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note: I must admit right away that I know little about the Dairy & Juice, Poultry and Bakery sub-industries in general, 
and in the MENA region in particular. All observations therefore are purely from a review of the company’s 
quantitative past over the last 10-years and a review of its annual reports over the last 2 years. I have also not looked 
at ALMarai’s peer performances. 

Thesis 

 

 
 
A truly great business must have an enduring "moat" that protects excellent returns on invested capital – Warren Buffett 
 
ALMARAI, the largest dairy and juice player in the GCC is a story of explosive growth. Sales 
have grown 6.5 times over 10-years, compounding (CAGR) at 19%. Over the same period, 
shareholder’s equity (book value) has CAGR-ed at an impressive 24%. Add to that a payout 
ratio range of 35-40%. 
Over the past 5 years, sales has compounded a bit lower at 14%. BV/share has compounded at 
a less impressive 14%. 
While this is a good outcome, we must judge an outcome only in light of the process that led to 
it. We ask: “what aspects of the business caused this to exist?”  
 
So a couple of questions need to be addressed: 

• What has led to value creation thus far? 
• What is the business’ Earnings Dynamic? What are the ROIC, ROE, ROA figures?  
• Does the ROIC significantly (and not marginally) exceed the “Cost of Capital” (WACC)?  
• How does the ROIC compare with industry peers? 
• Will increasing growth volumes create superior shareholder value? 

  

 
 
ALMARAI is clearly an asset and a capex-intensive business. And its ROAs and ROICs over the 
years have been anemic, particularly over the past 5 years. While it is evident that ROE has 
been in the high and mid-teens, they have been perked up to quite an extent with leverage

The eVA spread (ROIC-WACC) has been wafer-thin. Growth ambitions have led Capex to 
exceed Operating CashFlows throughout and Free-Cash-Flows(FCFs) have been negative. 

. So, 
value has not been created without risk.  
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Shortfalls have been financed via increasing amounts of debt. I will quickly add, that a eVA fat 
spread which is not durable over time is less preferable to a thinner spread which endures 
longer.  
 
Company seems bent on revenue growth but it appears to be sacrificing quality (not very high to 
start with) over volume. If we investigate the business’ re-investment dynamic 
(growth%/ROIC%), i.e. the amount of capital it requires to generate the earnings growth, we find 
that it is significantly high. This is a sign of a growth intensive, weak-moat business. Add to that 
the fact that inorganic(outside) capital is required to generate the growth/reinvestment dynamic 
and we get an additional sign. ALMARAI has ventured into food segments which appear outside 
its core area of expertise, where it does not possess any economic moat, and outside its core 
geographies. 
 
As the largest player in the region, ALMARAI has a well recognized Brand. Also its size 
potentially gives it cost advantages within its product cost, distribution and logistics infra-
structure. Great products, great market share, great execution, or great management do not 
necessarily however create long-term competitive advantages. They’re nice to have, but they’re 
not nearly enough.  
 
Brands do not confer a moat in and of themselves. Popular brands aren’t always profitable 
brands. They can only add value if they can increase a customer’s willingness to pay a premium 
or increase customer captivity leading to repeat business or if they reduce the cost to provide a 
product. If a brand cannot entice consumers to pay more, then a business does not have a 
wide-moat. Brands translate into wide-moats when then translate into both customer captivity 
AND pricing power. ALMARAI’s history of average and now falling Returns on Invested Capital 
(ROIC) do not show evidence of pricing power.   
 
Cost Advantages matter most where price is a big part of a customer’s purchase decision. In 
ALMARAI’s business that is the case. Even so, cost advantages are sustainable only if 
substitutes are not easily available. Which is not the case for ALMARAI.  
Cost advantages translate into a moat if they sustainably lower costs than competitors. In 
ALMARAI’s case, amongst the various cost advantages, it potentially has an “Economies of 
Scale” (EOS) advantage. If so, the EOS advantage could give it advantage in Distribution & 
Manufacturing whereby it can spread its high fixed costs (relative to its variable costs) 
over a large network and customer base. And yet any moat it may have is not translating into 
pricing power.  
It does not seem appear for example to have say.. a cheaper or a unique process, or a unique 
or superior location advantage or access to a unique asset or resource(s). 
 
A quick checklist on how ALMARAI possibly fares on characteristics of a typical wide-moat 
business: 
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• Strong barriers to entry   Medium. Strong in KSA. Perhaps not in other 
markets 

• Limited capital requirements  High maintenance & growth capex requirements 
• Loyal customers –    Low customer loyalty & captivity, low switching 

cost, easily available substitutes 
• Low risk of technological  
• obsolescence    Zero risk 
• Large growth possibilities    Medium to low. Growth     
• Significant and growing FCFs Negative FCFs? Will it change or continue?  

 
Appears to be pretty narrow moat, if at all. 
 
Husain Kothari 
 
 
PS:  I wonder if ALMARAI’s board  could consider the following: 

• Sell off the bakery and poultry. Focus on its circle of competence.  
• Given that their shares trade at a premium to (what I think) is their intrinsic value, 

use them as currency to generate cash. So, issue shares, say 15% of the 
existing float or 90m shares, perhaps in 2-3 tranches and generate close to $2B 
in cash.  

• Use their shares as currency for their acquisition plans. 
• Use the cash to widen its moat in the current markets and to fund expansion of 

the diary and juice in growth markets…Egypt, Jordan.  
• Reduce risk to the balance sheet even at the cost of ROE. Find ways to boost  

the quality of growth. 


