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Target Price: SAR160/share
Current Price: SAR119.4/share
Upside: 34% (+Div. Yield: 2.8%)
Rating: Overweight

Alamar Food Company (Alamar)

Quality franchise with superior metrics

. Alamar is a leading QSR in KSA with future expansion across the MENAP region through
globally renowned Domino’s and Dunkin’ brands.

. The company has a proven track record of delivering high same-store sales growth with
a negative cash conversion cycle, helping generate strong FCF, and has no debt, given
expansions through store leasing.

= We use the DCF method to arrive at our target price of SAR 160/share (which implies a
25x on our 2023e EPS) and initiate with an Overweight rating.

Growth focus intact: Alamar has increased its store count by 30% in the last 3.5 years (around
600 stores currently from 435 in 2018) and plans to continue its growth by expanding in
current/newer markets. We forecast a total of 769 stores by 2025 (36% growth from 2021
levels). Domino’s contributed ~91% of revenues and the later added Dunkin’ brand in Egypt and
Morocco contributed 7% in 2021 (12% by 2025€). 80% of the revenues came from KSA (67%)
and UAE (13%) in 2021.

Value brand: Despite new entrants in the QSR pizza space, by positioning itself as a value brand
with a focus on innovation and efficiency, the company has maintained its market leadership
position (43% share of the KSA pizza market in 2021). The company witnessed a strong sales
per store growth of 12% y/y in 2021 and ~20% in 1H 2022, mainly coming from volumes. Given
that a part of expansions is to come from outside KSA where margins could be lower, we
conservatively forecast gross margins to decline over the years even as pressure from
commodities ease, stores mature, and royalty as % of sales decline.

Valuation and risks: The stock is trading at SAR119.4/sh. above IPO price of SAR115/sh. We
factor in a revenue CAGR of ~20% during 2021-25 and profit growth of ~15% during the same
period. The company trades at 21x P/E (12m fwd.), lower than global QSRs (25x). Key downside
risks include an increase in competition, cost of raw materials, change in the expansion plans,
and currency fluctuations in the newer markets where the company is expanding.

Figure 1: Key financial metrics

Revenue 695 868 1,138 1,359
Revenue growth 18% 25% 31% 19%
Gross Profit 231 307 400 469
Gross Profit margin 33.2% 35.4% 35.1% 34.5%
EBITDA 180 242 289 315
Op. income 82 143 184 199
Net profit 56 117 147 161
Net profit margin 8% 14% 13% 12%
EPS (SAR) 2.2 4.6 5.8 6.3
DPS (SAR) 0.0 0.0 3.4 4.4
P/E 54.4x 25.9x 20.7x 18.9x

Source: Company, GIB Capital
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Alamar is one of the leading QSR operators and has a master franchisee of Domino’s Pizza in
MENAP and a Dunkin’ franchisee in Egypt and Morocco. It has Domino’s in ~550 locations and
Dunkin’ across ~50 locations. Domino's contributed 91% of Alamar's top line and had a market
share of 43% in the pizza QSR space in KSA in 2021. The company has a comprehensive
distribution platform of ~600 stores currently across 16 markets with the largest presence in
Saudi Arabia with 276 stores at the end of 1Q22. The company made 67% of its revenue in KSA,
13% in UAE, and 20% from the other markets. In terms of store count, around 71% is operated
by the company while 19% are sub-franchised and 10% are under Joint Ventures. It has an
omnichannel concept with 54% of its sales generated via digital channels.

The track record of the company is impressive with an addition of 157 stores (implying 30%
growth) in the last 4 years. Store count has doubled in less than 7 years, fortifying key cities and
expanding into newer markets, and has a store payback period of fewer than 3 years. The
company has been able to maintain the lowest pricing among its peers, thus creating a
perception of a value brand and delivering strong same-store sales growth. In 2021, the per-
store sales growth was 12% as compared to 13% in 2020 and 22% y/y in 1H 2022 mainly led by
volume. We believe online sales and the maturity of stores also contributed to this. The gross
margin was 35% for 2021 with a higher margin (~40%) generated from KSA stores. The company
also has a last-mile logistics system and delivery infrastructure, helping the delivery margins to
be similar to in-store margins in our view. The company benefits from a negative cash
conversion cycle, helping it to optimize cash flows. Expansion of its stores is via leasing than
owning which further helps improve cash flows and has no debt. While expanding outside of
KSA could lower margins, the offsetting factors include a decline in raw material costs, decline
in competitive intensity, improvement in margins as stores mature, and reduction in royalty as
a % of sales.

