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o
Saudia Dairy and Foodstuff Co (SADAFCO) ?

During Q3 2020°, SADAFCO maintained its strong growth during the year delivering 5.6%
and 27.0% top-line and bottom-line growth, respectively. The company continues to
report a stellar cash flow position providing it with immense potential for growth.
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Recommendation
Current Price (16-02-2020) SAR135.0 Reuters Code 2270.5E
Target Price (52 Weeks SAR158.2
d (52 ) Bloomberg Code SADAFCO: AB
Upside/ (Downside) 17.2%
Shariah Compliance Pass 52 Weeks High SAR148.0
We have adjusted our 52 weeks target price for SADAFCO to 52 Weeks Low SAR100.2
SAR158.2 and changed our recommendation to .
This represents an upside potential of around 17.2%.
o SADAFCO maintained its recovery momentum during Q3 2020, Market Cap SAR4.4bn
reporting 5.6% and 27.0% Y-o-Y revenue and net income growth,
respectively. Revenue growth was mainly volume-led-growth from  P/E 17.6
the ice-cream segment, coupled with easing of price discounting in
the milk market. Net income during Q3 2020 reached a two- year EPS (TTM) 7.7
high of SAR68mn, reflecting net margin expansion by 230bps
compared to Q3 2019. .
Dividends (TTM) SAR4.5

e Despite the concerns regarding the global rise in Skimmed Milk
Powder (SMP), one of SADAFCO’s key raw materials, Mlekoma
acquisition and SADAFCO's SMP purchases from Mlekoma supported ~ AVG Value Traded SAR148.2mn
partial offsetting of cost pressures.

e During the quarter, SADAFCO confirmed its intention to repurchase
2.7mn shares, to be used as treasury shares, within a maximum
period of 12 months. The board also approved an increase in the  11,000.0

12,000.0 170.0

150.0
interim dividend to SAR2.5/share, which was paid last December 10,000.0
(from SAR2.0/share). 130.0
9,000.0
e SADAFCO maintained its robust cash flow position in Q3 2020; as a
result of strong cash flow from operations, leaving room for future 8,000.0 110.0
expansions, share repurchase, and increased dividends payout 7.000.0
without the need for leverage, providing a high growth potential. 90.0
6,000.0
5,000.0 70.0

¢ Sustainable management and ability to adapt to market conditions.
e Improvement in the supply chain, new Jeddah Central Warehouse. 4,000.0 50.0

e SADAFCO's constant effort to establish its physical presence. $ "-f’ ? :?' $ ? =. ? 0'.9' $ ?
o SADAFCO's strong cash position. 3 E 3 E 3 E 3 E 3 E 3
TASI SADAFCO

o Market challenges and its impact on SADAFCO.
e SADAFCO's heavy dependence on UHT milk sales.

*SADAFCO's fiscal year begins on the 1% of April, this result update is for Q3 2020 (the three months ended December 31st ,2019).



Company Analysis

e SADAFCO's revenue grew 5.6% Y-0-Y compared to Q3 2019, mainly
due to volume led the growth from ice cream sales, where the
company expanded its distribution during the year. Growth was also
spurred by the milk segment on the back of lower price discounting
in UHT milk and consumer focused advertising. Revenues slid by
6.3% Q-0-Q, mainly as a result of ice cream seasonality given that
Q3 in SADAFCO'’s fiscal year represents a winter season.

e SADAFCO posted revenues of SAR488mn during Q3 2020 compared
to SAR463mn during Q3 2019. Year to date, SADAFCO reported
10.8% top-line growth. The company maintained its strong market
share position across UHT milk, tomato paste, and ice cream during
the quarter.

e Milk and ice cream segments reported 16.2% and 16.7% Y-0-Y
revenue growth, respectively. Meanwhile, tomato paste sales
remained stagnant. Powdered milk and cheese sales fell by 4.4%
and 11.7%, respectively, while snack sales grew by 12.4% Y-o-Y.

