
 

ALMARAI is a business that has seen incredible growth in Assets, Equity and Sales - yet falls short of 
producing outsized value for its owners. 

A Growth Story 

• Since 1977, ALMARAI has gained a strong foothold as a packaged dairy 

producer (its largest and most profitable segment) in Saudi Arabia and other 
Gulf nations. More recently, it has acquired other businesses to enter into the 
Juices, Bakery, Poultry & Infant Formula industries. 

• ALMARAI’s impressive growth in Assets, Equity and Sales have all slowed significantly in the last 5 years 
(2010-2015) as compared to the previous 5 years (2005-2010). This type of scaling difficulty is typical for a 
company that has seen astonishing growth in Sales, while continuing to function largely in the same 
industry, and perhaps an increase in competition. It is also conceivable that Saudi Arabia, ALMARAI’s 
largest geographic segment, is now a saturated market. 

• Within the Middle East, the nation that offers the largest amount of growth potential for ALMARAI is 
Egypt. Today, only 5% of ALMARAI’s sales are accounted for by Egypt. With a population three times that of 
Saudi Arabia, Egypt appears to be a no-brainer. Potential headwinds in Egypt, however, might include 
threat of incumbent competition & regulatory limitations on a foreign dairy company. 

Where’s the Value? 

Any amount of past growth and potential for future growth does not alleviate the fact that ALMARAI has not 
created value for its owners. In fact, if things get much worse, and should the ROIC fall significantly below 
WACC, ALMARAI risks becoming a large and rather destructive ‘cow’. (Here at KIP, we routinely use the 
analogy of  

The big question is Why? Why has ALMARAI failed to create REAL value (a large positive spread between 
ROIC & WACC) for its owners? Despite a great line-up of products, significant market share in the region 
and a notable brand image?  
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DOES ALMARAI have a moat? 

1) Intangible Assets  
 a) Brand: such as a Brand that translates into Pricing Power: ALMARAI certainly has a highly 
recognizable brand. But can it raise prices without losing market share? 
Can it pass increasing supplier costs, unforeseen damage control costs (such as a fire) or 
simply offsetting inflation to its customers? 

ALMARAI	AB	-	Cost	of	Capital	es3mates	by	EVA	 Mkt	Cap:	$	13.0B		Share	Price:	$	21.74	 25-
Dec-15

Fiscal	Period: 2010 2011 2012 2013 2014 2015

Period	Ending: 9/30/10 9/30/11 9/30/12 9/30/13 9/30/14 9/30/15

Cost	of	Capital 7.6% 6.9% 6.9% 7.1% 6.9% 7.3%

Table 1

Metrics Values Comments

ROE 2005 28.4%
ROE LTM 14.8%
ROE Elements breakdown:

Revenues CAGR 20.2%
Net Income CAGR 17% The difference in 

CAGR shows an 

obvious of Net 

Margins. What is 

causing this?
Asset Turnover (4%)

Leverage (Assets/Equity) 
2005

2.08

Leverage (Assets/Equity) 
LTM

2.15 The growth in 

Leverage ratio is as 

a result of Long-

Term Debt growing 

an increasing rate 

to growth in Assets 

& Equity. See the 

next set of figures.
Assets CAGR 24.4

%
Liabilities CAGR 24.8

%
LTD CAGR 25%

Equity CAGR 24%

Table 2

ROIC 2005 11.7%
ROIC LTM 4.8%
ROIC Elements breakdown:

Tax rate 2005 2.6%
Tax rate LTM 4.4%

EBIT Margin 2005 20.1

%
EBIT Margin LTM 12.7

%
Revenues CAGR 20.2

%
Invested Capital CAGR 25% The difference has 

led the Revenues/

InvestedCapital 

from 0.84 in 2005 

to 0.57 in LTM.

Shares Outstanding CAGR 1.3% It is important to 

note that ALMARAI 

hasn’t issued many 

shares for a 

company that has 

seen its price 

compound at 

12.6% in the last 10 

years. It also 

means that it has 

financed most of its 

growth with its own 

Earnings and Debt.
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 b) Regulatory: As a sizable Saudi company, ALMARAI may or 
may not have influence on consumer goods policies in Saudi 
Arabia. 

2) Customer Switching Costs probably does not apply ALMARAI. This is 
not to say that it does not enjoy any brand loyalty among its consumers. 
But should ALMARAI raise prices tomorrow, it does not take much for a 
shopper to select a competing milk brand. 