The business has delivered revenue growth of 32% CAGR over the last 4 years, driven by new
products addition, store expansion, and technological integration (through apps). Operational
efficiency, improved store economics, and operating leverage helped the company to improve
its margins. We expect these trends to continue at a healthy pace.

Figure 2: Key performance indicators for Alamar

KPIs 2020a 2021a 2022e 2023e 2024e 2025e 2026e
Domino's sales per store (SARmn) 1.4 1.5 1.8 2.0 2.1 2.3 2.4
Growth in Domino's sales per store 13% 11% 18% 10% 8% 7% 6%
Dunkin' sales per store (SARmn) 1.1 14 1.6 1.8 19 2.1 2.3
Growth in Dunkin' sales per store 9% 32% 13% 10% 9% 9% 8%
Net margin 8% 14% 13% 12% 12% 12% 11%

Source: Company, GIB Capital
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Four key inputs in our
valuation are:

a) Stores expansion
b) Per-store growth
c) Gross margins

d) Lease payments

Raw materials are the biggest
cost component
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Revenue:

The Kingdom is the largest foodservice market in the Middle East. The Kingdom’s quick service
restaurant (QSR) market is estimated at SAR29.1bn in terms of GMV in 2021 and is expected to
grow at a CAGR of 10.1% during 2021-25 to reach SAR42.7bn in 2025. Future growth in the quick
service restaurant (QSR) market will be driven by economic growth, favorable demographics,
tourism growth, technology adoption, innovative business models, and continued promotional
activities/loyalty programs.

In the next four years, we expect the company’s sales to grow by a minimum of ~20% CAGR
with a store growth of 8% and improving same-store sales. This is in line with the past trend
where the company has witnessed strong growth from online sales and same-store sales
growth, helping sales grow much faster than store growth. Around 60% of Domino’s sales are
through digital channels owned by the company which generates better margins and bigger
order value.

We expect the largest growth to come from its UAE operations. In the last four years, the
company has been expanding its Domino's operations in the UAE by a CAGR of 50%, and plans
are to continue with that growth given that Domino's stores in the UAE bring in more revenue
on a per store basis than their stores in KSA or MENA.

Costs/margins: Alamar is sensitive to key raw materials price fluctuations with tomato, cheese,
and poultry having the biggest impact. The company maintained an average cost of raw
materials at 25-27% of sales over the last four years. However, the cost of raw materials has
increased in the past two years, resulting in 2Q22 margins declining from 36% to 33% in q/q
(along with Ramadan seasonality). Of late, the company started seeing materials’ prices
normalize and we expect this to soften in 2H 2022. Employee costs are the second biggest
component of costs (20% of sales) which can provide some operating leverage as the business
scales up.

Alamar pays a royalty to Domino’s as part of the franchise agreement. The royalty expense is
based on a percentage of sales and new store openings. The royalty expense as % of sales is
expected to go down as Alamar’s sales and the number of stores grow. In the past three years,
royalty expense has gone down from 4.6% of sales in 2019 to 4.4% in 2021.

Capex: Most of the company’s Capex is attributed to opening new stores. Under the current
Domino’s master franchise agreement, the company is required to operate 1,250 stores by 2037
and operate 85 Dunkin’ stores by 2024. We expect the company to add 162 stores in the next
3 years, in line with the company’s historical trends and expansion plans. We estimate that
Capex is around SAR753K per Domino’s store and SAR562.3K per Dunkin’ store.

