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Earnings  

 
Source: Company data, Al Rajhi Capital.  

Abdullah Al Othaim Markets Co. 
Underweight on Muted Earnings Expectation  
 
We update our investment case for Abdullah Al Othaim Markets Co. with an 

underweight rating and a fair value of SAR7.75/sh, having a downside of 12.7% to the 

last close. Our Investment case in premised on expectation of low single-digit topline 

growth and low probability of gross margin expansion on the back of high intensity of 

competition within the food retailer industry. Furthermore, we opine that changing 

customer shopping habits and the resultant need for more dense retail network should 

likely keep operating expense elevated. Hence, we expect the company’s earnings to 

decline by 2.1% in 2025 and then remain relatively stagnant over the medium-term. 

We value the company using discounted cashflow method and our fair value of 

SAR7.75/sh implies a 2025 forward P/E of 21.5x. 

 

Investment Thesis: Our Underweight rating on Abdullah Al Othaim Markets Co. is 

based on the following: 

• High intensity of competition in the retail food industry on the back of both supply 

and demand factors. Supply is expected to increase as 1) most food retailers plan 

to aggressively increasing their store network, 2) discounters are gaining 

popularity, and 3) food delivery platforms have integrated backwards aimed at 

fulfilling groceries orders through their own dark stores. At the same time, growth 

in demand is expected to remain muted as customers become bargain hunters in 

the midst of increase in rents. 

• The gaining popularity of discounter is a bigger threat to Al Othaim in our opinion 

(as compared to other food retailers) since the company positions' itself as a value 

player (some players such as LuLu position themselves as offering a wide 

assortment of SKUs aimed at targeting both local and expat population; Similarly, 

some players such as Danube position themselves as a premium brand and target 

more quality conscious customers willing to pay a higher price). 

• Furthermore, changing customer shopping behavior also does not bode well for 

the company. Over the last few years, average basket size of customers has 

reduced while the number of transactions has grown. Essentially, rather than 

visiting the grocery store once or twice a month, customers now visit more often 

and make smaller purchase at each occasion. This means that commute time has 

now become more important than before and Al Othaim either has to increase the 

density of its store network (at the expense of cannibalization and higher operating 

expense) or risk losing out its customers to its competitors. We believe the 

management has chosen the lesser of the two evils, as visible by the recent 

aggressive store openings. 

• Additionally, company can be expected to continue being impacted by the weak 

performance of Egypt's retail division and KSA wholesale division (both of these 

segments combined account for ~10% of the company's topline). The significant 

devaluation of Egyptian pound in the past has completely negated the impact of 

company increasing its selling area in the country as well as the increase in sales 

density (in-terms of Egyptian pound). At the same time the sales density of 

wholesale business has declined by 21% between 2022-24 on account of 

increasing intensity of competition. We believe both of these problems will persist 

in the medium-term and negatively impact the performance of these segments.

(SAR Mn) 2024 2025E 2026E

Revenue 10,716 11,014 11,481

Revenue growth 4.7% 2.8% 4.2%

Gross profit 2,411 2,480 2,583

Gross margin 22.5% 22.5% 22.5%

EBITDA 860 910 949

EBITDA margin 8.0% 8.3% 8.3%

Net Income to Shareholders 511 325 327

Adj. Net Income to Shareholders 332 325 327

Adj. Net margin to Shareholders 3.1% 3.0% 2.8%

EPS 0.57 0.36 0.36

DPS 0.41 0.35 0.36

Payout ratio 72.2% 96.9% 100.0%

P/E 15.6x 24.6x 24.5x

ROE 36.0% 23.2% 23.2%

 US$2.13bn    

Market Cap. 

     65.51% 

  Free Float 
         US$4.29mn  

Avg. Daily Value traded 

 

  

Price Target (SAR): 7.75 

Current : 8.88  
Upside/Downside: 12.7% below current 

 

    24A      25E       26E                          

P/E (x)                                  15.6       24.6         24.5 

EV/EBITDA (x)                     12.4       11.6         11.3 

 

 

 

Al Othaim Holding Company                        34.42% 
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2025/2026 Expectations & Assumptions: On the back of the above highlighted factors, we 

expect the company’s adjusted earnings to decline by 2.1% YoY in 2025 and then remain 

relatively stagnant over the medium-term. We expect the company’s topline to grow at a CAGR 

of 3.9% between 2025-28 driven by 4.4% CAGR of the KSA retail business (on account of 3.5% 

