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ARABTEC HOLDING PJSC 

 
 
Fair Value Estimate: AED 4.6  
Recommendation::       Buy 
 

Executive Summary 
 
 

 Arabtec has a strong order backlog of AED 44.3bn, equivalent 

to 10.4x 2007 revenues, providing excellent top-line visibility 

for the next 3–4 years and enabling the Company to maintain 

positive earnings growth in a weak macroeconomic 

environment. 

 We believe the current share price more than discounts any 

risks associated with the Company’s contracting exposure in 

Dubai.  Currently, Dubai accounts for 52.4% of Arabtec’s order 

backlog, a share set to decline in coming years as the Company 

focuses on other markets. 

 We expect net profit margins to deteriorate to around 11.2% in 

2009 and 10.4% in 2010 from 11.9% for the first nine months 

of 2008 due to the Company’s contract mix comprising one-

third cost plus, one-third cost esclation and one-third fixed price. 

In addition, we also expect clients to renegotiate prices of 

contracts already agreed. 

 Outlook: We expect a significant reduction in new order growth 

in 2009 compared with 2008, due to a slower home market. 

However, we expect longer term value accretion due to the 

Company’s geographical and portfolio diversification strategy, 

execution skills and long-term client relationships.  

 Valuation: The recent correction in the Company’s stock price 

creates an attractive buying opportunity. Our valuation model 

yields a fair value of AED 4.6 per share (ex-bonus), implying an 

upside potential of 102.2% from the current market price of 

AED 2.3. If we ignore the peer-based valuation, a DCF valuation 

alone yields a fair value AED 3.4, implying upside potential of 

47.8%. We initiate coverage with a Buy rating. 

Arabtec Holding PJSC 
 January 4, 2009 

Share Data

Market Cap AED 2,703.0 mn

Price AED 2.3

DFM 1,636.3

Reuters ARTC.DU

Bloomberg ARTC UH

Avg. Volume (52 Week) 6.4 mn

52-Week High/Low AED 9.95 / 1.42

Shares Outstanding 1,196.0 mn

Fair Value Estimate AED 4.6

Key Figures (AED mn)

Year to 31 Dec 2007 2008

Revenue 4,272.9 8,339.9

EBITDA 664.4 1,292.7

Adjusted Net Profit 528.7 988.2

EPS (AED) 0.48 0.83

+/- (%) 163.9% 71.1%

RoA (%) 14.7% 15.9%

RoE (%) 48.1% 54.0%

P / E (x) 4.7x 2.7x

EV / EBITDA (x) 3.3x 2.6x

P / BV (x) 1.9x 1.2x

Shareholding Pattern (%)

Riad Burhan Taher Kamal 10

Clients of Shuaa Capital 5

Public 85

Relative Performance

INITIATING COVERAGE
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Creating Value 
Arabtec Holding Company (Arabtec) is a leading construction company in the UAE and one 
of the largest listed companies in the GCC region. Currently, its operations are largely 
concentrated in the domestic market, although it is progressively establishing itself in 
overseas markets including Qatar, Syria, Pakistan, and Russia. Arabtec has reported an 
exceptionally strong order intake since its inception, particularly during the first nine 
months of 2008. While we expect the Company’s order intake growth to weaken due to 
the current economic slowdown, we regard its present valuation as attractive. We initiate 
coverage with a Buy rating. 
 
Strong order backlog provides excellent revenue visibility 
The Company reports a strong order backlog of AED 44.3bn, equivalent to 10.4x 2007 
revenues, providing excellent top-line visibility. At the end of 2008, we expect an 
outstanding order backlog of around AED 43bn. While we believe Arabtec’s new order 
growth will slow over the next few years due to the prevailing global economic slowdown 
generally and expected weakness in Dubai (its home market) in particular, we still 
forecast positive revenue and earnings growth based on the company’s exceptionally 
strong order intake in 2008. We expect positive new order inflow from its key focus 
markets in Abu Dhabi, Saudi Arabia, and Qatar. We conservatively forecast order inflows 
for 2009, 2010, and 2011 of AED 4.5bn, AED 5bn, and AED 6.9bn, respectively. 
 
Valuations more than discount any probable slowdown in Dubai; Abu Dhabi and Saudi 
Arabia likely to be key focus markets 
Dubai’s real estate and construction industry, adversely affected by reduced credit 
availability, is facing challenging market conditions with demand for various properties 
declining sharply. As a result, existing projects are facing delays while certain others have 
been suspended. However, we believe Arabtec’s current valuation more than discounts 
the fact that Dubai is the Company’s home market. At the same time, we argue that the 
risks associated with the company’s project execution in Dubai have been overstated. At 
the end of Q3 2008 Dubai accounted for 52.4% of the Company’s order backlog while 
Russia and Abu Dhabi represented most of the balance. Furthermore, we expect the 
Company to prioritise its business in Abu Dhabi, which has emerged as the new driver for 
the domestic construction industry. The Company is also entering the Saudi Arabian 
market, the second largest in the GCC region in terms of planned projects spending. We 
believe the Company’s construction expertise and experience will support its continued 
expansion in these markets. 
 