Key downside risks include an increase in competition, cost of raw materials, change in the
expansion plan, and currency fluctuations in the newer markets where the company is
expanding.
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Figure 3: Sales per store (SARmn)

18 | | |

2018A 2019A 2020A 2021A 2022E 2023E 2024E 2025E 2026E

Domino's sales per store B Dunkin' sales per store

JuuS il
I CAPITAL

Figure 4: Costs trend -USD/cwt for Tomato and USD/Ib for Cheese
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Figure 5: Capex per store (SARmn)

2019A 2020A 2021A 2022E 2023E 2024E 2025E 2026E
=@==Capex per store

Source: Bloomberg

Figure 6: Mix of ingredients procured in 2021 by value
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For FCF valuation, we use a terminal growth of 3%, cost of equity of 9%, and a target capital

structure of no debt and arrive at a 1-year forward price of SAR160.
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Figure 7: DCF model
SARmn FY22E FY23E FY24E FY25E FY26E FY27E FY28E FY29 FY30
EBIT 184 199 230 249 263 270 287 317 345
Taxes -18 -20 -23 -26 -27 -28 -30 -33 -36
EBIT minus taxes 165 179 207 224 236 242 257 284 309
(+) D&A 106 116 123 126 129 129 128 128 129
(+/-) Change in WC -20 -6 -5 -4 -3 -3 -2 -3 -3
(-) Capex -51 -46 -37 -37 -27 -24 -23 -23 -23
(-) Lease payment -63 -71 -78 -83 -88 -91 -94 -96 -99
Free Cash Flow to Firm 137 172 210 226 247 253 266 289 313
Terminal value 0 5,371
PV of FCF (explicit period) 1,324
PV terminal 2,696
EV 4,019
(-) Net debt 186
(-) Lease obligations -253
() Minority 0
(-) Pension/other Liab. -57
(+) Investment 2
Equity value 3,897
Number of Shares 25.5
Target price (1 yr fwd) 160
Source: GIB Capital
Figure 8: Global peers valuations
Name Mkt Cap (USDmn) Est P/E Current Yr Dividend Yield - FY1 (%)
Mcdonald's Corp 187,247 25.9 2.3
Jack In The Box Inc 1,701 13.7 2.3
Restaurant Brands Intern 26,653 19.5 3.7
Yum! Brands Inc 32,079 24.7 2.1
Wendy's 4,111 22.9 2.8
Yum China Holdings Inc 20,058 441 1.2
Domino's Pizza Inc 13,127 28.9 1.3
Starbucks Corp 95,165 28.8 2.5
Chipotle Mexican Grill Inc 44,882 49.1 NA
Jollibee Foods Corp 4,824 419 NA
Zensho Holdings Co Ltd 3,884 42.6 NA
Greggs PLC 2,344 17.0 NA
Jubilant Foodworks Ltd 5,056 71.7 NA
Jack in the Box Inc 1,701 13.7 2.3
Domino's Pizza Inc 13,127 28.9 13
Domino's Pizza Enterprises Ltd 3,528 28.7 2.8
Domino's Pizza Group PLC 1,242 12.6 NA
Papa John's International Inc 2,802 25.7 2.0
Alsea SAB de CV 1,540 18.7 NA
Arcos Dorados Holdings Inc 1,539 15.1 3.1
Herfy Food Services Co 714 17.5 NA
Median 4,111 25.7 2.3

Source: Bloomberg
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Company Profile

Alamar foods is a master franchise operator for Domino’s in the MENAP region and recently
Dunkin’ in Egypt and Morocco, operating ~600 stores in 16 markets. The company built the
necessary online platforms to complement its operation in the QSR segment, resulting in more
than 50% of orders coming through online channels providing better margins and bigger basket
size.

Figure 9: Current ownership

Abdulaziz Allammaz and
Brothers Co. 57%

The Public 43%
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Alamar DMCC (UAE)

Alamar Foods LLC (UAE) |EEX LY Alamar Foods/Jordan Ltd.
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Source: Company data
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Domino’s

Domino’s was founded in 1960 and is the leading pizza franchise restaurant chain with a global
footprint. The brand operates 17,600 stores in more than 90 countries around the world, most
of which are franchised. Domino’s offers a variety of freshly made food, including pizza and
chicken products. Alamar has held franchise rights for Domino’s since 1992 and is the master
franchise in 16 markets. Since its founding in Saudi Arabia, it has expanded operations across
the region with a footprint of 600 stores, and the current franchise renewal date is set at 2037
with 10 years right.