CAGR in selling area and 0.8% CAGR in sales density; the growth in selling area is expected to 

be lower than the 5.1% CAGR in store network on account of company’s focus towards smaller 

format supermarkets and express stores). Egypt retail business is expected to decline by 5.6% 

as we expect devaluation of Egyptian pound to continue (we rely on forward exchange rates) and 

the management is expected to slow-down the pace of its store expansion in Egypt. Finally, we 

expect the company’s wholesale division to remain stagnant. Other major assumptions include: 

• Operating expenses are expected to remain elevated at ~19% of the topline (in-line with 

recent history and on account of factors mentioned above) 

• Finance cost on lease liability is expected to grow by ~4% in-line with the total expansion in 

store selling area. 

• Finally, effective tax rate is expected to be ~3% (in-line with company’s history). 

Recommendation and Valuation: 

We value the company using a discounted cashflow method using a cost of equity of 10.5% and 

terminal growth rate of 2.5% to arrive at our fair value of SAR7.75/sh, having a downside of 12.7% 

to the last close. Hence, we have an Underweight rating on the stock.  

Figure 1 Valuation 

 
Source: Company Data, Al Rajhi Capital estimates 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

DCF Valuation

DCF Valuation SAR/sh 7.75

CMP SAR/sh 8.88

Upside/(Downside) % -12.7%

Dividend yield % 3.9%

Total returns % -8.8%
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Financials 
 

Figure 2 Income Statement Figure 3 Balance Sheet  

 

 
Source: Company Data, Al Rajhi Capital estimates 

 Source: Company Data, Al Rajhi Capital estimates 

 

Figure 4 Ratios and Multiples 

  

Source: Company Data, Al Rajhi Capital estimates  

 

  

 

 

SAR Mn 2024 2025E 2026E

Revenue 10,716 11,014 11,481

y-o-y growth 4.7% 2.8% 4.2%

Cost of Sales 8,305 8,533 8,897

Gross Profit 2,411 2,480 2,583

y-o-y growth 6.3% 2.9% 4.1%

margins 22.5% 22.5% 22.5%

Operating Profit 449 457 472

y-o-y growth 1.0% 1.7% 3.3%

margins 4.2% 4.1% 4.1%

Net Income to Shareholders 511 325 327

y-o-y growth 6.0% -36.4% 0.5%

margins 4.8% 3.0% 2.8%

EPS 0.57 0.36 0.36

SAR Mn 2024 2025E 2026E

Cash & Short term investments 142        138        149        

Accounts receivable, net 57          44          47          

Inventories 1,226     1,096     1,219     

Advance payments 191        191        191        

Total current assets 1,616     1,470     1,607     

PPE & Intangible Assets 2,097     2,176     2,289     

Right of use assets 2,257     2,252     2,302     

Investment in associates 303        303        303        

Investment properties 644        620        594        

Equity investment 8           8           8           

Others 118        118        118        

Total Assets 7,043     6,948     7,221     

Accounts payable 1,982     1,973     2,072     

Short-term Debt 315        150        200        

Lease Liability 141        152        159        

others 528        528        528        

Total Current liabilities 2,966     2,803     2,959     

Lease Liability 2,326     2,378     2,491     

Others 337        337        337        

Total Liabilities 5,629     5,518     5,786     

Share Capital 900        900        900        

Retained earnings 479        494        499        

Reserve 36          36          36          

Total shareholders’ equity 1,415     1,430     1,435     

Total Liabilities & Equity 7,043     6,948     7,221     

2024 2025E 2026E

ROE 36.0% 23.2% 23.2%

(Debt+Lease)/EBITDA (x) 3.2 2.9 3.0

P/E (x) 15.6       24.6       24.5       

D/Y 4.6% 3.9% 4.1%

EV/EBITDA (x) 12.4       11.6       11.3       
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IMPORTANT DISCLOSURES FOR U.S. PERSONS 

This research report was prepared by Al Rajhi Capital (Al Rajhi), a company authorized to engage in securities activities in Saudi Arabia.  Al Rajhi is not a registered broker-dealer in the United States and, 

therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This research report is provided for distribution to “major U.S. institutional 

investors” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  

Under no circumstances should any recipient of this research report effect any transaction to buy or sell securities or related financial instruments through Al Rajhi.  

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority (“FINRA”) and, therefore, may not be subject to 

applicable restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research analyst account. 