3) Cost Advantage - As the largest dairy producer in the region - it is conceivable that ALMARAI some 
degree of Economies of Scale. Does ALMARAI’s investment in its own animal-feed-supplying farms in 
Argentina offer a cost advantage? How much influence does it have on the suppliers of other commodities 
such as Sugar and Flavors? 

4) Network Effect does not apply to ALMARAI. 

5) Efficient Scale: It is unclear if ALMARAI enjoys this type of moat. Does the Saudi Arabian or other middle 
eastern governments propose limitations on the number of dairy producers? If so, does this keep new 
competitors at bay?  
 Negative influence: Non-Saudi governments may also impose limitations on ALMARAI imports in 
order to limit competition and protect local dairy producers such as KDD, KdCow and Al Rawabi. 

The negative FCFs are OK while ALMARAI is still a growth business 
It is not uncommon for growth companies like ALMARAI to experience negative Free Cash Flows 
while it is investing in its own growth. However, ALMARAI has seen negative FCFs consistently for 
the last ten years. And had that growth been highly profitable, the EVA spread (ROIC - WACC) 
would not have been so precariously thin. 

From the above observations, it appears that ALMARAI is a cow that is eager to grow fast: 
a) Even though its increased size is coming at the cost of lower Profitability and AssetTurnover. 

b) Its growth ambitions are larger than its own cash-generating abilities. It is therefore taking on 
Debt at an alarming rate in order finance this growth. The growth is partially coming from 
entering new industries (non-dairy) and new geographies. It is therefore a significantly 
riskier business than it was 10 years ago. 

c) Cost of Capital often is a matter of contention. But even if we assume a range of Cost of 
Capital figures, the overall picture is not encouraging for ALMARAI. 



bad growth 

A closer look at the Income Statements of ALMARAI reveal that while the business’ revenues grow 
at an impressive 20.2%, the EBIT CAGR lags at 15%. Even more interesting is that EBT (Operating 
Income after Interest expenses) has an even lower CAGR of 14%. Why? Interest expenses of 
ALMARAI have been ranging from 11-16% of EBIT since 2011. In other words, ALMARAI has been 
paying a hefty cost for its borrowed money. 

in Conclusion… 

ALMARAI is a successful Middle-Eastern dairy brand that has evolved from creating a small amount 
of value (10 years ago) to none at all. The reasons for this change of fate are two-fold: First, 
ALMARAI has growth ambitions that exceed the size of its own cash-generating abilities. Second, in 
order to grow at the rate that it has, ALMARAI has opted to borrow ample debt, and use it to 
finance growth in its Dairy business as well as new (and unprofitable in the case of Poultry) and risky 
territories such as Bakery, Poultry and Infant Formula. To make matters worse, it is also using this 
debt to consistently pay dividends to shareholders. 

WhatS a Capital allocator to do?  

ALMARAI must redeem its Dairy business and make it the sole focus of the business. Growth is 
healthy so long as the ROIC is measurably above the Cost of Capital incurred. ALMARAI can lessen 
the risk and regain its 2005-level profitability by two strategic moves: 
  1) Sell off the ancillary Poultry, Bakery & Infant Formula segments. Today it’s Assets amount 
to $1.9 bn. Assume that they liquidate for $1.5 bn. 
(ALMARAI must note that it has no measurable MOAT that allows it significant Pricing Power. Even 
so, Dairy segment is by far its most profitable segment, and ALMARAI must capitalize on this and 
avoid venturing into new industries.) 
  2) The market appears to be rewarding ALMARAI for its growth potential. The business can 
leverage this by issuing its existing shares at a rate of 2% per year. With a current price of $22, this 
will generate $2.5 bn in three years. Enough to pay off the LTD on ALMARAI’s balance sheet and 
significantly lower its risk profile. This is of course a best-case scenario, but the company also 
stands to receive $1.5 bn in cash from the Sale of ancillary businesses from Point 1). 
  3) Meanwhile, ALMARAI is taking large strides to expand its business in Egypt. And it 
should! Egypt offers the greater potential for growth in the MENA region. And from then on, 
ALMARAI must pace its growth - and reinvest organic earnings into growth - rather than borrowed 
money. If ALMARAI managers have real conviction in the company’s ability to generate high ROIC 
in the future, it may even consider removing its dividend policy. 