e Despite the revenue growth of 5.6% Y-0-Y and a global rise in
Skimmed Milk Powder prices, SADAFCO managed to decrease its
cost of sales by 3.3% Y-0-Y, which reflected in gross profit
expansion of 26.0% Y-o0-Y; recording SAR176mn compared to
SAR140mn during Q3 2019. Gross profit margin reached a two-
year high, expanding by 580 basis points compared to Q3 2019,
driven by less intense milk discounting, higher ice-cream sales,
and production efficiencies. Moreover, Q3 2019 reflected a low
base of gross margin (with respect to Q3 2020) due to a weak
quarter margin for Mlekoma. SADAFCO’s purchases of SMP from
Mlekoma also partially offset the impact of higher SMP prices.

o SG&A expenses increased by 25.2% Y-o0-Y during the quarter
given higher advertising and promotion costs, higher expat levies,
and higher Saudization rates.

e On the back of improved gross margins, EBIT margins reached a
two-year high as well of 14.4% (Q3 2019: 11.9%). EBIT recorded
SAR70m during Q3 2020 compared to SAR55mn during the same
quarter last year. Year to date, EBIT increased by 22.2%,
recording SAR196mn compared to SAR160mn in 9m 2019.

e SADAFCO maintained its earnings growth momentum in Q3 2020,
reporting bottom line growth of 27.0% Y-o-Y during the quarter,
reaching SAR68mn compared to SAR54mn. Year to date, net
income expanded by 21.4% recording SAR191mn compared to
SAR157mn during 9m 2019. Net margins recorded 13.9% in Q3
2020 (Q3 2019: 11.6%). Despite Q-0-Q decline in revenue, net
income grew by 4.5% Q-0-Q on the back of lower SG&A compared
to Q2 2020.

o SADAFCO remains to be debt-free with a strong cash flow position,
leaving the potential for future expansions, share repurchase and
increased dividends payout without the need for leverage.
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Valuation Rationale

2020 E 2021 F 2022 F 2023 F 2024 F 2025 F

EBITDA 363 371 389 408 427 448
Operating CF 301 331 346 362 379 405
Capex (90) (105) (110) (115) (121) (127)
FCFF 211 226 236 247 259 278
Stub Period (FCF to be discounted) 53 226 236 247 259 278
PV (FCFF) 52 205 197 191 185 184
WACC 8.2%

Perpetuity Growth 3.0%

PV-FCFF 1,013 We have valued SADAFCO using DCF and multiples

PV-TV 3,551 approaches, considering a WACC is equal to 8.2% (based

on a risk-free rate of 4.4%, market risk premium 6.5%,

JEE DESE _ _ 584 Beta of 0.32).
Less: End of services benefits (111)
Less: Minority Interest (19) Based on the DCF valuation, the fair price of SADAFCO
Intrinsic Value 5,018 share price is SAR154.4, which is higher than the traded
Shares Outstanding (million shares) 32.5 tells by s,
Equity value per share 154.4
CMP (16-02-2020) 135.0
Upside / (Downside%) 14.4%
Name Country P/E
SADAFCO KSA 17.6
Almarai KSA 25.9
Savola Group KSA 30.4
Aghtia Group UAE 11.6
Juhyana Food Industries Egypt 22.7
Obourland Food Industries Egypt 7.6
Median 20.1
Value Per Share 163.9
Valuation .
Based on a weighted valuation approach, where the DCF is Approach Weight Value
weighed 60%, and multiple valuation is weighed 40%, we value DCF 60% 154.4
SADAFCO share price at SAR158.2. ° :
P/E 40% 163.9