Additional Disclosures 

This research report is for distribution only under such circumstances as may be permitted by applicable law.  This research report has no regard to the specific investment objectives, financial situation, or 

particular needs of any specific recipient, even if sent only to a single recipient.  This research report is not guaranteed to be a complete statement or summary of any securities, markets, reports or 

developments referred to in this research report.  Neither Al Rajhi nor any of its directors, officers, employees or agents shall have any liability, however arising, for any error, inaccuracy or incompleteness 

of fact or opinion in this research report or lack of care in this research report’s preparation or publication, or any losses or damages which may arise from the use of this research report. 

Al Rajhi may rely on information barriers, such as “Chinese Walls” to control the flow of information within the areas, units, divisions, groups, or affiliates of Al Rajhi. 

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 Rajhi with respect to future performance.  Income from investments 

may fluctuate.  The price or value of the investments to which this research report relates, either directly or indirectly, may fall or rise against the interest of investors.  Any recommendation or opinion 

contained in this research report may become outdated as a consequence of changes in the environment in which the issuer of the securities under analysis operates, in addition to changes in the estimates 

and forecasts, assumptions and valuation methodology used herein.   

No part of the content of this research report may be copied, forwarded or duplicated in any form or by any means without the prior consent of Al Rajhi and Al Rajhi accepts no liability whatsoever for the 

actions of third parties in this respect. This research document has been prepared by Al Rajhi Capital Company (“Al Rajhi Capital”) of Riyadh, Saudi Arabia. It has been prepared for the general use of Al 

Rajhi 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 Al Rajhi 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 Al Rajhi Capital. The information contained was obtained from various public sources believed to be reliable but we do not guarantee its accuracy. Al Rajhi Capital makes no 

representations or warranties (express or implied) regarding the data and information provided and Al Rajhi 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. 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 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 Al Rajhi Capital or any of its affiliates to any registration or licensing requirement within such jurisdiction. 
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Disclaimer and additional disclosures for Equity Research 

Disclaimer 

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

The information contained was obtained from various public sources believed to be reliable but we do not guarantee its accuracy. Al Rajhi Capital makes no representations or warranties (express or 

implied) regarding the data and information provided and Al Rajhi 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. 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 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 Al Rajhi Capital or any of its affiliates to any registration or licensing requirement within such jurisdiction. 

 

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. 

Contact us 

Dr. Sultan Altowaim 

Head of Research 

Tel : +966 11 836 5468 

Email: AltowaimS@alrajhi-capital.sa 
 

Al Rajhi Capital 

Research Department 

Head Office, King Fahad Road 

P.O. Box 5561, Riyadh 11432 

Kingdom of Saudi Arabia 

Email: research@alrajhi-capital.com 

Al Rajhi Capital is licensed by the Saudi Arabian Capital Market Authority, License No. 07068/37 
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Notice to US Investors: 

  

Rule 15a6 Disclosure 

This research report (“Report”) was prepared, approved, published, and distributed by Al Rajhi Capital, a company located outside of the United States (the "Foreign Counterparty"). 

Avior Capital Markets US LLC ("Avior US"), a US registered broker-dealer, distributes this Report in the US on behalf of the Foreign Counterparty.  Only major U.S. institutional investors 

(as defined in Rule 15a-6 under the US Securities Exchange Act of 1934 (the "Exchange Act") may receive this Report under the exemption in Rule 15a-6.  A US institutional investor 

must effect any transaction in the securities described in this Report through Avior US. 

  

Neither the Report nor any analyst who prepared or approved the Report is subject to US legal requirements or the Financial Industry Regulatory Authority, Inc. ("FINRA") or other US 

regulatory requirements concerning research reports or research analysts. The Foreign Counterparty is not a registered broker-dealer under the Exchange Act nor is it a member of the 

Financial Industry Regulatory Authority, Inc., or any other US self-regulatory organisation.  

  

Analyst Certification 

In connection with the companies or securities that; each analyst identified in this Report certifies that: 

 

The views expressed on the subject companies and securities in this Report reflect their personal views 

 

No part of his or her compensation was, is or will be directly or indirectly dependent on the specific recommendations or views expressed in this Report.  

 

Note that:  

(i) The Foreign Counterparty is the employer of the research analyst(s) responsible for the content of this Report, and  

(ii) Research analysts preparing this Report are resident outside the United States and are not associated persons of any US regulated broker-dealer. Therefore, the analyst(s) are not 

subject to supervision by a US broker-dealer and are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with US rules or regulations 

regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account. 