Base year 1 2 3 4 5 6 7 8 9 10 Terminal year
Revenue growth rate 11.20% 11.20% 11.20% 11.20% 11.20% 9.32% 7.43% 5.55% 3.67% 1.79% 1.79%
Revenues 3,610 4,014 4,464 4,964 5,520 6,138 6,710 7,209 7,609 7,888 8,029 8,172
EBIT (Operating) margin 13.1% 13.0% 12.9% 12.8% 12.7% 12.6% 12.5% 12.3% 12.2% 12.1% 12.0% 12.0%
EBIT (Operating income) 474 523 576 635 700 772 836 890 930 956 963 981 506.25$         
Tax rate 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.3% 4.2% 4.2% 4.1% 4.0% 4.0%

EBIT(1-t) 454 500 551 607 669 738 800 852 892 917 925 941

 - Reinvestment 632 703 781 869 966 894 779 625 436 220 280 7,184.47$      

FCFF -132 -151 -174 -199 -228 -94 73 266 480 705 661

NOL 0 0 0 0 0 0 0 0 0 0 0 0

Cost of capital 6.16% 6.16% 6.16% 6.16% 6.16% 6.13% 6.10% 6.06% 6.03% 6.00% 6.00%
Cumulated discount factor 0.9420 0.8873 0.8358 0.7873 0.7416 0.6988 0.6587 0.6210 0.5857 0.5525
PV(FCFF) (124.16)$           (134.37)$           (145.28)$           (156.92)$           (169.34)$           (65.58)$             47.82$               165.49$             281.42$             389.49$             

Terminal cash flow $661
Terminal cost of capital 6.00%
Terminal value $15,690
PV(Terminal value) $8,669
PV (CF over next 10 years) $89
Sum of PV $8,758
Probability of failure = 0.00%
Proceeds if firm fails = $0
Value of operating assets = $8,758
 - Debt $3,126
 - Minority interests $650
 +  Cash $557
 + Non-operating assets $0
Value of equity $5,539
 - Value of options $0
Value of equity in common stock $5,539
Number of shares 600.00               

Estimated value /share 9.23$     
Price 20.84$               
Price as % of value 225.73%

Implied variables After year 10
Sales to capital ratio 0.64 0.64 0.64 0.64 0.64 0.64 0.64 0.64 0.64 0.64
Invested capital $5,639 $6,270 $6,973 $7,754 $8,623 $9,589 $10,482 $11,262 $11,887 $12,323 $12,543
ROIC 8.04% 7.97% 7.90% 7.83% 7.76% 7.69% 7.63% 7.57% 7.50% 7.44% 7.37% 6.00%

Check	these	revenues	against	
a.	Overall	market	size	
b.	Largest	companies	in	this	market	

Compare	this	return	on	capital	in	year	10	against	
a.		the	industry	average(column	E	of	worksheet)	
b.	the	return	on	capital	aBer	year	10	
If	it	is	too	high	(low),	you	may	want	to	lower		(raise)	your	sales	to	capital	raEo	

This	is	how	much	capital	you	
invested	over	the	ten	year	period.		

This	is	is	how	much	your	operaEng	income	
grew	over	the	ten-year	period.	

ALMARAI Valuation - Dec2015 - Valuation Output

This is a base-case scenario valuation - indicating that ALMARAI is overvalued by about 2.5 times today.

Assumptions:

1 - Revenue growth CAGR of 11.2% for the next 5 years.
2 - Expected Pre-tax EBIT margin in Year 10: 12%
3 - Sales to Capital ratio same as today: 0.64
4 - Risk-free rate: 1.79%
5 - Cost of Capital: 6.16% (Industry average)


The market price of $21 today implies:
+ 15% Revenue CAGR for next 5 years
+ 15% expected EBIT margin in Year 10
+ A much higher Sales/InvestedCapital ratio of 0.85
+ And an unlikely low CostOfCapital of 5%

Best-Case Scenario IntrinsicValue/share: $12.17
Base-Case Scenario: $9.23
Worst-case Scenario: $5.11 

Conclusion: Even if ALMARAI continues its impressive record of Revenue growth, with the same EBIT margin as today, it’s expensive Reinvestments result in negative FCFs up until Year 6. This and ALMARAI’s growth plans into new industries (poultry, bakery) make it a difficult business to value. The negative FCFs mean that most of ALMARAI’s value lies in its Terminal Cash Flows i.e. very far down the line, making it even harder to evaluate.


