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Recommendation Overweight 

Current Price (SAR) 36.2 

Target Price (SAR) 40.5 

Upside/Downside (%) 11.8% 

As of March8th, 2018 

Key Data (Source: Bloomberg)  

Market Cap (SAR bn) 19.3 

52 Wk High  (SAR) 51.0 

52 Wk Low  (SAR) 35.2 

Total Outstanding shares (in mn) 534 

Free Float (%) 74.5% 
 

SAVOLA Vs TASI (Rebased) 

 
 

Price Performance (%) Absolute Relative 

1m (3.1)% (4.2)% 

6m (21.9)% (23.5)% 

12m (5.3)% (12.6)% 
 

Major Shareholders (%)  

Assilah Investment Co. 11.2% 

General Org For Social Insurance    10.3% 

Abdul Qadir& Sons Co. 8.2% 
 

Quarterly Sales (SAR mn) and Operating Margin 

 

Source: Bloomberg, Company Financials, FALCOM 

Research; Data as of 8thMarch 2018 

  In 2017, Savola Group (Savola) reported SAR23.8bn sales, a 9.5% YOY decline. The year 2017 has been  a  

chal lenging year with deflation, overall decline in retail m ark et, exp at m igration  and  p ressu re o n 

disposable incomes. For the quarter, sales declined 14.7% Y-o-Y to SAR5.6 bn. Net income for Q4 2017 

for food was SAR 198mn; versus a  loss of SAR 221mn last year d ue to  l ow er fo rex an d i mpairm ent 

charges, while retail segment recorded a net loss of SAR 408mn versus  a  loss of SAR 543 last year.  

Saudi Arabia’s food market is quite fragmented, while Savola’s s trong  b rand  va lu e m akes  i t  b etter 

pos itioned to cater the rising competition.  We believe the process of retail revamp co uld h elp re vive  

reta il sales,while 100% devaluation of Egyptian Pound and unlikely s ignificant impairments in short term  

should lower net income volatility. Savola is trading at an 11% discount with TASI, and 23% discoun t to  

sector median 12-month forward EV/EBITDA. The stock has declined by 9% o ve r th e p ast 3 -m on ths , 

whi le we foresee recovery from current levels and recommend ‘Overweight’ rating on the s tock.  

Strong brand name and a scalable business model makes the retailer competitive  
Panda has been ranked the 244th most powerful retailer in the wo rld . Th e feat co mes  a fte r S avo la  

undertook s trategic customer-centric initiatives to improve profitability. Panda emerged as a dom inant 

reta iler, accounting for 11.5% of total grocery retail in KSA, more than double i ts nearest co m peti tor. 

Also, being a  large scale organised player, Panda is insulated from the margin pressures occurrin g f ro m  

government’s austere reforms, which might drive unorganised re ta i lers  to  co nsol idate. S avola ’s  

management appears more committed about closure of non -performing Panda s tores , w hich  sho uld 

support retail EBITDA breakeven. We have lowered our S&A expenses as a % of sales by 180 bps  in 2018. 

Favourable demographics; wider reach in food markets   
Savola operates in defensive sectors with leading market shares across growth markets which  are w el l  

pos itioned to benefit from a  younger and growing population. Saudi Arabia’s pop ulatio n co uld re ach 
33.0mn by 2021, presenting a favourable demand scenario.  Besides, Savola Group acco un ts  fo r o n e -
third of the domestic market demand in food segment, and also has s trong presence in GCC and Af ri ca . 

Savola’s subsidiary Afia International Company holds 62% edible oil market share in the UK, enabling the 
company to increase revenues within premium segments, in the face of currency devaluations.  

Net income volatility to lower in 2018 

We expect margins to improve in 2018 and easier comps to prevail especially in Egypt following currency 

devaluation impact absorbed in 2017. Besides, post goodwill markdowns in Egypt operations o f  S avo la 

foods , s tore closure and project wri te -offs  (net impact SAR 302mn in 2017), we bel ieve further 

s ignificant impairments are unlikely in short term. Excluding one-off impairm en t losses i n 2017, th e  

operating margins should improve by 220 bps in 2018 (profits move up from SAR 1.0bn to SAR 1.6bn). 

Savola exploring in-organic growth opportunities 

Earl ier in October 2017, Reuters reported that Savola is in talks to acquire sw eets  a nd  co nfectio nary 

maker Sanabel Al Salam in a  deal worth USD 300mn, which i f materialize could fetch significant synergies 

for i ts  supermarket chain Panda. The confectioner has 104 branches across KSA and a catering unit. 

