.

Following several months of commercial dispute with Carrefour, Almarai products are 
back on Carrefour (France’s largest super and hypermarket chains, also one of the GCC’s 
leading retail chains) shelves since July 10th. We believe this is good news for Almarai as 
this single customer could, according to our calculations, be responsible for SAR 60-80 mn 
of revenues for 2008 (we have factored this into our estimates), and for a figure well into 
the SAR 100 mn on an annualized basis. We don’t expect these amounts to show-up fully 
on Almarai results as we believe some cannibalization effect between Carrefour and other 
hypermarkets chains could occur when stores are located in close vicinity. However, we 
believe it is likely that 75-80% of the revenues originating from Carrefour would translate 
into new revenues for Almarai’s top line. 

New five-year capex program; Al Danah farm expansion slated for completion in Q1 09

Almarai management approved in June a SAR 6 bn capex plan for the five-year period 
2009 – 2012. The previous plan was indicating SAR 5 bn for the 2008 – 2012 period. 
This increase did not come to us a surprise, given Almarai’s ambitions to aggressively 
pursue its expansion across its three business lines (dairy, fruit juices, bakery). Our current 
assumptions for 2008 - 2012 period call for an annual average capex of SAR 1.3 bn, 
conservatively slightly above the company’s indicative SAR 1.2 bn/annum average.
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With regards to short-term capex spending, Al Danah farm (one of Almarai’s six dairy 
farms) is currently undergoing its Phase III expansion, which we believe will be completed 
by the first quarter next year and will provide room for an additional 7,500 dairy cows. 
We do not believe this additional capacity will provide some relief to Almarai’s already 
saturated farm facilities as we expect the new premises to be fully utilized rapidly as the 
company needs to meet/cope with strong consumer demand for its dairy products. 

Fruit juices business momentum intact in H1

In H1 08, one of the surprises to us was the pace of growth of the fruit juice business, 
posting almost 70% YoY revenue growth in both Q1 and Q2. This led us to adjust our 2008 
full year sales growth assumptions from +39% previously to +61%. We believe the upside 
to our revenues assumptions lies more in pricing realization than volumes, and we are 
currently comfortable with our expected volume growth assumptions for this business in 
2008, implying – as witnessed in the dairy business - significant GCC market share gains. 
We still expect Almarai to control about 18% of the GCC fruit juice market in 2008, up from 
14-15% in 2007, and to expand its share to 21% by 2010.

Almarai estimated GCC Fruit Juice segment market share, 2007 – 2010.

2007E 2008E 2010E

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

We note that the company is progressively removing long-life fruit juices out of its 
product offering. We view this is as a positive given that it will free-up production capacity 
for short-life fruit juices, which are in much higher demand and typically command higher 
pricing.

We also note that after a two months delay, Almarai will by the end of the summer 
introduce a new fruit juice flavor, catching up with some of its competitors who already 
carry the product. We expect this new flavor to give an additional boost to the company’s 
segment volumes.

Bakery products progressively deployed across the GCC

Bakery sales came below our expectations in Q1 but surprised on the upside in Q2 with 
almost 50% YoY growth, helped by the roll-over of the products to Kuwait in the quarter. 
We expect Almarai to finalize the introduction of its Western Bakery products across the 
GCC in the next twelve months, with the UAE market a target for the end of this year. 

We are hiking our FY 08 bakery revenues growth assumptions from +31% YoY to +44% 
YoY, to account for the momentum of this new business. Next year should also witness 
the launch of the Vivartia JV operations (60% owned by Western Bakeries), expanding 
Almarai’s current bakery product range to more savory products such as hamburgers and 
sandwiches. We believe the JV will contribute SAR 100 mn to Almarai revenues in 2008 
(with an expected single digit SAR mn negative impact to Almarai’s bottom line) and 
SAR 250 mn of the expected SAR 1.03 bn bakery revenues by 2010. 



July 14th, 2008   4

Almarai

What has changed in our estimates? 

We have revised our estimates, resulting in an average 8.2% increase to our 2008, 2009 
and 2010 EPS forecasts. Most of our increase results from higher revenue assumptions 
across the company’s three businesses (dairy, fruit juices, bakery). Our margin assumptions 
are largely unchanged. 
 
We note that our new 2009 estimates do not fully reflect significant price increases for 
the company’s dairy products, while we believe there is a high probability that GCC dairy 
prices (such as milk, laban) may experience such an increase at the end of this year or 
early next – similar to what occurred at the end of 2007 / early 2008.

The table below summarizes our estimates changes at the top and bottom line levels. 

Top and bottom line estimates revision, 2008 – 2012

 2007A 2008E 2009E 2010E 2011E 2012E

New Estimates:  

Sales (mn) 3,770 5,185 6,417 7,559 8,597 9,558

Net Income (mn) 667 911 1,086 1,271 1,446 1,643

EPS 6.12 8.36 9.97 11.66 13.27 15.07 

Old Estimates:  

Sales (mn) 3,770 4,704 5,826 6,898 7,871 8,767

Net Income (mn) 667 831 1,014 1,179 1,350 1,519

EPS 6.12 7.63 9.31 10.82 12.39 13.94 

% Change (New vs. Old)  

Sales 0.0% 10.2% 10.1% 9.6% 9.2% 9.0%

Net Income 0.0% 9.6% 7.1% 7.7% 7.1% 8.1%
Source: SHUAA Capital 
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Valuation

New SAR 188.8 Fair Value Target; Upside risk to SAR 214

On the back of our updated estimates, we raise our target fair value to SAR 188.8 per 
share, up 15% from our previous SAR 164.5 target, and representing a 17% upside to the 
most recent closing price on the stock. We reiterate our Buy recommendation on Almarai.

