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Almarai Company
Higher Cost of sales reduce the profitability

3Q21 profit lower than our estimate

Almarai Net Profit has decreased by 34.2% YOY to SAR409 Mn
in 3Q21 from SAR622 Mn in 3Q20, missing our estimate by
17.8%, This decrease is due to higher Cost of sales.

P&L highlights

The Revenue for 3Q21 has increased slightly by 2% YOY to
SAR3,942 Mn from SAR3,863 Mn in 3Q20. While the Cost of
Sales increased by 13.5% YOY reaching SAR2,666 Mn in 3Q21,
as compared to SAR2,348 Mn in 3Q20. Resultantly, the Gross
Profit declined by 15.8% YOY to SAR1,276 Mn in 3Q21 from
SAR1,515 Mn in 3Q20. While the Selling & Distribution Expenses
increased slightly by 0.8% YOY to SAR732 Mn in 3Q21 from
SAR726 Mn in 3Q20. Depreciation has decreased by 2.3% YOY
to SAR527 Mn in 3Q21 from SAR539 Mn in 3Q20. Therefore, the
EBITDA has declined by 19.3% YOY to SAR1,071 Mn from
SAR1,328 Mn in 3Q20, with an EBITDA margin equal to 27.2%
in 3Q21 compared to 34.4% in 3Q20. Thus, the Operating Profit
has decreased by 31% YQOY to SAR544 mm, as compared to
SAR789 Mn in 3Q20, with an OPM equal to 13.8% in 3Q21 from
20.4% in 3Q20. Investment & Other Income declined by 48.7%
YOY to SAR20 Mn in 3Q21. Whereas the Finance Cost declined
by 28.1% reaching SAR85 Mn as compared to SAR118 Mn in
3Q20. Impairment Cost recorded SAR6 Mn in 3Q21 as compared
to a positive SAR1 Mn in 3Q20.

Balance sheet highlights

Total Assets have decreased by 4.7% YOY to SAR31.99 Bn in
3Q21 from SAR33.55 Bn in 3Q20. Total Liabilities have declined
by 11.6% YOY to SAR15.6 Bn in 3Q21 compared to SAR17.67
Bn in 3Q20. Equity increased by 3% YQOY to SAR16.37 Bn from
SAR14.59 Bn in 2Q20.

Target price and rating

We assigh a HOLD rating on Almarai Company, with a target
price of SAR56.00. Almarai has carefully strategized to minimize
disruption during the COVID-19 era. The Company has formu-
lated steps to ensure it can optimize its strategy. During 2021,
the Company managed to maintain its market share in KSA with
no. 1 position in all of its products such as Laban, Fresh Milk etc.
This a demonstration of the resilience of the Company. The Net
Profit has witnessed a decline of 34.2% YQOY to SAR409 Mn in
3Q21, down from SAR622 Mn in 3Q20. It was mainly due to in-
crease in Cost of Sales and overheads. The Total Revenue grew
by 2% YQY to SAR3,942 Mn in 3Q21, up from SAR3,863 Mn in
3Q20. The Volume decreased by 1% YOY and the Prices of prod-
ucts increased by 2% YQY. As a result, it had an offsetting effect
and contributed positively to the Revenue growth. The Company
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Financial Ratios

Dividend Yield (12m) 1.88
Dividend Pay-out (%) 50.39
Price-Earnings Ratio (x) 32.45
Price-to-Book Ratio (x) 3.36
Book Value (SAR) 15.86
Return-on Equity (%) 10.34
Earning Per Share (SAR) 1.64
Beta 0.75