Net profit margin likely to deteriorate 
We expect the Company’s net profit margin to fall to around 11.2% in 2009 and 10.4% in 
2010 from 11.9% over the first nine months of 2008 due to the Company’s current 
contract mix of one-third cost plus, one-third cost escalation and one-third fixed price. We 
expect cost plus and cost escalation contracts to undermine margins in a likely scenario 
of a decline in construction costs. In addition, we believe clients will seek to renegotiate 
prices of already agreed contracts as they face pressure to maintain their margins in 
deteriorating macroeconomic conditions. We also forecast an increase in the effective tax 
rate, due to an increasing revenue contribution from international markets.  
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Valuation 
 
We value Arabtec Holding using Discounted Cash Flow (DCF) and Peer-Based Multiples 
methodologies. Our ex-bonus fair value estimate (base case) for Arabtec Holding is  
AED 4.6 per share. We attach a 70% weight to our DCF valuation because it discounts 
firm-specific cash flows and a 30% weight to our peer-group multiple valuation. 
 
 
 
 
 
 
 
 

 
 
Sensitivity of Arabtec’s fair value in three different scenarios 

Scenario Major Assumptions
Fair Value per

share (AED)

Base Case 4.6

3. Dubai projects which have not yet commenced - applied 
a 100% execution risk

4. Okhta Center project, Russia - applied a 100% 
execution risk

5. Contracts which are not yet awarded are assigned 
100% execution risk

Best Case 5.4

Worst Case 3.7

2. Okhta Center project, Russia - applied a 100% 
execution risk

Source: ADCB research

1. Assigned a project execution risk to each project 
depending on their status at the end of Q3 2008

2. Considered a delay in project completion of between 6-
24 months depending on the original project schedule and 
the current completion status

All the projects are assumed to be completed without any 
execution risks

1. Dubai projects which have not yet commenced or have 
less than 10% completion at the end of Q3 2008 - applied 
a 100% execution risk

 

Valuation Method Value (AED) Weight (%)

Discounted Cash Flow (DCF) 3.4 70%
Peer-based multiple valuation 7.3 30%

Weighted Average Fair Value 4.6 100%
Source: ADCB research

Weighted Average Value per Share
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Discounted Cash Flow (DCF) model 
 
We use a two-stage DCF model with explicit forecasts to 2015. Free cash flows (FCFs) 
(Operating Profit + Depreciation - Capex - Changes in working capital) are calculated and 
discounted in order to estimate the fair value of the firm.  
 
Cost of equity has been derived by using the Capital Asset Pricing Model (CAPM). We have 
made the following key assumptions in our model: 
 
Risk free rate:   4.79% (3 yr. average of 10 yr. US Treasury Bond Rate)  
Country Risk Premium:  0.9%  
Equity Premium:   6.0% 
Company Beta:   1.31  
Cost of equity:   13.55% 
WACC:    12.40% 
Terminal growth rate:  1% 
 
Based on these assumptions, our estimate of the fair value of equity is AED 4,054.1mn. 
Current outstanding shares after bonus issue total 1,196 mn. On this basis, our DCF 
model yields a fair value of AED 3.4 per share.  
 
Sensitivity of fair value estimate, by using different rates for terminal cost of capital and 
terminal growth rates, are shown below: 
 
      
 
 
 

 
 
 
 
Peer-Based Valuation method 
 
For our peer-based multiples valuation, we apply a peer-group average EV/EBITDA 
multiple for 2008 of 7.3x in order to calculate Arabtec Holding’s enterprise value. This 
method yields a ex-bonus fair value of AED 7.3 per share.  
 
 
 
 
 
 
 
 
 
 
 

3.4                                                                                                                                                                                                                            11.40% 11.90% 12.40% 12.90% 13.40%

0.00% 3.4            3.3            3.2            3.2            3.1            

0.50% 3.5            3.4            3.3            3.2            3.2            

1.00% 3.6            3.5            3.4            3.3            3.2            

1.50% 3.7            3.6            3.5            3.4            3.3            
2.00% 3.8            3.7            3.6            3.5            3.4            

Source: ADCB research

Terminal Cost of Capital 

Te
rm

in
al

 g
ro

w
th

Stock
Price Market Enterprise

Company 31-Dec-08 Cap Value Dec-07 Dec-08 Dec-09 Dec-07 Dec-08 Dec-09 Dec-07 Dec-08 Dec-09
(AED) (AED mn) (AED mn)

Arabtec Holding PJSC 2.26 2,703 3,421 4.7x 2.7x 2.5x 3.3x 2.6x 2.4x 48.1% 54.0% 39.6%

Orascom Construction Industries SAE 83.38 17,908 18,136 20.5x 6.3x 7.9x 11.4x 5.2x 5.0x 6.7% 23.6% 20.5%
Doosan Heavy Industries & Construction Co Ltd 176.43 15,189 35,414 13.3x 25.8x 14.4x 9.5x NA 18.8x 29.7% 12.3% 19.5%
Eiffage SA 192.19 17,826 79,853 3.5x 9.1x 8.9x 8.5x 7.9x 7.7x 45.7% 13.4% 13.0%
Hochtief AG 182.76 12,733 26,690 17.2x 15.7x 13.4x 12.0x 7.7x 7.3x 10.6% 6.3% 7.0%
GS Engineering & Construction Corp 162.69 8,050 10,109 7.3x 6.1x 6.5x 6.7x 6.9x 6.4x 17.6% 20.2% 16.7%
Hyundai Development Co. - Engineering & Construction 91.02 6,697 8,639 7.0x 10.6x 9.3x 8.3x 10.4x 8.7x 16.0% 9.9% 10.2%
Galfar Engineering and Contracting Company SAOG 5.29 1,324 2,057 6.3x 7.0x 4.6x 5.1x 5.6x 3.4x 30.8% NA NA
Nagarjuna Construction Co Ltd 5.45 1,247 2,236 15.1x 9.3x 9.2x 9.8x 7.6x 6.5x 8.6% 10.2% 9.1%