Valuation 100% 158.2




Financial Projection

Market Market Sales Net
Country Code  pice (SR) (Sg"’:s"m P/E (SRMN) :2;‘:4“;‘;
KSA 2270 135.0 4.4 17.6 1,958 250
Almarai KSA 2280 46.7 46.7 25.9 14,352 1,802
Savola Group KSA 2050 34.7 18.5 30.4 22,243 609
Halwani Bros KSA 6001 34.7 1.1 NA 880 3
Nadec KSA 6010 26.8 2.3 468.5 2,201 5
Agthia Group UAE AGTHIA 3.3 2.0 11.6 2,106 170
Juhyana Food Industries Egypt JUFO.CA 2.0 1.9 22.7 1,801 82
Obourland Food Industries Egypt OLFI.CA 1.3 0.5 7.6 621 71
Q3 2019 Q2 2020 Q3 2020 Q-0-Q Y-0-Y
Sales 463 521 488 -6.3% 5.6%
Cost of sales (323) (344) (312) -9.3% -3.3%
Gross profit 140 177 176 -0.4% 26.0%
SG&A (85) (110) (106) -4.1% 25.2%
EBIT 55 66 70 5.8% 27.2%
Net Income
Q3 2019 Q2 2020 Q3 2020 Q-0-Q Y-o0-Y
Total assets 1,836 2,054 2,097 2.1% 14.2%
Total liabilities 494 637 692 8.6% 39.9%
Total equity 1,342 1,417 1,405 -0.8% 4.7%
Total liabilities & equity 1,836 2,054 2,097 2.1% 14.2%
2019A 2020E 2021F 2022F 2023F 2024F 2025F
Return on Average Assets (%) 11.7% 12.9% 12.3% 12.6% 12.9% 13.0% 13.0%
Return on Average Equity (%) 16.1% 18.4% 17.8% 18.0% 18.2% 18.5% 18.6%
Earnings Before Zakat Margin (%) 12.9% 14.0% 13.6% 13.8% 13.9% 14.0% 14.0%
Net Income Margin (%) 11.9% 13.0% 12.6% 12.7% 12.9% 13.0% 13.0%
Revenue Growth (%) 7.1% 10.2% 5.0% 4.8% 4.8% 4.8% 4.8%
EPS 6.6 8.0 8.1 8.6 9.1 9.6 9.8
2019A 2020E 2021F 2022F 2023F 2024F 2025F
Revenues 1,813 1,997 2,097 2,198 2,303 2,414 2,531
Cost of Revenues (1,233) (1,307) (1,373) (1,437) (1,505) (1,577) (1,652)
Gross Profit 580 690 724 760 798 837 878
SG&A (358) (423) (449) (470) (491) (514) (538)
Zakat (17) (21) (21) (22) (24) (25) (26)
Net Income 216 259 264 280 296 313 328
2019A 2020E 2021F 2022F 2023F 2024F 2025F
Current Assets 1,095 1,218 1,286 1,348 1,408 1,467 1,529
Non-Current Assets 821 898 906 917 931 1,013 1,032
Total Assets 1,916 2,115 2,192 2,266 2,340 2,480 2,561
Current Liabilities 420 466 490 513 536 554 580
Non-Current Liabilities 138 194 178 160 142 195 182
Total Equity 1,358 1,455 1,524 1,593 1,661 1,731 1,799

Total Liabilities and Equity 1,916 2,115 2,192 2,266 2,340 2,480 2,561



Guide to Ratings and Disclaimer

Buy An upside potential of more than 20% in 52-week period
Overweight An upside Potential of more than 10% in 52-week period

Neutral Will stay in the range of it value (up/down 10%) in a 52-week period
Underweight A downside potential of more than 10% in 52-week period

Sell A downside potential of more than 20% in 52-week period

The HQBP Tower, Corniche Road, Al Shatea District,
PO Box 8021, Jeddah 21482,

Kingdom of Saudi Arabia

Tel: 966 12 510 6030

Fax: 966 12 510 6033

info@itgancapital.com

www.itgancapital.com

This research document has been prepared by Itgan Capital Company (“Itgan Capital”), Saudi Arabia. It has been prepared for the general use
of Itgan Capital’s clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the
express written consent of Itqan 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 Itgan Capital. The information contained was obtained from various public sources believed to be reliable, but we do not guarantee its
accuracy. Itgan Capital makes no representations or warranties (express or implied) regarding the data and information provided and Itgan
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. Itqan Capital or its officers or one or more of its affiliates (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. Itqan Capital or its affiliates 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. Itqan Capital, together with its affiliates 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. This research document and any recommendations contained are subject to change without prior notice.
Itgan Capital assumes no responsibility to update the information in this research document. Neither the whole nor any part of this research
document may be altered, duplicated, transmitted or distributed in any form or by any means. 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 Itgan Capital or any of its
affiliates to any registration or licensing requirement within such jurisdiction.

Itgan Capital is licensed by the Saudi Arabian Capital Market Authority, License No.07058-37 and CR No0.4030167335
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