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Resilient performance by SADAFCO despite current challenges 

For the year 2020, SADAFCO was able to maintain growth 

momentum, delivering 13.4% and 22.7% top-line and bottom-line 
growth, respectively. The strong topline performance was mainly 

derived by an increase in net milk sales by 14%, in addition to an 
increase of 15% and 6% in ice-cream and tomato paste sales, 

respectively. SADAFCO reported net income margin of 12.9% for 

the year 2020. We adjust our Overweight recommendation for 

SADAFCO to Neutral with a target price of SAR157.5/share.      

SADAFCO’s strong top-line performance can be attributed to the spike in 
volumes sold, as a result of the pandemic-induced panic purchasing, 

combined with the lower discounts that were seen in the sector. Moreover, 

during the year, the company was able to increase its sales in Poland by 
35.1% Y-o-Y, from SAR146.2mn in 2019 to SAR197.5mn in 2020, weighing 

a total of 10.0% of SADAFCO’s total revenues in 2020 compared to 8.0% in 

2019.  

During the third and fourth quarters, the sector witnessed a general increase 
in the cost of raw materials. SADAFCO’s cost of revenue increased by 10.9% 

from SAR1,232.6mn in 2019 to SAR1,366.9mn in 2020, however, the 

company was able to maintain profit margin improvements due to the 
advantage of obtaining raw materials from its Polish sister company 

Mlekoma. The company’s gross profit margin reached 32.0% in Q42020 
compared to 34.8% in Q42019, however, it reported 33.5% gross profit 

margin for the year 2020 compared to 32.0% in 2019.  

Workforce costs increased as we previously expected, in line with the 
increase in sales and the adoption of Saudization. Selling and Distribution 

expenses increased by 13% Y-o-Y, from SAR266.0mn in 2019 to 
SAR300.6mn in 2020. The increase is also attributable to higher depreciation 

due to the increase in the number of distribution cars and ice-cream 
refrigerators distributed in the market, as well as, the company’s investment 

in the brand. It is worth mentioning that, during the third quarter, the 

company purchased a facility with the intention to convert it into a new ice-
cream factory to support the medium and long-term growth plans, as well 

as, launch new products.  

In response to the current economic situation and the spread of Covid-19 in 

the 4th quarter, the company increased its allowance for impairment of 

trade receivables by SAR12.7mn (impairments increased from SAR1.5mn in 
2019 to SAR14.2mn in 2020), consequently, the allowance for impairment 

of trade receivables reached SAR32.9mn in 2020, compared to SAR21.7mn 

in 2019. 

As a producer of dairy products respective Governments have permitted 

SADAFCO to operate within guidelines, essentially as normal. Additionally, 
given that the products offered by the company are essential for the most 

part, the demand is not expected to decrease during the pandemic. Based 
on these factors, we believe that the pandemic has no material effect on the 

company’s performance. However, we expect volumes sold to return to 
normal, as panic-purchasing eases, towards the second half of the year 2020 

(which will correspond with the company’s Q3 & Q4 2021) 

The company declared SAR2.5 dividends for the half year ended 

31/03/2020. (H2 2020) 

 

Recommendation Neutral 

Previous Recommendation Overweight  

Current Price (07-05-2020) SAR149.8 

Target Price (52 Weeks) SAR157.5 

Upside/ (Downside) 5.1% 

Shariah Compliance Pass 

  

Key Financial Ratios 

Ratio 
A 

2020 

A 

2019 

Q4 
2020 

Revenue Growth 13.4% 7.1% 21.1% 

Gross Margin 33.5% 32.0% 32.0% 

EBIT Margin 14.0% 12.2% 14.2% 

Net Margin 12.9% 11.9% 13.1% 

    

Key Financial Results (A 2020)  

 
 

 
 

 
 

 

 
 

 
 

 

Share Price Performance  
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Regional Peers Country Code 
Market 
Price 
(SAR) 

Market 
Cap 

(SARmn) 
P/E 

Sales 
(SARmn) 