Mean 11.3x 11.2x 9.3x 8.9x 7.3x 8.0x 20.7% 13.7% 13.7%
Median 10.3x 9.2x 9.0x 9.0x 7.6x 6.9x 16.8% 12.3% 13.0%
Source: Company data, Reuters, ADCB research

Fully Diluted Fully diluted
P/E EV/ EBITDA ROE

Comparable Company Trading Analysis
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Industry Overview  
 
The five fold increase in oil prices between 2002 and July 2008 provided a substantial 
economic stimulus to the UAE economy. Expansion was supported by growth in non-oil 
sectors including construction, infrastructure, financial institutions, and real estate. Real 
GDP increased 7.4% in 2007, with non-oil and building & construction sectors 
contributing around 65% and 8% of growth, respectively. Expansion in non-oil sectors was 
mainly driven by low interest rates, which fuelled investments in real estate and 
increased government spending on infrastructure.  
 
The construction sector is one of the fastest growing sectors in the UAE. Its value 
increased sharply by 25.4%, from AED 46.4bn in 2006 to AED 58.3bn in 2007. Currently, 
construction projects are concentrated mainly in Dubai, although activity is also 
increasing in Abu Dhabi and other northern emirates.  
 
However, due to the current global economic slowdown and the resulting fall in oil prices, 
we expect growth in the UAE economy to decline over the next few years. According to IMF 
estimates, UAE GDP is likely to increase more slowly at 7% in 2008 (compared with 
previous forecasts of 8%) and 6% in 2009. Consensus GDP growth of the UAE was 
forecasted as low as 2.7% for 2009. The UAE construction sector, driven primarily by real 
estate and infrastructural spending, is likely to face challenging market conditions in 
coming years due to its close correlation with credit availability and liquidity within the 
system. We expect a decline in new projects initiation in Dubai due to a probable 
reduction in real estate and infrastructural spending in the emirate. In addition, ongoing 
realty projects also face risks of delay due to weaker sales and tighter credit availability.   
 
Abu Dhabi, a much larger and more rapidly growing emirate, will probably enjoy more 
resilient market conditions than Dubai due to recent government capital investments. 
The real estate sector in Abu Dhabi is unlikely to slow to the same extent as Dubai due to 
exceptionally high levels of demand and a supply gap for mid-income residential housing 
and commercial real estate. The Abu Dhabi government will continue to support 
infrastructure spending and GDP growth within the emirate through its diverse 
investment vehicles having huge surplus funds.  
 
Meanwhile, there are also reports of Abu Dhabi funding Dubai in the current liquidity 
crisis through plans initiated at the UAE federal level. If their implementation is successful, 
we believe Dubai will receive substantial support, enabling it to at least maintain its 
infrastructure spending plans. 
 
Infrastructure projects spending in the UAE 
The UAE government has made substantial investments in infrastructure projects to 
ensure the country’s continued economic development. The Dubai government has plans 
to spend around USD 300bn in construction and development projects, most of which 
are currently in progress. A total of USD 82bn is being invested in aerospace projects. A 
rail network connecting Dubai with the other six emirates and GCC countries is currently 
being planned. Mega projects already underway in Dubai include the world's largest 
airport, the world's tallest tower, and an extensive metro network. In addition, the UAE 
government has allocated AED 16bn for infrastructure projects in the northern emirates.  
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After Dubai, Abu Dhabi is the largest emerging market for construction and development 
activities in UAE. The Government of Abu Dhabi has already announced a major urban 
development master plan detailing plans for the country’s growth over the next 25 years.  
According to “Plan Abu Dhabi 2030 – Urban Structure Framework Plan”, between  
AED 500–600bn will be invested in the property sector with a particular emphasis on 
development of real estate due to current and projected shortages of residential space. 
In addition, the government has also announced investments of almost USD 200bn on 
infrastructure projects by 2012 in order to support the growing Abu Dhabi economy and 
to increase revenues from the country’s non-oil sector. 
 
According to recent MEED projects data, construction projects valued at over USD 2.9tn 
have already been announced or are underway in the Gulf region. Currently, UAE 
accounts for most of the construction activity within the region, comprising around 42.1% 
of the total project market, equivalent to USD 1.2tn. The second largest market is Saudi 
Arabia with a 20.9% share, equivalent to USD 612bn. 
 
Gulf projects December 01, 2008 (USD mn)

Country
 Dec 01,

2008
 Nov 24,

2008
 Dec 01,

2007
y-o-y (%) 

UAE 1,229,582 1,229,980 712,016 72.7%

Saudi Arabia 612,008 603,407 389,462 57.1%

Kuwait 302881 301,301 275,067 10.1%
Qatar 220,914 220,937 155,107 42.4%

Oman 106,990 106,490 49,190 117.5%

Bahrain 63,144 62,494 29,320 115.4%

GCC total 2,535,519 2,524,609 1,610,162 57.5%

Iran 284,555 284,555 120,043 137.0%
Iraq 102,306 102,306 32,205 217.7%

Gulf total 2,922,380 2,911,470 1,762,410 65.8%
Source: MEED Projects data  
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Company Overview 
 