Valuation: We va lued Savola using the DCF Approach to arrive at a  fair va lue of SAR40.5per sh are. We 

cons idered WACC at 9.3%, with a  terminal growth rate of 2.0%. 

 
2017 2018E 2019E 2020E 

Revenues (SAR bn) 23.8 24.7 25.4 26.3 

Operating Profit (SAR bn) 0.8 1.6 1.8 2.1 

EPS (SAR) 2.1 2.2 2.4 3.0 

Operating Margin (%) 3.4% 6.5% 6.9% 7.8% 

D/E (x) 0.8 0.7 0.6 0.5 

RoE (%) 11.5% 10.6% 10.7% 11.5% 

P/E (x) 18.8 16.8 14.8 12.2 

Price/BV (x) 2.2 1.8 1.6 1.4 

EV/EBITDA (x) 15.4 10.3 9.1 7.5 

Source: Company Financials, FALCOM Research 
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Valuation Summary 

Explanation of valuation methodology and assumptions 

We valued Savola using the DCF Approach to arrive at a  fair va lue of SAR40.5 per share. We considered WACC at 9.3% with a terminal growth rate  of 2.0% . I n 

relative terms, Savola is trading at one-year forward P/E of 16.8x (at a  discount of 20%) to its sector peers and at a premium of 21% to the Tadawul  Al l  S hare 

Index. 

SAR Mn   FY 2017 FY 2018E FY 2019E FY 2020E FY 2021E 

EBIT 
 

800 1,606 1,758 2,055 2,514 

Taxes 
 

-77 -80 -90 -110 -141 

Depreciation, amortization and impairment 
 

1,016 815 880 948 1,018 

Changes in working capital 
 

149 409 -41 69 132 

Net capital expenditure 
 

-550 -1,109 -1,144 -1,184 -1,230 

Free Cash Flow to firm 
 

         1,339           1,641           1,363           1,778           2,293  

Discount Factor 
 

 0.9 0.9 0.8 0.7 

PV of free cash flow to firm 
 

 1,526 1,160 1,385 1,634 

Net Present Value (A) 
 

5,705 

Terminal Value  32,045 

PV Terminal Value (B) 
 

22,834 

Assumed Terminal Growth Rate 2.0% 

Discount Rate 9.3% 

Enterprise Value (A+B) 28,539  WACC Assumptions 

  
 Risk free rate 2.6% 

Tota l  Cash 1,344  Equity Risk Premium 8.9% 

Tota l  Debt 7,403  Beta  1.1x 

Minori ty Interest 879  Cost of equity 12.7% 

Equity Value in SAR mn 21,601  
 

 

Number of shares in mn 534  Post tax cost of debt 4.8% 

Target Price in SAR per share 40.5  Weight of equity in capital structure 56.7% 

CMP in SAR as on March 8th, 2018 36.2  Weight of debt in capital s tructure 43.3% 

Ups ide/(Downside) to current market price  11.8%  WACC 9.3% 

 Source: Company Financials, FALCOM Research Estimates 
 

Risks 

Upside Risks: 

- Faster-than-expected progress towards retail restructuring leading to margin recovery of Panda retail stores. 

- Favourable foreign exchange movements within the food operations will lead to a better pricing power. 

Downside Risks:  

- The implementation of VAT a nd hike in fuel prices increased inflation in KSA, with prices in January ri sing 3.0% Y-o-Y. The F&B sector saw a  significant 

impact, with prices of goods ri sing 6.8% Y-o-Y in January. Any further increase in inflation may impact the consumer spending. 

- Continued foreign exchange volatility shall negatively affect Savola’s food segment margin.    
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Key Charts 
 

Revenue (SAR bn)  Revenue Split (2017) 

 

 

 
   

EBITDA & Margins  CAPEX and Debt 

 

 

 
   

Price to Earnings    EV/EBITDA 

 

 

 
   

Debt/Equity (x)  Free Cash Flow Yield 

 

 

 