Figure 10: More than double the footprint in the last 10 years Figure 11: Domino's revenue growth on the back of expansion
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Figure 12: Sales Value mix (%) by service method Figure 13: Revenue by channel (SAR mn)
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Dunkin’

Dunkin” was founded in 1950, the company has more than 12,600 restaurants in 40 countries
worldwide. It has traditionally offered various types of donuts but has expanded its offering to
include coffee and other products recently rebranding from Dunkin’ Donuts to Dunkin’. Alamar
has operated Dunkin’ brand since 2015 and is the master franchise in 2 markets. Since its
founding, it has expanded operations across Egypt and Morocco with a footprint of 47 stores.
The franchise renewal date is 2024 with 10-year extension rights.

Figure 14: Increase in footprint and expansion to new markets Figure 15: Doubling revenue in 2 years
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Figure 16: Domino’s revenue mix Figure 17: Dunkin’ revenue mix
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Figure 18: Revenue product split 2021
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Figure 19: Revenue geographic split 2021
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Figure 20: Domino’s revenue geographic split 2021
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Figure 21: Dunkin’ revenue geographic split 2021
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Growing established brands:

Continuing to further grow Domino’s well-established position across the region,
whilst also increasing Dunkin’ regional presence.

Platform and proprietary technology ready to support and integrate expansion into
new markets.

New markets:

Proven capabilities of expanding Domino’s and Dunkin’ to new geographies.
MFA rights to operate in several further markets — significant white space.

New markets are chosen based on a favorable macro backdrop where new QSR
operators can successfully compete with existing players and expand

New brands:

Successfully integrated Dunkin’ brand which launched in Egypt in 2015 and has grown
from 2 stores to 43 stores. And recently opened the first Dunkin’ store in Morocco in
July of 2021.

New brands selected on their ability to complement existing brands and potential to
expand across a large footprint spanning several markets.

Sub-franchisee stores:

Network of sub-franchised stores operating under the Domino’s brand across Kuwait
and Pakistan

The Sub-franchised stores currently represent c.20% of the total store count

10
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Figure 22: KSA Foodservice market GMV (SARbn)
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Following the COVID-19 pandemic, Quick Service Restaurants experienced a lot of growth as
online delivery was consumers’ preferred way to order food. In Saudi Arabia, restaurants were
allowed to operate and deliver to customers during lockdowns, which supported the adoption
of online delivery channels, positioning QSRs to gain the most. With the increase in disposable
income, increased women’s employment, favorable economic conditions and steady
population growth, and a median age of 32 years, QSRs are favorably positioned to grow fast.
QSRs were able to recover faster than FSR (full-service restaurants) after COVID. The market
share of the FSR sector declined from 55% in 2018 to 47% in 2020 while QSRs have grown from
35% to 44% in the same period. Alamar has a 43% market share in the QSR pizza segment. In
2018, the company held 50% market share, but after Maestro Pizza entered the market with
aggressive marketing and competitive pricing, Pizza Hut lost significant market share while
Alamar was able to hold on to its leadership position. As per our understanding, Maestro Pizza
holds a 29% market share in the QSR pizza segment currently.

Figure 23: Alamar market share in Pizzas in KSA
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Figure 24: KSA QSR Market share
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Financial analysis in charts

Figure 25: Annual revenues (SAR mn)
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Figure 26: Annual gross and net margin
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Figure 27: Improving FCF and net income
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Figure 28: Inventory, receivables, and payable days
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Figure 29: Return on assets
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Figure 30: Return on equity
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Figure 31: Local peers” metrics
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Source: Company, GIB Capital
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Financials

Figure 32: Summarized basic financial statements (SARmn)

Revenue 695 868 1,138 1,359
revenue y/y 18% 25% 31% 19%
COGS 465 561 738 883
Gross Profit 231 307 400 469
Gross Profit margin 33% 35% 35% 35%
Sales & Marketing 64 85 115 143
G&A 93 96 120 147
Operating profit 82 143 184 199
Operating margin 12% 16% 16% 15%
Finance costs (15) (16) (18) (18)
Other income 12 19 19 20
PBT 62 130 165 181
Zakat/tax (6) (13) (18) (20)
Net income 56 117 147 161
Net margin 8% 14% 13% 12%
v/y 268% 110% 25% 9%
EPS 2.2 4.6 5.8 6.3
DPS 0.0 0.0 34 4.4
Payout 0% 0% 58% 70%
EBITDA 180 242 289 315
Net debt (w/o lease liabilities) (124) (186) (227) (276)
Net debt (w/ lease liabilities) 78 41 26 (1)