Arabtec Holding PJSC (Arabtec), formerly known as Arab Technical Construction Company 
PJSC, is a public joint stock company formed in 2004 to invest in the contracting sector 
by establishing, acquiring, and owning shares in construction-related companies both in 
UAE and internationally. In August 2004, the Company made an IPO, which was 65 times 
oversubscribed. Proceeds were used in January 2005 to acquire Arabtec Construction 
LLC, a leading construction company in UAE for a total consideration of AED 400mn. In 
May 2006, the Company was renamed Arabtec Holding and listed on the Dubai Financial 
Market (DFM). Currently, it is mainly engaged in the construction of high-rise towers, 
residential villas, and related activities through Arabtec LLC, other contracting-related 
subsidiaries and joint ventures. The Company’s business encompasses a wide range of 
plants and modern equipment together with a multinational team of approximately 
70,000 qualified staff. It was heard on the streets that the Company has fired 5,000 
employees; however, the management has denied these rumours. Arabtec’s current 
order backlog is worth around AED 44.3bn (Dubai, Abu Dhabi and International markets 
comprise – 52.4%, 19.2% and 28.4%, respectively of the order backlog). 
 
Subsidiaries 
The Company is capable of in-house execution of a wide range of different types of 
projects without recourse to external subcontractors. Currently, Arabtec operates through 
13 subsidiaries. The Company’s wholly owned subsidiaries include Austrian Arabian 
Ready Mix Concrete Co. LLC, Arabtec Construction LLC, Arabtec Precast LLC, Arabtec 
Engineering LLC, and Arabtec International Company Ltd. (Mauritius). Arabtec also owns 
stakes in the following companies: 

Subsidiary % Shareholding

House of Equipment Co. LLC -Dubai 33%
Arabtec Construction LLC - Qatar 49%
Nasir Bin Khaled Factory Ready Mix Concrete Co. LLC - Qatar 49%
Emirates Falcon Electromechanical Co. LLC - Dubai 55%
Arabtec Pakistan Pvt. Ltd. – Pakistan (1) 60%
Target Engineering Construction Company – Abu Dhabi 60%
Gulf Steel Industries FZC - Sharjah 55%
AES - WCT  Contracting  (LLC) - Dubai 51%
Note: (1) Under formation

Source : Company data  
 

Strategy 
The Company’s short-to-medium-term objective is to weather the current global crisis and 
to progressively expand its business into attractive international markets. The key 
elements of this strategy are to:  

 Grow in attractive growth markets including Abu Dhabi, Saudi Arabia, Russia, and 

Qatar in order to diversify market risk  

 Reduce the Company’s exposure to its Dubai home market  

 Enter promising markets through joint ventures and acquisitions 

 Focus aggressively on infrastructure and power projects 

 Maintain long-term relationships with major clients 
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Projects received since January 2008(1)

Region
Contract Value

(AED mn)
%

Dubai 13,076 46.3%

Russia 10,000 35.4%

Abu Dhabi 4,504 15.9%

Qatar 95 0.3%
Others(2) 582 2.1%
Total 28,257 100%  
Project type

Contract Value
(AED mn)

%

Residential 15,516 54.9%
Mixed 12,288 43.5%
Infrastructure & Utilities 453 1.6%
Total 28,257 100%
Note: (1) Excludes LOI contracts value
                 (2) Includes Jordan, Syria, and Pakistan

Source: Company data  
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Financial Overview 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In 2007, Arabtec reported a significant improvement in financial performance with 
revenue rising by 52.1% y-o-y to AED 4,272.9mn and its operating margin increasing by 
535 bps. The Company has signed many new contracts over the past two years which 
have driven substantial revenue growth. Revenue from the contracting business 
contributed around 95% of total sales in 2007, with sales from other businesses - mainly 
ready mix concrete and the sale & hire of equipment – accounting for the balance. While 
we expect order inflow growth to slow significantly compared to 2007 and 9M 2008 
(when a three-digit percentage increase was reported), we still believe sales growth in 
2008 and 2009 will accelerate to nearly 95.2% y-o-y and 16.3% y-o-y due to a higher 
order execution rate. 
 
Adjusted net profit increased from AED 212.8mn in 2006 to AED 528.7mn in 2007, a 
rise of 148.5% y-o-y, supported by attractive sales growth and effective cost control. Net 
interest income rose five-fold in 2007 to AED 25.9mn due to a more than ten-fold 
increase in short-term bank deposits. 
 
Robust financial performance during the first nine months of 2008 
Quarterly 
Performance 
(AED mn)

Q3'07 Q2'08 Q3'08 q-o-q  (%) y-o-y (%) 9M'07 9M'08 y-o-y (%)

Revenues 1,107 2,282 2,278 (0.2%) 105.9% 2,874 6,440 124.0%
Cost of Sales (893) (1,899) (1,941) 2.2% 117.4% (2,395) (5,390) 125.1%
Gross Profit 214 382 337 (11.8%) 57.6% 480 1,050 118.9%

Margin (%) 19.3% 16.8% 14.8% 16.7% 16.3%

EBITDA 214 367 362 (1.3%) 68.9% 454 1,024 125.5%
Margin (%) 19.4% 16.1% 15.9% 15.8% 15.9%

EBIT 183 305 299 (2.0%) 63.5% 370 849 129.7%
Margin (%) 16.5% 13.4% 13.1% 12.9% 13.2%

Adjusted Net Profit 172 278 262 (5.6%) 52.0% 348 767 120.4%
Margin (%) 15.6% 12.2% 11.5% 12.1% 11.9%

Source: Company data  

Financial Performance 
(AED mn) 2005 2006 2007 CAGR (%)