  

Important US Regulatory Disclosures on Subject Companies 

Analysts of the Foreign Counterparty produced this material solely for informational purposes and the use of the intended recipient.  No person may reproduce, this Report under any 

circumstances.  No person may copy or make this Report available to any other person other than the intended recipient.  

 

Avior US distributes this Report in the United States of America.  The Foreign Counterparty distributes this Report elsewhere in the world. This document is not an offer, or invitation by 

or on behalf of Avior US, the Foreign Counterparty, their affiliates, or any other person, to buy or sell any security.  

  

Avior US and the Foreign Counterparty and their affiliates obtained the information contained herein from published information and other sources, which Avior US and the Foreign 

Counterparty and their affiliates reasonably consider to be reliable.  

 

Avior US and the Foreign Counterparty accept no liability or responsibility whatsoever for the accuracy or completeness of any such information. All estimates, expressions of opinion 

and other subjective judgments contained herein are valid as of the date of this document. Avior US assumes responsibility for the Report content with regards to research distributed in 

the US.   

  

Neither Avior US nor the Foreign Counterparty has managed or co-managed a public offering of securities for the subject company in the past 12 months, have not received compensation 

for investment banking services from the subject company in the past 12 months and do not expect to receive and does not intend to seek compensation for investment banking services 

from the subject company in the next three months. Avior US and the Foreign Counterparty have not owned any class of equity securities of the subject company. There are no other 

actual, material conflicts of interest of Avior US and the Foreign Counterparty at the time of the publication of this Report. As of the publication of this Report, Avior US nor the Foreign 

Counterparty makes a market in the subject securities. 

  

Avior US and its affiliates, to the fullest extent permissible by law, accept no liability of any nature whatsoever for any claims, damages or losses arising from, or in connection with, the 

contents of this Report or the use, reliance, publication, distribution, dissemination, disclosure, alteration or reproduction of this Report, or any views or recommendations recorded 

therein.  

 

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (i) exchange rates can be volatile and are subject to large fluctuations; 

(ii) the value of currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in equity and debt markets and 

changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the value of the currency. Investors in securities 

such as ADRs, whose values are affected by the currency of an underlying security, effectively assume currency risk. 

  

Subject to the applicable laws, all transactions should be executed through Avior US. Aside from within this Report, important conflict disclosures can also be found at 

https://aviorcapital.us/us-regulatory-disclosures/, and Investors are strongly encouraged to review this information before investing. 
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Notice to UK Investors: 

 

This Report, prepared by the Foreign Counterparty, is distributed in the United Kingdom (“UK") by Avior Capital Markets International Limited ("Avior UK"), regulated by the Financial 

Conduct Authority (FRN: 191074), on behalf of the Foreign Counterparty. This Report, including any recommendations in respect thereof, may only be distributed to, and relied on by, 

qualifying investors, who are permitted to receive same in the UK. 

 

Securities, money market instruments, strategies, financial or investment instruments mentioned herein may not be suitable for all investors. The information and opinions provided in 

this Report do not constitute a personal recommendation and take no account of the investor's individual circumstances. Investors should consider this Report as only a single factor in 

making any investment decisions and, if appropriate, should seek advice from an investment advisor. This Report is not an offer, or invitation by or on behalf of Avior UK, the Foreign 

Counterparty, their affiliates, or any other person, to buy or sell any security. 

 

Avior UK does not assume any responsibility, or liability of any nature whatsoever, arising from or in connection with the content, use, reliance or dissemination of the Report or any 

recommendation in respect thereof and disclaims any such liability. 

  

Avior Capital Markets US, LLC is a FINRA registered broker-dealer (CRD # 172595) formed for that purpose in the State of Delaware with its principal office at 45 Rockefeller Plaza, 

Suite 2335, New York, New York 10111. 

 

Avior Capital Markets International Limited is regulated by the Financial Conduct Authority (FRN: 191074), with its principal office at 4th Floor, 17 St Swithin’s Lane, London, EC4N 

8AL. 

 

Al Rajhi Capital is a Saudi Arabian Registered broad-scoped financial services company. Its registered address is Unit No 1, 8467 King Fahd Road, Al Muruj Dist., Riyadh 12263 – 2743, 

SA. 

 
 