Stock Performance

5 Days 1.52%
1 Months -8.73%
3 Months -9.51%
6 Months 2.50%
1 Year -8.10%
Month to Date (MTD) -8.10%
Quarter to Date (QTD) -8.10%
Year to Date (YTD) -2.91%
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mainly generates revenue from KSA, Other GCC and Others. However, KSA accounts for 63% of the
total Revenue, followed by Other GCC with 19% and Others by 18% of the total Revenue. The GCC
segment witnessed challenges, however, the Egypt, Jordon and Alfalfa segment recorded double
digit growth that helped overcome the low GCC numbers. As per products, the highest contributor
to total Revenue is Fresh Dairy with 35% contribution, followed by Poultry at 14%, Bakery at 12%
etc. The Bakery segment grew by 11% in 3Q21, as compared to 3Q20. The Life Long Dairy segment
grew by 10%. The Fresh Milk and Food segments however declined by 2% and 12% respectively,
pressuring the growth rate. However, the increase in Bakery growth due to schools reopening offset
the decline in other food category. The Traditional trade channel amounts for 56% of the total Reve-
nue, followed by Modern Trade at 21%, Food service at 13% and lastly Other/Exports at 10%. The
significant growth in Food Service segment outweighed the losses from Traditional Trade and Mod-
ern Trade segments. The Cost of Sales increased by 13.5% YOY to SAR2,666 Mn in 3Q21, up from
SAR2,348 Mn in 3Q20. As a result, the Gross Profit was negatively pressured by 15.8% YOY to
SAR1,276 Mn in 3Q21, down from SAR1,515 Mn in 3Q20. The Gross Profit Margin declined signifi-
cantly to 32.4% in 3Q21, down from 39.2% in 3Q20. The Operating Profit declined by 31% YOQOY to
SAR544 Mn in 3Q21, down from SAR789 Mn in 3Q20. It was mainly driven by lower subsidies in
2021. Furthermore, higher feed costs and commodity costs negatively impacted the Operating Profit
in 3Q21. As a result, the Operating Profit Margin declined to 13.8% in 3Q21, down from 20.4% in
3Q20. The Finance costs declined by 28.1% YOY mainly due to lower funding rate and decline in
debt level. The NCI contribution was due to Egypt and Jordon’s improved performance that was at-
tributable to the shareholders of Almarai Co. As a result, the Net Income declined by 34.2% YOY to
SAR409 Mn in 3Q21, down from SAR622 Mn in 3Q20. The Net Profit was impacted by Market trends
and Economical and External factors. The Market trends include the decline in Volume and sales mix
that negatively impacted the Net Profit. The Company increased its profits via its Prices. The Eco-
nomical and External Factor include reduction in subsidy and increase in commodity prices and Alfal-
fa. These attributes mainly impacted the profitability levels in 3Q21, with a decline of SAR46 Mn and
SAR130 Mn, respectively. The Working capital increased by 1.1% YOY to SAR3,088 Mn in 3Q21, up
from SAR3,053 Mn in 3Q20. Almarai has demonstrated stable Working capital flow over the years.
As of 3Q21, the Working capital as a % of sales is 20%. The Company is investing in its operations
and has increased its CAPEX 74.9% YOY to SAR292 Mn in 3Q21, up from SAR167 Mn in 3Q20. The
CAPEX as a % of Net sales stood at 7%, slightly higher than 2020. The CAPEX cash has declined
over the years as per the Company’s 5-year plan and available capacity footprint. The additional
CAPEX is mainly related to utilities, production lines and vehicles. The Company has announced
SAR6.6 Bn as Expansionary CAPEX for its Poultry segment, that is expected to commence soon.
The Free Cash Flow has increased by 3.3% YOY to SAR815 Mn in 3Q21, up from SAR789 Mn in
3Q20. The FCF to Sales ratio stood at 21% in 3Q21, higher than previous levels at 18%. The Oper-
ating Cash flow increased by SAR4.7 Bn in 3Q21, at the backdrop of improved Working Capital man-
agement. The Net Debt has declined to SAR9,773 Mn in 3Q21. The Net Debt to EBITDA stood at
2.6x in 3Q21, down from 2.7x in 2020. The Net debt to Equity ratio has declined to 61% in 3Q21,
down from 66% in 2020. In April, around SAR1 Bn were approved as dividends to be paid, that
amounts to SAR 1 per share. By the end of April, SAR978.1 Mn were distrusted. The excess cash of
SAR2.4 Bn were used to lower the debt level. This is in line with Almarai’s target to reduce the Net
Debt to EBITDA below 2.5x by 2021. Therefore, we assign a HOLD rating on the stock.