Revenues 2,566             2,810             4,273             29.1%
Growth (%) 9.5% 52.1%

Cost of Sales (2,333)            (2,453)            (3,534)            23.1%
Growth (%) 5.1% 44.1%

Gross Profit 232                 357                 739                 78.4%
Margin (%) 9.0% 12.7% 17.3%

EBITDA 206                 299                 664                 79.7%
Margin (%) 8.0% 10.6% 15.5%

EBIT 144                 207                 544                 94.5%
Margin (%) 5.6% 7.4% 12.7%

Adjusted Net Profit 146                 213                 529                 90.2%
Margin (%) 5.7% 7.6% 12.4%

Source: Company data
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Arabtec posted a 124.0% y-o-y increase in consolidated revenue during the first nine 
months of 2008 to AED 6.4bn, 10% of which resulted from completed contracts, 84% 
from continuing contracts, and 6% from new contacts awarded during the period. The 
Company reported a gross profit margin of 16.3% for the first nine months of 2008, a 
decrease of 38 basis points compared to the same period in 2007, due to a higher 
average steel price of around AED 4,000 per ton during the period. The operating margin 
increased by 32 basis points to 13.2% in the first nine months of 2008 due to lower 
SG&A expenses. Adjusted net profit increased considerably to AED 767.1mn in the same 
period from AED 348mn in the corresponding period in 2007. However, the adjusted net 
profit margin decreased marginally by 20 basis points to 11.9% during the same period.  
 
Strong order book 
Arabtec signed contracts for projects worth AED 28.3bn during the first nine months of 
2008, of which the GCC region comprises AED 17.8bn and international markets 
including Pakistan, Russia, and Syria, a total of AED 10.4bn. The order book balance at 
the end of September 2008 totalled AED 44.3bn. The Company’s order backlog has a life 
horizon of between 36–48 months although we expect this to increase by a further 12–
15 months due to the ongoing macroeconomic slowdown and liquidity crisis. The 
Company reported its largest ever single order worth AED 10bn, from Gazprom, Russia. 
Although Arabtec assigned a risk of 50% to the project to reflect the adverse effects of 
Gazprom’s current liquidity constraints and lower oil and gas prices, the client is still firm 
on the contract. However, we have not considered this project in our base case valuation 
and have assigned a 100% risk to the same. 
 
Significant growth in assets  
The Company’s balance sheet expanded sharply during the first nine months of 2008 
with total assets increasing 54.9% to AED 7.5bn at the end of September from AED 4.8bn 
at end 2007. During the same period, the Company purchased properties, plant, and 
equipment (PPE) valued at approximately AED 608mn, and disposed off assets with a net 
book value of AED 18.3mn. Inventories increased from AED 183.8mn at the end of 2007 
to AED 623.3mn as of September 30, 2008, mainly due to the purchase of a large 
quantity of steel at a lower price in Q3 2008. The acquisition of Emirates Falcon Electro 
Mechanical Co. (55%) and Target Engineering Construction Company (60%) resulted in an 
increase in goodwill from AED 88.9mn in 2006 to AED 233mn in 2007. In addition, the 
Company acquired 55% of the share capital in Gulf Steel Industries FZC in January, 2008 
resulting in a further increase in goodwill to AED 252.3mn as of September 30, 2008. 

 
The Company’s debt-equity ratio increased considerably during the same period, from 
0.18x as of December 31, 2007 to 0.48x at the end of September, 2008. Cash and cash 
equivalents totalled AED 1.1bn. 
 
Dividend payout  
Since 2006, the Company has continued to pay a cash dividend and bonus shares to its 
shareholders. The dividend payout ratio increased from 41.7% in 2006 to 55.6% in 2007.  
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Investment Rationale 
 

Strong order backlog provides excellent revenue visibility 
The Company enjoys a strong order backlog of AED 44.3bn, equivalent to 10.4x 2007 
revenues, providing excellent top-line visibility. Arabtec has reported an exceptionally 
strong order intake since its inception, particularly during the first nine months of 2008 
when it secured orders worth AED 28.3bn. It recently won its largest ever order, a 44 
month AED 10bn contract for the construction of a 400-meter tower and five other 
buildings over a common podium. Generally, the average completion time for the 
Company’s projects ranges between 3–4 years although this can extend to between 4–5 
years in certain cases due to the continuing global economic slowdown.  
 
At the end of 2008, we expect an outstanding order backlog of around  
AED 43bn. However, we believe the Company’s new order growth will probably slow 
significantly in coming years due to the prevailing global economic slowdown in general 
and the expected deceleration in growth in Dubai, the Company’s home market, in 
particular. We expect new order inflows from Abu Dhabi, Saudi Arabia, and Qatar, all 
markets subject of the Company’s strategic focus through its subsidiaries. We 
conservatively estimate new order inflow in 2009, 2010 and 2011 at AED 4.5bn,  
AED 5bn, and AED 6.9bn, respectively. 
 
Valuations more than discount a likely slowdown in Dubai; focus now on Abu Dhabi  
Dubai’s real estate and construction industry, so far the main driver of UAE construction 
sector growth, has begun to slow. The country’s real estate sector faces tough market 
conditions due to reduced credit availability, with demand for various properties declining 
sharply. Consequently, existing projects face completion delays while several new 
projects have been postponed.  Also, following exceptional property price rises in recent 
years, realty prices in some areas have fallen by between 10–20%.  
 