Source: FALCOM Research Estimates 

0.0

10.0

20.0

30.0

2016 2017 2018E 2019E 2020E

Retail Food Investments & Other activities

52%
48%

0%

Food

Retail

Investments &
Other activities

-10%

0%

10%

20%

0.0

1.0

2.0

3.0

4.0

2016 2017 2018E 2019E 2020E

EBITDA (SAR bn) Gross Margin

EBITDA Margin Net Margin

 (2.0)  -  2.0  4.0  6.0  8.0

2016

2017

2018E

2019E

2020E

18.8x

16.8x

14.8x

12.2x

12.0

14.0

16.0

18.0

20.0

2017 2018E 2019E 2020E

17.1x

15.4x

10.3x
9.1x

7.5x

4.0

6.0

8.0

10.0

12.0

14.0

16.0

18.0

2016 2017 2018E 2019E 2020E

0.99

0.76
0.68

0.61
0.54

0.0

0.2

0.4

0.6

0.8

1.0

1.2

2016 2017 2018E 2019E 2020E

2.1%

4.8%

6.6%
5.7%

7.9%

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

2016 2017 2018E 2019E 2020E



 

 

Savola Group  
Food & Beverages| SAVOLA AB | 2050.SE 

INTELLIGENT 
INVESTMENT 
IDEAS 

Initiation Coverage  March 08, 2018 

 Confidential 4 

 

Summary Financials 
 

P&L (SAR mn) 2017 2018E 2019E 2020E 

Sales 23,832 24,652 25,421 26,309 

Gross Profit 4,386 4,635 4,779 4,946 

Earnings from Associates 752 792 792 792 

EBITDA 1,817 2,421 2,638 3,003 

EBIT 800 1,606 1,758 2,055 

Net Interest (381) (374) (366) (359) 

Other 778 - - - 

PBT 1,197 1,232 1,392 1,696 

Minori ties - - - - 

Zakat (77) (80) (90) (110) 

Net Income 1,120 1,152 1,302 1,586 

EPS 2.1 2.2 2.4 3.0 

DPS 0.0 - - - 

 

BS (SAR mn) 2017 2018E 2019E 2020E 

Cash 1,344 2,611 3,607 5,026 

Current Assets 6,549 7,556 8,671 10,227 

Fixed Assets 7,560 7,929 8,267 8,578 

Intangibles 450 376 301 227 

Investments in associates and JVs 7,924 7,924 7,924 7,924 

Total Assets 23,098 24,400 25,778 27,570 

Current Liabilities 8,403 8,552 8,629 8,835 

Short Term Debt 3,873 3,873 3,873 3,873 

Long Term Debt 3,530 3,530 3,530 3,530 

Shareholders Equities 9,708 10,860 12,162 13,748 

Total Liabilities 23,098 24,400 25,778 27,570 

 

CF (SAR mn) 2017 2018E 2019E 2020E 

Operating Cash Flow 1,176 1,967 2,182 2,534 

Working Capital Changes 149 409 (41) 69 

Cash Flow from Operating Activities 1,325 2,376 2,140 2,603 

Capex 550 1,109 1,144 1,184 

Cash Flow from Investing Activities 812 (1,109) (1,144) (1,184) 

Changes in Debt (1,666) - - - 

Dividends (8) - - - 

Cash Flow from Financing Activities (2,007) - - - 

Source: Bloomberg, Company Financials, FALCOM Research

 

Growth 2017 2018E 2019E 2020E 

Revenue -9.5% 3.4% 3.1% 3.5% 

EBITDA 3.2% 33.2% 9.0% 13.8% 

Operating profit 69.4% 100.6% 9.5% 16.9% 

PBT -556.4% 3.0% 13.0% 21.8% 

Net Income -369.7% 2.9% 13.0% 21.8% 

 

Ratios (%) 2017 2018E 2019E 2020E 

Gross Margin 18.4% 18.8% 18.8% 18.8% 

EBITDA Margin 7.6% 9.8% 10.4% 11.4% 

EBIT Margin 3.4% 6.5% 6.9% 7.8% 

Net Margin 4.7% 4.7% 5.1% 6.0% 

ROE 11.5% 10.6% 10.7% 11.5% 

ROCE 5.4% 10.1% 10.3% 11.0% 

ROA 4.8% 4.7% 5.0% 5.8% 

Debt/Equity 0.76 0.68 0.61 0.54 

Net Debt/EBITDA 3.34 1.98 1.44 0.79 

FCF Yield 4.8% 6.6% 5.7% 7.9% 

Dividend Yield 0.0% 0.0% 0.0% 0.0% 

 

Valuation 2017 2018E 2019E 2020E 

PE 18.8 16.8 14.8 12.2 

PB 2.2 1.8 1.6 1.4 

EV/EBITDA 15.4 10.3 9.1 7.5 

EV/EBIT 35.0 15.6 13.6 11.0 

EV/Sales 1.2 1.0 0.9 0.9 

  