Almarai - Relative Valuation

(at CMP) 2017 2018 2019 2020 2021F
PER (x) 25.1 27.0 29.2 26.5 30.3
P/BV (x) 3.7 3.9 3.7 34 31
Dividend yield 1.4% 1.6% 1.6% 1.9% 1.9%

FABs Estimate & Co Data
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Almarai - P&L

SAR mm 3Q20 2Q21 3Q21 3Q21F Var. YOYCh QOQCh 2020 2021F YOYch
Sales 3,863 4,006 3,942 4,055 -2.8% 2.0% -1.6% 15,357 15,512 1.0%
Cost of Sales -2,348 -2,650 -2,666 -2,669 -0.1% 13.5% 0.6% -9,821 -10,336 5.2%
Gross profit 1,515 1,356 1,276 1,387 -8.0% -15.8% -5.9% 5,536 5,176 -6.5%
Selling & overhead expenses -726 -740 -732 -740 -1.1% 0.8% -1.1% -2,910 -2,882 -1.0%
EBITDA 1,328 1,132 1,071 1,167 -8.2% -19.3% -5.4% 4,575 4,429 -3.2%
Depreciation & Amortization 539 516 527 520 1.3% -2.3% 2.2% 1,950 2,135 9.5%
Operating profit 789 616 544 647 -159% -31.0% -11.7% 2,625 2,294 -12.6%
Investment & other income -39 -20 -20 -25 -20.8% -48.7% -1.5% -77 -89 16.1%
Financial costs (net) -118 -93 -85 -91 -7.0% -28.1% -9.3% -496 -350 -29.5%
Impairment 1 6 -6 -3 109.7% NM -212.4% -24 10 -141.4%
Profit before zakat 633 508 433 528 -17.9% -31.6% -14.7% 2,028 1,865 -8.0%
Zakat -18 -18 -23 -24 -4.8% 24.4% 24.9% -92 -87 -5.9%
Profit before N-C interests 615 490 411 504 -18.6% -33.2% -16.2% 1,936 1,778 -8.1%
Non-controlling interests 6 -8 -2 -7 -74.8% NM -78.1% 49 -14 -129.3%

Profit attributable -34.2%

FABS estimate & Co Data

Almarai - Margins 3Q20 2Q21 3Q21 YOY Ch QOQ Ch 2020 2021F Change
Gross margin 39% 34% 32% -685 -148 36% 33% -268
Operating margin 34% 28% 27% -720 -108 30% 29% -124
Net margin 20% 15% 14% -661 -157 17% 15% -231

FABS estimate & Co Data
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Research Rating Methodology:

Rating Upside/Downside potential
BUY >15%

ACCUMULATE >10% to 15%

HOLD 10% to -5%

REDUCE <-5%
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DISCLAIMER

This report has been prepared by FAB Securities (FABS), which is authorised by the UAE Securities and
Commodities Authority, licensing registration humber 604002, and is a member of the Abu Dhabi Securi-
ties Exchange and Dubai Financial Market. The information, opinions and materials contained in this re-
port are provided for information purposes only and are not to be used, construed, or considered as an
offer or the solicitation of an offer or recommendation to sell or to buy or to subscribe for any investment
security or other financial instrument. The information, opinions and material in this report have been
obtained and derived from publicly available information and other sources considered reliable without
being independently verified for their accuracy or completeness. FABS gives no representation or war-
ranty, express or implied, as to the accuracy and completeness of information and opinions expressed in
this report. Opinions expressed are current as of the original publication date appearing on the report
only and the information, including the opinions contained herein, are subject to change without notice.
FABS is under no obligation to update this report. The investments referred to in this report might not be
suitable for all recipients. Recipients should not base their investment decisions on this report and
should make their own investigations, and obtain independent advice, as appropriate. Any loss or other
consequences arising from the uses of material contained in this report shall be the sole and exclusive
responsibility of the recipient and FABS accepts no liability for any such loss or consequence. The value
of any investment could fall as well as rise and the investor may receive less than the original amount
invested. Some investments mentioned in this report might not be liquid investments, which could be
difficult to realise in cash. Some investments discussed in this report could be characterised by high lev-
el of volatility, which might result in loss. FABS owns the intellectual property rights and any other mate-
rial contained in this report. No part of this report may be reproduced, utilised or modified in any form
either in whole or in part or by any electronic, mechanical or other means, now known or hereafter in-
vented, including photocopying and recording, or stored in any retrieval system without the prior con-
sent of FABS in writing. While utmost care has been taken to ensure that the information provided is
accurate and correct, neither FABS, nor its employees shall, in any way, be responsible for the contents.
By accepting this document, the recipient agrees he/she has read the above disclaimer and to be bound
by the foregoing limitations/restrictions.
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