While we expect the construction industry to slow in Dubai, we regard the unduly 
pessimistic sector outlook discounted in the current market prices of real estate and 
construction companies to be unjustified. Instead we believe existing projects in the 
emirate will at worst face delays rather than indefinite postponement, especially given 
developers’ strong financial positions, control of market supply by a few large developers 
including Emaar, Nakheel and Dubai Properties, and strong government support which 
should support a revival in end-user demand.  
 
In addition, since deregulation of the real estate sector in 2005, Abu Dhabi has emerged 
as the new driver for the domestic construction industry. The Abu Dhabi property market 
enjoys more favourable economic conditions than its Dubai counterpart and has reported 
traction across all real estate segments - residential, retail, and commercial. The 
continued shortage of all types of property, with almost 100% occupancy rates, an 
estimated population growth of around 6–7% p.a., and an accumulation of demand over 
the past five years have persuaded the government to initiate new property legislation, 
allowing UAE nationals and foreigners to purchase property, and to focus on development 
of the sector.  
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The Government of Abu Dhabi has unveiled a substantial urban development master plan, 
called “Plan Abu Dhabi 2030 – Urban Structure Framework Plan”, outlining projected 
growth expectations for the emirate over the next 25 years. It proposes scheduled 
investments of between AED 500–600bn in the property sector during that period. The 
plan places particular emphasis on the development of real estate due to the current and 
projected shortage of residential space. Arabtec, currently a small player in the Abu Dhabi 
market, is in the process of switching its strategic focus away from its home market of 
Dubai in favour of Abu Dhabi, which we believe will provide strong support for the 
Company’s order book growth. Out of a total order inflow of AED 28.3bn since January 
2008, 15.9% of orders have come from Abu Dhabi, of which 10.5 percentage points 
relate to residential real estate, 3.9 percentage points to mixed-use projects, and 1.5 
percentage points to the infrastructure and utilities sector. Moreover, Abu Dhabi projects 
comprised 19.2% of the total order backlog as of September 30, 2008. Given Arabtec’s 
strong position in the real estate construction segment, we believe the Company is well 
placed to benefit from expected growth in the Abu Dhabi market. We further argue that 
the Company’s construction expertise and experience involving several of the most 
prestigious projects in Dubai, including Burj Dubai (the world’s tallest tower), will help to 
secure market leadership in Abu Dhabi. 
 
Our ex-bonus valuation for Arabtec suggests a share price upside potential of 102.2% 
from its current levels. Our forecasts discount delays of between 6–24 months in project 
completion, depending on the percentage of each project completed as of September 30, 
2008, and developer background. We have also assigned a risk weighting to each project, 
representing the probability of its completion. Based on our analysis, we believe current 
valuations are attractive, discounting the most likely scenario of a construction sector 
slowdown rather than a complete halt, and also our belief that the Company is pursuing 
the optimum strategy, possesses adequate financial strength, and has sufficient 
competitive skills to weather current adverse economic conditions. 
 
A contractor of choice 
The UAE construction sector is highly fragmented, comprising many small players and few 
large companies. Arabtec is one of the largest contractors in UAE, forming part of a joint 
venture involved in the construction of the world's tallest tower, Burj Dubai, as well as a 
new racecourse to host the world's richest horse race. Historically, the Company has been 
able to secure strong joint ventures with local and international contractors, enhancing its 
overall competitiveness. Arabtec enjoys a strong commercial relationship with Emaar, a 
leading real estate development company, and possesses an industry-wide reputation for 
high-quality construction, attention to detail, and on-time delivery. Such qualities have 
played a key role in ensuring Arabtec’s status as a preferred contractor in the UAE market. 
The Company is capable of executing a wide range of projects in-house without recourse 
to external subcontractors. Its expertise and skills offer a unique blend of specialization in 
key local and international markets. In 2006, the Company emerged as top contractor in 
the UAE market, securing 12.6% of total projects awarded that year. In 2007, although its 
market share slipped to 8.7%, Arabtec ranked third with a total of USD 2,340mn in new 
awards, an increase of 31% y-o-y (source: MEED).  
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Expanding into potential international markets  
So far, Arabtec has been mainly active in the UAE market, which comprises around 75.2% 
of the Company’s current total order book. However, recently, it has also established 
itself internationally by winning a contract to build the mixed-use Okhta Centre 
Development in St. Petersburg, Russia, worth AED 10bn. We believe this demonstrates 
the Company’s ability to compete overseas. Arabtec has also established itself in Qatar, 
Syria, Jordan, and Pakistan by acquiring controlling stakes in projects and by establishing 
new subsidiaries, through its long-term relationship with Emaar. The Company also aims 
to reduce its exposure to the Dubai real estate market due to its slowdown and 
associated execution risks. Consistent with this strategy, the Company’s exposure to the 
Dubai market has fallen from 62% to 52.4% during the first nine months of 2008. It also 
has plans to increase market share in Saudi Arabia and Qatar through its subsidiaries 
and is also targeting opportunities in infrastructure and power projects. Management 
targets indicate that the Company hopes to generate around 30% of its business from 
overseas projects by 2010. We believe this move will help mitigate the risk of 
concentration in any particular geographical region and help the Company to weather the 
slowdown in its home market.  
 