Peer Valuations 12M Fwd PE 
12m Fwd 

EV/EBITDA 

Almarai Co. JSC 22.4x 14.8x 

Saudi Dairy and Foodstuff Co. 14.1x 9.2x 

Halwani Brothers 20.7x 12.5x 

Abdullah Al  Othaim Markets 21.2x 14.3x 

Savola Group 16.8x 10.3x 

Sector Median 20.9x 13.4x 

TASI 13.8x 11.6x 
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FALCOM Rating Methodology 
FALCOM Financial Services uses its own evaluation structure, and i ts recommendations are based on quantitative a nd q ual i tative  d ata  co l lected b y th e 

analysts. Moreover, the evaluation system places covered shares under one of the next recommendation areas based on the closing price of the m arket, th e 

fa i r va lue that we set and the possibility of ascent/descent. 

Overweight:  The Target share price exceeds the current share price by ≥ 10%. 

 

Neutra l:   The Target share price is either more or less than the current share price by 10%. 

 

Underweight:  The Target share price is less than the current share p rice by ≥ 10%. 

 

To be Revised:  No target price had been set for one or more of the following reasons: (1) waiting for more analysis, (2) waiting for detailed financia ls ,  (3)  

waiting for more data to be updated, (4) major change in company`s performance, (5) change in market conditions or (6) any ot her reason  

from FALCOM Financial Services. 

 

 

FALCOM Financial Services 
Contact us on the below phone numbers: 

Customer Services: 8004298888 

Brokerage Services: 920004711 

 

Fax or Email us at the below number: 

Fax: +966 11 2032546 

Email: addingvalue@falcom.com.sa  

 

 

Mail us at the following address: 

P.O. Box 884 

Riyadh 11421 

Kingdom of Saudi Arabia 

 

Disclaimer and Risks Warning: 
The information in this report was compiled from various public sources believed to be reliable and whilst all reasonable care has been taken to ensure that the facts s ta ted  i n 

this report are accurate and that the forecasts, opinions, future prices and expectations contained herein are fair and reasonable,  FAL COM ma kes no  repre sentat ions  or 

warranties whatsoever as to the accuracy of the data and information provided and, in particular, FALCOM does not represent t hat the information or expected future prices i n  

this report is complete or free from any error. This report is not, and is not to be construed as, an offer to sell or solici tation  of a n offe r  t o buy any fi na nc ial  se cur i ti es.  

Accordingly, no reliance should be placed on the accuracy, fairness or completeness of the information or the expected prices contained in this re port.  FAL COM ac cept s no 

liability whatsoever for any loss arising from any use of this report or its contents, and FALCOM shall not be in any way responsible for the contents hereof. Opinions, forec ast s 

or price projections contained in this report represent FALCOM's current opinions or judgment as at the date of this report o nly and are therefore subject t o  change wi thout 

notice. There can be no assurance that future results, prices or events will match any such opinions, forecasts or prices projections which represent only one possible out come 

and these price estimates may not occur in the future whatsoever. Further, such opinions, forecasts or price projections are s ub je ct  t o c e rt ai n r i sks,  unc ertai ntie s and 

assumptions that have not been verified and future actual results or events could differ materially. Any value or price, or i ncome from, any investments referred to in this report 

may fluctuate and/or be affected by changes. Past performance is not necessarily an indicative of future performance. Accordingly, i nve stors may rec ei ve  back l ess t han  

originally invested amount. This report provides information of a general nature and does not address the circumstances, objectives, and r i sk t o lerance  of a ny parti cu lar  

investor. Therefore, the person who obtain a copy of this report should understand that this report is not intended to provid e personal investment advice and does not take into 

account his/her financial situation or any specific investment objectives or particular needs which he/she may have. Before making an investment decision the investors should  

seek advice from an independent financial, investment and/or other required advisers due to the investment in such kind of securities may not be suitable for all recipients. This 

research report might not be reproduced, nor distributed in whole or in part, and all information, opinions, forecasts and pr ice estimates c ont ained;  are prot ect ed  by t he  

intellectual property laws, copyright and publishing rules and regulations applied in the Kingdom of Saudi Arabia. 

 
All rights reserved. 

 

FALCOM acquired the Saudi Capital Market Authority license number (37-06020) on 27/05/2006, and commenced providing its services to the investors in the Saudi Stock 

Exchange on 19/02/2007 with CR Number 1010226584 Issued on 04/12/1427H.  

 