We view Almarai as a highly defensive play given the resilient nature of its integrated 
dairy business, alongside its recently acquired bakery business. At the same time, Almarai 
possesses a compelling growth profile due to its aggressive expansion (organic and 
non organic) and market share gains, both translating into pleasing earnings growth 
momentum. We like this rather unusual profile duality. 

We warn investors of our belief that consensus is currently too low by at least 12% for 
2008, and that the market is not yet factoring that Almarai might generate more than 
SAR 900 mn of net income this year (we call for SAR 911 mn, +36.6% YoY)

As in our March 10 initiation report, we have used a combination of peer group 
comparison (we look at 10 globally listed food/dairy companies) and Discounted Cash 
Flow valuation methodologies to come up with these new estimates. Please note that 
while we previously accounted for Almarai’s 2.5% stake in Zain Saudi Arabia at book value, 
we now factor it in at market value. This, in itself, is responsible for a SAR 4.1/share upside 
to our valuation.

At our Fair Value target level (and excluding the contribution from Zain Saudi Arabia), 
Almarai shares are trading at 21.7x 2008 earnings and 18.2x 2009 earnings. This represents 
a 29% and 19% premium to its peers for 2008 and 2009, respectively, a premium we 
believe warranted by (1) the company’s superior profitability and (2) above peers’ growth 
rates.

Almarai Shares Fair Value calculation:

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

DCF 189.7 70% 132.7

Peer Multiple 186.9 30% 56.1

Final Valuation 188.8
Source: SHUAA Capital estimates

With regards to our DCF calculations, our WACC assumptions are set forth in the table 
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 4.70%

Debt / capitalisation 18.4%
Source: SHUAA Capital estimates



July 14th, 2008   6

Almarai

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

Sensitivity Table of a DCF Valuation: 

GR
OW
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 TO
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WEIGHTED AVERAGE COST OF CAPITAL

187.3 7.8% 8.3% 8.8% 9.3% 9.8%

3.0% 198.5 175.4 156.4 140.4 126.8 

3.5% 221.9 194.0 171.5 152.8 137.2 

4.0% 251.5 216.9 189.7 167.6 149.3 

4.5% 290.1 245.9 212.1 185.4 163.8 

5.0% 342.7 283.8 240.5 207.4 181.3 
Source: SHUAA Capital estimates

The case for Almarai shares at SAR 214

As we did in the last section What does it take for Almarai to be a SAR 200 stock ? of our 
March 10 initiation coverage, we wished to highlight and quantify the upside risk to our 
new SAR 188.8 Fair Value target. We see upside risk to the SAR 214 level, based on the 
following factors: 

Pricing Power:•	  a 1 percentage point of pricing realization for Almarai products 
in its fresh + long life dairy and fruit juice businesses above our forecasts translate 
into 4.0% of EPS upside to our 2009 estimates, or SAR 7.2 / share of Fair Value.  

Full leveraging of the balance sheet: •	 Almarai possesses, according to our cal-
culations, respectively SAR 0.8 bn and SAR 1.5 bn of leverage capacity in 2008 and 
2009, in order to reach a 100% net gearing level (a level with which it is comforta-
ble). If Almarai uses this leverage potential to acquire for SAR 0.8 bn an target entity 
at a 15x P/E, this would translate - everything being equal - to a 1.9% upside to our 
2009 estimates. Using the same SAR 0.8 bn for additional investments generating 
a 16% NOPLAT margin and a 0.75x asset turnover ratio yield about SAR 69 mn of 
additional net income when the assets are reaching their normal productivity rates. 
This is respectively 6.3% and 5.4% of our 2009 and 2010 net income estimates. 
The average upside to our 2009 estimates by leveraging the balance sheet either 
through acquisitions or additional investments is therefore 4.1%, equivalent to 
SAR 7.8/share. Running the same calculations with SAR 1.5 bn of additional lever-
age would have yielded an average 6% upside to our 2010 estimates, equivalent to 
SAR 10.9/share of Fair Value.  

Scarcity: •	 we believe some investors are ready to pay a premium for owning 
scarce assets, irrespective of their region of origin or sector of activity. Almarai is 
one of the only few publicly listed and sizeable large food and beverage compa-
nies in the GCC, and certainly of the few sizeable consumer plays in the region. We 
believe institutional investors are increasingly getting familiar with the company, 
its business model, and progressively recognize both (1) its capacity to generate 
significant year-on-year earnings growth and (2) its higher profitability (on an EBIT 
or EBITDA basis) than some of the big European players such as Danone or Nestle, 
although those are larger in size. 
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Risks to our thesis

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

The most significant risk lies in slowing GCC demographics as the current net positive 
influx of population is sustaining, on the top of increasing purchasing power, consumers 
retail spending momentum. Another regional conflict would create geopolitical 
turmoil, which, if it was to materialize, could act, in our opinion, as an incentive for some 
expatriates to leave the GCC and disincentives others to come – notwithstanding the 
negative impact generated by a likely drop in tourists in the region. 

The second most significant risk, in our opinion, lies in local GCC governments who might 
attempt to regulate dairy products prices by implementing measures such as price caps, 
at a time when dairy companies’ input costs are reaching new highs due to increased 
global agricultural commodity prices. Although this risk is significant and is actually the 
most commonly feared by investors with whom we interact, we believe its probability of 
occurring is somewhat limited. 

The third risk is a price war in the dairy sector, which could be spurred by new entrants. 
Here again, we see this risk as fairly limited given that (1) sizeable investments are 
required to be a successful player in the dairy business (setting-up/acquiring production, 
processing and distribution assets, building a brand), (2) the relative short-life of dairy 
products and (3) cost inflation faced by producers… (a very effective deterrent against a 
price war, in our opinion). 

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