SADAFCO KSA 2270 149.8 4,869 18.3 2,056 

Almarai KSA 2280 46.2 46,200 25.2 14,637.6 

Savola KSA 2050 38.2 20,398 27.8 22,975.2 

Halwani Bros. KSA 6001 48.6 1,527 56.1 946.6 

Nadec KSA 6010 23.58 1,997 (273.8) 2,225.3 

Agthia Group PJSC UAE AGTHIA 3.0192 1,811.5 13.0 2,080.1 

Juhayna Food Industries SAE Egypt JUFO.CA 1.728 1,627 16.7 1,817.6 

Obourland for Food Industries Egypt OLFI.CA 1.2024 481.0 6.5 622.7 

 

 

 

 

 

DCF Valuation 
 
  

  2020 A 2021 F 2022 F 2023 F 2024 F 2025 F 
EBITDA 388  388  411  435  461  488  
Operating CF 301  349  381  404  427  449  
Capex (75) (129) (135) (142) (149) (156) 
FCFF 226  220  246  262  279  293  
Stub Period (FCF to be 
discounted) 

 - 220  246  262  279  293  

PV (FCFF)  -                            203  209  205  201  195  

WACC 8.48%  

We have valued SADAFCO using DCF approach, 

considering a WACC is equal to 8.5% (based on a risk-

free rate of 4.4%, market risk premium 7.3%, Beta of 

0.32)Based on the DCF valuation, the fair Based on the 

DCF valuation, the fair price of SADAFCO share price is 

SAR157.5, which is higher than the traded value by 5.1%. 

Perpetuity Growth 3.00% 
PV-FCFF 1,013  
PV-TV 3,661 
Net Debt  (69) 
Less: End of services benefits (113) 
Less: NCI (20) 
Intrinsic Values 5,117 
Shares Outstanding 32.5 
Equity value per share 157.5 
CMP (7-05-2020) 149.80 
Upside / (Downside%) 5.1% 

All values are in SARmn   
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Financial Ratios 2020 A 2021 F 2022 F 2023 F 2024 F 2025 F 
       
Return on Average Assets (%) 12.96% 12.46% 12.54% 12.62% 12.70% 12.67% 
Return on Average Equity (%) 18.71% 18.19% 18.05% 17.97% 17.90% 17.71% 
Earnings Before Zakat Margin (%) 13.80% 13.87% 14.15% 14.43% 14.70% 14.96% 
Net Income Margin (%) 13.15% 17.04% 15.37% 11.92% 12.89% 12.96% 

Revenue Growth (%) 4.77% 4.78% 4.80% 4.82% 0.00% 0.00% 

EPS 8.16 8.59 9.18 9.81 10.47 10.74 
DPS 4.43 5.00 5.50 6.00 6.50 6.79 
               

        

Income Statement 2020 A 2021 F 2022 F 2023 F 2024 F 2025 F 
       
Revenues 2,056  2,154  2,257  2,365  2,478  2,598  
Cost of revenues (1,367) (1,439) (1,500) (1,567) (1,637) (1,710) 
Gross Profit 689  715  756  797  841  888  
SG&A  (401) (428) (449) (470) (492) (515) 
Zakat (19) (20) (21) (22) (24) (29) 
Net Income 265  279  298  319  340  360  
               

        

Balance Sheet 2020 A 2021 F 2022 F 2023 F 2024 F 2025 F 
       
Current Assets 1,273  1,375  1,489  1,606  1,726  1,848  
Non-Current Assets 901 931 962 996 1,034 1,074 
Total Assets 2,174 2,306 2,451 2,602 2,760 2,922 
Current Liabilities 498  518  541  564  589  615  
Non-Current Liabilities 200  195  198  201  205  208  
Total Equity 698  713  739  766  794  823  
Total Liabilities and Equity 2,174 2,306 2,451 2,602 2,760 2,922 



 

Guide to Ratings and Disclaimer 
 

 

Guide to Ratings 
 

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 
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Disclaimer 

 

This research document has been prepared by Itqan Capital Company (“Itqan Capital”), Saudi Arabia. It has been prepared for the general use 

of Itqan 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 Itqan Capital. The information contained was obtained from various public sources believed to be reliable, but we do not guarantee its 

accuracy. Itqan Capital makes no representations or warranties (express or implied) regarding the data and information provided and Itqan 

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. Itqan 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 Itqan 

Capital or any of its affiliates to any registration or licensing requirement within such jurisdiction.   

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