 
 
 
 
 
 
 
 
 
 
 
 
Portfolio diversification strategy likely to yield positive results  
The Company is aggressively targeting infrastructure, utilities, and power sector projects, 
which enjoy higher profit margins. Currently, infrastructure and utility sector orders 
comprise a very small proportion (around 3%) of the total order book with most of it 
dominated by mixed use and residential projects. In the prevailing macroeconomic 
environment, realty companies are likely to postpone new and delay ongoing projects. 
Such a move will hurt growth in the Company’s order book as mixed use and residential 
projects contribute around 95% of its value. Although infrastructure projects are capital 
intensive, most are initiated and supported by government authorities. Consequently, 
these projects carry fewer execution risks compared with realty projects backed by 
private developers. Therefore, we believe the Company’s portfolio diversification strategy 
to focus on infrastructure projects should benefit its long-term growth prospects.  
 
 
 
 
 
 

Region
Contract Value

(AED mn)
Backlog (1) 

(AED mn)
Backlog

(%)
Dubai 30,419 23,204 52.4%
Russia 10,000 10,000 22.6%
Abu Dhabi 9,548 8,494 19.2%
Qatar 2,015 1,855 4.2%
Others(2) 1,177 741 1.7%
Total 53,158 44,293 100%
Note: (1) as of September 30, 2008
               (2) Includes Jordan, Syria, and Pakistan

Source: Company data
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Source: Company data 

 
Net profit margin likely to deteriorate 
We expect the Company’s net profit margin to decline to around 11.2% in 2009 and 
10.4% in 2010 from 11.9% for the first nine months of 2008 due to its contract mix 
comprising one-third cost plus, one-third cost escalation and one-third fixed price. We 
expect cost plus and cost escalation contracts to result in lower margins in the likely 
scenario of lower construction costs. Commodity prices are falling due to a slowdown in 
demand resulting from global economic weakness. Steel prices fell by 35–40% in the 
third quarter of 2008 due to surplus stock. According to market estimates, steel prices 
will fluctuate further, before stabilising at around AED 2,500 per tonne in the next few 
quarters (source: zawya). In addition, we believe cement prices will decline by 5% in 2009 
due to an expected oversupply and slower demand. However, construction companies 
are facing frequent labour disruptions resulting in higher labour costs. In November 2007, 
40,000 Company employees went on strike demanding a pay rise of USD 55 a month. 
Labour costs account for 10% of Arabtec’s total expenses, with the settlement of the 
strike adding a further 1% to costs. We expect frequent labour unrest and high inflation to 
increase labour costs in the near term.  
 
In addition, we also believe Company clients will seek to renegotiate prices of already 
agreed contracts to maintain their margins in a deteriorating macroeconomic situation. 
New contracts are more likely to be entered on reduced margins, as new orders will come 
from markets to which the Company is a relatively new entrant with an as-yet sub-optimal 
market share. We also expect Arabtec’s effective tax rate to increase, due to a greater 
revenue contribution from international markets.  
 

 

 O rder backlog by c l ien t  type 
( as  of  September 30, 2008)

25%

11%

10%

54%

Master Developer Quasi government

Government Other developers

Sectoral  mix of  order backlog 
( as  of  September 30, 2008)

55%
42%

3%

Mixed Residential Infrastructure & Utilities
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Key Risks 
 

Macroeconomic concerns 
Growth in order backlog could be adversely affected by any measures taken to tighten 
monetary policy as well as by policy changes initiated by the government to curb inflation, 
and speculation in the real estate market, and by any reduction in planned expenditure 
on infrastructure development. Any major policy changes such as these could restrict 
planned growth in the construction sector.  
 
Dependence on Dubai developers 
Arabtec is fairly dependent on Emaar and Nakheel for its order intake. Any disruption in 
the Company’s relationship with these developers could represent a setback for Arabtec 
while also affecting its diversification plans as Emaar is present in almost all countries 
that Arabtec plans to enter.   
 
Execution risks 
The Company is exposed to execution risks caused by labour unrest and shortages of 
construction materials which could result in delays in project completion, adversely 
affecting its reputation.  
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Balance Sheet Income Statement 

(AED mn,Yr. ending Dec. 31) 2005 2006 2007 2008 2009 (AED mn,Yr. ending Dec. 31) 2005 2006 2007 2008 2009

Cash and cash equivalents 94 101 904 365 242 Revenue 2,566 2,810 4,273 8,340 9,697

Receivables 966 1,223 2,059 4,397 4,814 Cost of revenue (2,333) (2,453) (3,534) (7,005) (8,170)

Inventories 95 215 184 525 572 Gross Profit 232 357 739 1,334 1,527

Other current assets 60 73 216 225 245 Other Operating Income 12 26 98 208 242

Property, plant and equipment 331 416 750 1,222 1,263 S, G & Admin. Expenses (39) (84) (172) (250) (259)

Other long term assets 343 308 728 884 901 EBITDA 206 299 664 1,293 1,511

Total Assets 1,890 2,335 4,840 7,617 8,036 Depreciation and Amortization (62) (92) (121) (237) (250)

EBIT 144 207 544 1,056 1,261

Payables 1,227 1,234 3,052 4,278 3,814

Debt 0 158 229 817 689 Financial Income/expense 0 4 22 32 (47)

Other Long Term Liabilities 89 133 171 250 331 Dividend and interest income 0 0 0 0 0

Total Liabilities 1,316 1,525 3,452 5,344 4,834 Other non-operating Income 2 4 6 33 16

Share Capital 400 520 598 598 598 Profit Before Tax 146 215 572 1,120 1,230

Reserves & Surplus 174 264 652 1,409 2,196 Tax 0 0 (1) (4) (5)

