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Earnings
(SARmn)
Revenue

2018
21,815

Savola Group

2019e
21,101

2020e
21,147

Revenue growth

-8.5%

-3.3%

Gross profit

3,898

3,806

3,765

0.2%

Gross margin

17.9%

18.0%

17.8%

EBITDA

664

1,055

1,100

EBITDA margin

3.0%

5.0%

Net profit

(458)

634

677

Net margin

-2.1%

3.0%

3.2%

EPS

-1.0

1.19

1.27

DPS

0.0

0.0

0.0

5.2%

Payout ratio

NA

NA

NA

EV/EBITDA

34.0x

21.4x

20.51

P/E

NA

26.4x

24.8x

RoE

NA

7.23%

6.78%

Source: Company data, Al Rajhi Capital

Savola’ s Q2 2019 net profit deteriorated to SAR110mn compared to a profit of
of SAR140mn in Q2 2018 missing our estimates of SAR140mn. The net profit
growth was mainly impacted by the overall negative revenue growth and
lower share of income from investment in affiliates. The top-line declined 2% yo-y to SAR6bn mainly due to 13% y-o-y decline in sales of food business which
consists of 41% of the total business. The retail business observed a growth of
1% even after store closure mainly due to improvement in customer count and
basket size which improved the LFL growth for panda stores. The adjusted
EBIDTA for retail business has turned positive to SAR30mn mainly due to
store rationalization strategy adopted by the company leading to closure of
shut down of loss making stores. The weakness in the volume growth (-4.7% yo-y for H1 2019) of food business continued as we predicted in our last
earnings note mainly due to lower sales of edible oil in central Asia. Since
December 2018 the company has shut down 13 stores against an addition of 1
store leading to a reduction of selling space by 11.4% in Q2 2019. The company
might close another 3-5 stores in the current financial year which will further
shrink the overall revenue of the retail business. Going forward we remain
wary about the top-line growth due to loss of market share amidst store
closures and weaker volume growth in the food business. Due to diverse nature
of its business the company always faces structural headwinds from volatile
commodity and currency movements as well as the risk of intermittent
impairments and one off provisions which might adversely impact the
profitability of the company. Therefore we remain neutral on the stock with a
target price of SAR30/share.
Q2 2019 Results: Revenue declined 2% y-o-y to SAR6bn mainly due to weak
food business in international market. The gross profit increased 9% y-o-y to
SAR1.2bn mainly due to improved gross margins by 190 basis points; this
increment in gross margin is mainly due to IFRS 16 adjustment as the lease
rental is not recorded as a part of cost of goods sold. The EBIDTA has improved
52% y-o-y to SAR664mn mainly due to positive EBIDTA achieved in the retail
business, consequently the EBIDTA margin improved by 390bps. The net profit
was down 22% y-o-y even after a higher EBIDTA is mainly due to higher zakat
and tax expense, lower share of income from associates and higher interest cost
arising due to IFRS16 implementation.
Retail Business: The company’s store rationalization strategy adopted few
years back played well as the retail business EBIDTA turned positive this quarter
due to lower SG&A arising due to closure of loss making stores, the top-line for
the retail business increased 1% y-o-y to SAR3.2bn likely due to improving LFL
growth and increasing basket size, the gross profit improved 3% y-o-y due to
increment in gross margins by 500bps. The adjusted EBIDTA improved to
SAR30mn against a negative SAR62mn in Q2 2018. Consequently the net loss
decreased from SAR210mn in Q2 2018 to SAR65mn in Q2 2019. The selling
space reduced 11.4% from 730k sqm in Q2 2018 to 647k sqm in Q2 2019.
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Going forward we expect the company to shut 2-3 more stores for the remaining part of the
year and the EBIDTA to improve on the back of lower selling and general overheads.
However with lower number of stores the market share loss remains a key concern for the
top-line growth.
Food Business: The top-line for the food business declined 13% y-o-y to SAR2.3bn from
SAR2.6bn in Q2 2018 mainly due to lower volume growth in the edible oil business. The
contribution of revenue from food segment has reduced from 46% in H1 2018 to 41% in H1
2019 indicating a weak overall demand especially for the edible oil segment in international
market. Apart from weaker demand the overseas investment also faces headwinds due to
currency devaluation. The gross profit for the food business reduced 1% y-o-y while the gross
margins improved 190bps partly due to higher sale of pasta which have a higher margin
compared to oil and sugar. The EBIDTA increased 2% y-o-y to SAR215mn while the EBIDTA
margin improved by 130bps. The net profit declined 51% y-o-y to SAR65mn due to reduction
of net margin by 220bps.
Other Business: The share of income from Herfy foods reduced to SAR41mn from
SAR46mn (-11% y-o-y) in Q2 2018. The frozen food business is doing good as it contributed
SAR20mn to the company’s bottom-line while the income from associate investment in
Almarai fell 12% y-o-y to SAR201mn in Q2 2019.
Valuation and Risks: Post Q2 results, we revise our target price to SAR30 per share (earlier
SAR27/share) reflecting the positive EBIDTA achieved in retail segment. We use SoTP to
value Savola. The value of Almarai stake is based on our target price of SAR51.0 per share
and includes 20% hold-co discount, while other investments are valued at book. The
standalone business (including Herfy) is valued at 10x FY20EBITDA. Based on our revised
estimates, our target price stands at SAR30 per share, which implies -4.61% downside from
the current market price of SAR31.45/share. We remain “neutral” on the stock.

Figure 1 Savola: Summary of Q2 2019 results
(SARmn)
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Upside Risk: Better than expected recovery in retail business due to new store openings and
higher LFL growth will improve the EBIDTA for the company and pose upward risk to our
target price.
Downside Risk: Volatility in the global commodity prices and weaker demand in food
segment specially oil and sugar might create pressure in the top-line growth. Further,
currency devaluation is another risk which might badly impact the overall top-line growth of
the company in international market. These structural issues along with any impairment pose
a downside risk to our target price.
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Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain
risks. The securities of non-U.S. issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange
Commission. Information on such non-U.S. securities or related financial instruments may be limited. Foreign companies may not be
subject to audit and reporting standards and regulatory requirements comparable to those in effect within the United States.
The value of any investment or income from any securities or related financial instruments discussed in this research report denominated in
a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or
income from such securities or related financial instruments.
Past performance is not necessarily a guide to future performance and no representation or warranty, express or implied, is made by Al
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income derived from, certain investments. Accordingly, investors may receive back less than originally invested. Al Rajhi 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. Al Rajhi
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. Al Rajhi 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. Al Rajhi 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
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Explanation of Al Rajhi Capital’s rating system
Al Rajhi Capital uses a three-tier rating system based on absolute upside or downside potential for all stocks under its coverage except
financial stocks and those few other companies not compliant with Islamic Shariah law:
"Overweight": Our target price is more than 10% above the current share price, and we expect the share price to reach the target on a 12
month time horizon.
"Neutral": We expect the share price to settle at a level between 10% below the current share price and 10% above the current share price
on a 12 month time horizon.
"Underweight": Our target price is more than 10% below the current share price, and we expect the share price to reach the target on a 12
month time horizon.
"Target price": We estimate target value per share for every stock we cover. This is normally based on widely accepted methods
appropriate to the stock or sector under consideration, e.g. DCF (discounted cash flow) or SoTP (sum of the parts) analysis.
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.
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