Inventories 34 51 65 77

Cash and cash equivalents 128 191 232 281
Trade receivables and other debtors 65 71 91 109
Total Current Assets 237 338 413 493
Property, plant and equipment 154 163 174 176
Right-of-use assets 188 212 236 257
Total Non-Current Assets 374 412 447 470
Total Assets 612 750 861 963
Current Liabilities 214 221 245 277
Non-current Liabilities 171 188 214 236
Equity 227 340 401 450
Total Equity and Liabilities 612 750 861 963
BVPS 24.0 29.4 33.7 37.8

(Cashflow  2020a 2021 2022¢  2023e

Cashflow from Operations 194 193 261 297
Cashflow from Investing -22 -49 -51 -46
Cashflow from Financing -56 -76 -168 -202
Total Cashflows 115 68 42 49

Source: Company, GIB Capital
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Figure 33: Key ratios
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This research report has been prepared by GIB Capital, Riyadh, Saudi Arabia. It has been prepared for the general use
of GIB Capital’s clients and may not be altered, redistributed, retransmitted or disclosed, in whole or in part, or in any
form or manner, without the express written consent of GIB Capital. Receipt and review of this research document
constitute your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or
information contained in this document prior to public disclosure of such information by GIB Capital. The information
contained was obtained from various public sources believed to be reliable, but we do not guarantee its accuracy. GIB
Capital makes no representations or warranties (express or implied) regarding the data and information provided and
GIB Capital does not represent that the information content of this document is complete, or free from any error, not
misleading, or fit for any particular purpose. This research document provides general information only. Neither the
information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities
or other investment products related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the
particular needs of any specific person who may receive this document.

Investors should seek financial, legal or tax advice regarding the appropriateness of investing in any securities, other
investment or investment strategies discussed or recommended in this document and should understand that
statements regarding future prospects may not be realized. Investors should note that income from such securities or
other investments, if any, may fluctuate and that the price or value of such securities and investments may rise or fall.
Fluctuations in exchange rates could have adverse effects on the value of or price of, or income derived from, certain
investments. Accordingly, investors may receive back less than originally invested. GIB Capital or its officers (including
research analysts) may have a financial interest in securities of the issuer(s) or related investments, including long or
short positions in securities, warrants, futures, options, derivatives, or other financial instruments. GIB Capital may from
time to time perform investment banking or other services for, solicit investment banking or other business from, any
company mentioned in this research document. GIB Capital and employees, shall not be liable for any direct, indirect
or consequential loss or damages that may arise, directly or indirectly, from any use of the information contained in
this research document. Where the report contains or refers to a recommendation about a specific security or securities
service, please note that it may not be suitable for all recipients. Please note that the achievement of any price target
may be impeded by general market and economic trends and other external factors, or if a company’s profits or
operating performance exceed or fall short of our expectations. The subjectivity in future expectations is complex and
may miss actual or reported numbers.

This research document and any recommendations contained are subject to change without prior notice. GIB Capital
assumes no responsibility to update the information in this research document. This research document is not directed
to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law, or
which would subject GIB Capital to any registration or licensing requirement within such jurisdiction

The principal activities of GIB Capital are Dealing, Custody, Managing, Arranging and Advising pursuant to the Capital
Market Authority (“CMA”) License No. 07078-37.

We use a rating system based on potential upside, 1 year from today, based on our valuation models. For “Overweight”
ratings, the estimated upside is >10%, for “Underweight”, the estimated downside is <10%. For returns in between +/-
10%, we have a Neutral rating.

Contact us for queries:

Pritish Devassy, CFA, CPA

Sell Side Research Department,

GIB Capital,

B1, Granada Business & Residential Park,

Eastern Ring Road, PO Box 89589, Riyadh 11692
Pritish.devassy@gibcapital.com | www.gibcapital.com
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