Minority Interest 0 26 138 267 408 Minority Interest 0 (2) (42) (128) (141)

Total Equity & Liabilities 1,890 2,335 4,840 7,617 8,036 Adjusted Net Profit 146 213 529 988 1,084

Cash Flow Statement Key Ratios

Net Profit - Reported 166 219 578 988 1,084 Per share data (AED)

Depreciation and Amortization 62 92 121 237 286 Shares outstanding (mn) 800 1,040 1,196 1,196 1,196

Other non-cash & non-operating items 18 15 50 17 71 Basic EPS 0.16 0.18 0.45 0.83 0.91

Changes in Working Capital (43) (327) 772 (1,611) (942) Diluted EPS 0.14 0.18 0.48 0.83 0.91

Cash from operating activities 203 (1) 1,520 (369) 498 Book Value per share 0.72 0.78 1.16 1.90 2.68

Employees' end of service indemnity (2) (3) (5) 0 0

Interest Paid (6) (1) (4) 32 (47) Valuation ratios (x)

Net cash from operating activities 195 (5) 1,511 (337) 451 P/E 16.3x 12.4x 4.7x 2.7x 2.5x

Net Capex (98) (162) (285) (667) (291) EV/EBITDA 8.3x 8.1x 3.3x 2.6x 2.4x

Other Adjustments (292) (8) (309) (19) 0 P/BV 3.2x 2.9x 1.9x 1.2x 0.8x

Net cash from investing activities (390) (170) (595) (687) (291)

Other Ratios (%)

Repayments/Proceeds from term loans (39) 158 (51) 587 (127) ROA 7.7% 10.1% 14.7% 15.9% 13.9%

Proceeds from issue of share capital 400 0 0 68 0 ROE 25.5% 30.7% 48.1% 54.0% 39.6%

Other Adjustments (72) 24 (63) (171) (156) ROCE 25.0% 21.4% 33.7% 34.3% 32.6%

Net cash from financing activities 288 182 (114) 484 (283) Gross Profit Margin 9.0% 12.7% 17.3% 16.0% 15.8%

EBIT Margin 5.6% 7.4% 12.7% 12.7% 13.0%

Net (Dec.) / Inc. in cash 94 7 803 (539) (123) EBITDA margin 8.0% 10.6% 15.5% 15.5% 15.6%

Cash at the beginning of period 0 94 101 904 365 Net Profit Margin 5.7% 7.6% 12.4% 11.8% 11.2%

Cash  at the end of period 94 101 904 365 242 Debt/Equity 0.0x 0.2x 0.2x 0.4x 0.2x

Source: Company data, ADCB research
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Investment Ratings: 
 
Buy: More than 15% potential return. We recommend that investors buy the stock based 
on the annualised return to the shareholders over 6-24 months time horizon (percentage 
change from current price to the projected target price). 
 
Sell: Negative potential return. We recommend that investors sell the stock based on the 
annualised return to the shareholders over the 6-24 months time horizon. 
 
Hold: Between 0 and 15% potential return. We take a neutral view on the stock over the 
6-24 months period. 

 
Other Disclosures: 
 
Abu Dhabi Commercial Bank (ADCB) publishes independent research based on its own 
opinions and does have investment and corporate banking relationships with the firm 
whose security is mentioned in this report. ADCB does also hold securities of the firm 
mentioned in this report through its fund management activities. ADCB operates with a 
strict Chinese walls between its analysts and its corporate and investment banking 
businesses. Furthermore, ADCB’s analysts are bound to maintain their independence 
through the ADCB’s internal guidelines and their own professional guidelines. If you 
choose to use the information in this report, you do so on your own initiative, and you are 
responsible for compliance with any applicable local laws. 
 
ADCB certifies that no part of the research analyst’s compensation was, is, or will be, 
directly or indirectly, related to the specific recommendations or view expressed in this 
research report. 
 
The information and opinions in this report were prepared by employees of ADCB and are 
current as of the date of the report. The information contained herein has been obtained 
from sources that they believe to be reliable, but ADCB does not guarantee its accuracy, 
adequacy, completeness, reliability, or timeliness. Moreover, it is not responsible for any 
errors or omissions or for the results obtained from the use of such information.  All 
opinions and estimates included in this report are subject to change without notice. ADCB 
will furnish, upon request, available investment information supporting this 
recommendation.  This report is intended for qualified customers of ADCB. 
 
This research report 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 or any options, futures or derivatives 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 report. Investors should 
seek financial advice regarding the appropriateness of investing in any securities, other 
investment or investment strategies discussed or recommended in this report and should 
understand that statements regarding future prospects may not be realised. Investors 
should note that income from such securities or other investments, if any, may fluctuate 
and that price or value of such securities and investments may rise or fall. Accordingly, 
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investors may receive back less than originally invested. Past performance is not 
necessarily a guide to future performance. Any information relating to the tax status of 
financial instruments discussed herein is not intended to provide tax advice or to be used 
by anyone to provide tax advice. Investors are urged to seek tax advice based on their 
particular circumstances from an independent tax professional. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related 
investment mentioned in this report. In addition, investors in securities such as ADRs, 
whose values are influenced by the currency of the underlying security, effectively 
assume currency risk. 
 
To the fullest extent permitted by law, neither ADCB nor any of its employees will be liable 
to you or anyone else under any tort, contract, negligence, strict liability, products’ liability, 
or other theory with respect to this presentation of information.  You may not redistribute 
this report without explicit permission from ADCB. 
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