
                            

Adopting a Wait & Watch Stance; 
Rating Market Perform 
 

• ARTC’s 1Q 09 results were generally positive, and we view the company’s 

conservative approach to re-evaluate its outstanding backlog favorably. However, 

we believe that the company needs to demonstrate similar progress going forward 

this year. 

• At the recent management meeting, management was pragmatic and came forth to 

explain its current business health. While the company acknowledged that the 1Q 

09 momentum will be difficult to sustain going forward due to short-term working 

capital issues, it is aggressively taking steps to resolve these concerns.  Management 

expects to meet with top Dubai government officials for second time in this year to 

ensure smooth payments from quasi government developers.  

• Given the deteriorating market conditions, we consider cash situation for UAE 

contractors to remain grim and therefore, we expect ARTC margins to be 

pressured and balance sheet to remain stressed through the year.   

• We believe Arabtec could have long term value. Assuming that Arabtec could 

potentially benefit from the timely inflow of cash from developers, we believe that 

diversification and geographical expansion could help reposition the company’s 

contracting business with a more sustainable growth profile. 

• We rate Arabtec to be Market Perform with 12 month target price AED 2.65. The 

stock has already gained 214% since its low of AED 0.76 in Feb 09 and we believe 

that it is currently trading at a price which closely reflects its fair value.  
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Research Update 

Current Price (AED) 2.39

Target Price (AED) 2.65

Upside/downside 11.0%

52 Wk. High/Low 9.95-0.76

1 Yr. Performance -70.12%

Market Cap (AED bn) 2.86

Enterprise Value (AED bn) 3.58

Bloomberg ARTC UH

RIC ARTC.DU

Financials 2008A 2009E 2010E 2011E 2012E

Revenue (AED mn)        9,722           9,090            8,908           9,146          9,466 

Revenue Growth Y-o-Y 127.5% -6.5% -2.0% 2.7% 3.5%

Gross Margins 15.3% 13.9% 12.7% 12.0% 11.6%

EBITDA  (AED mn)        1,073              850               815              773             833 

EBITDA Margins 11.0% 9.4% 9.2% 8.5% 8.8%

Net Income  (AED mn) 1,080 817 790 778 870

Net Income aft Min Int 958 735 711 700 783

Net Margin 9.9% 8.1% 8.0% 7.7% 8.3%

EPS 0.80 0.61 0.59 0.59 0.65

Cash Earnings per Share 0.59 0.40 0.42 0.42 0.51

Dividends per Share 0.00 0.56 0.68 0.66 0.59

Valuation Multiples 2008A 2009E 2010E 2011E 2012E

P/E 3.0 3.9 4.0 4.1 3.7

EV/EBITDA 3.3 4.2 4.4 4.6 4.3
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Investment Summary 

 
We rate Arabtec as a Market Perform; Our 12 Mo. Target Price is AED 2.65.  

 

While 1Q 09 results were generally positive, we believe that the company needs to 

demonstrate similar progress going forward this year. Thus we adopt a wait-and-see stance 

for now, which is reflected in our rating of Market Perform. 

 

In our view 1Q 09 results demonstrated improved health of balance sheet, better cash 

conversion cycle and a practical approach to recognize outstanding backlog. At the same 

time, the company has suffered a decline in net margin (y-o-y & q-o-q) and Arabtec’s 

dependence on short term debt to finance ongoing projects remains relatively high. Given 

declining market conditions, this trend of improved cash position (as witnessed in 1Q 09), 

may not be sustainable going forward for the UAE based contractors.  

 

We believe Arabtec could have long term value. Assuming that Arabtec could potentially 

benefit from the timely inflow of cash from developers, we believe that diversification and 

geographical expansion could help reposition the company’s contracting business with a 

more sustainable growth profile. However given the prevailing uncertainty in the real estate 

and construction sectors, we feel that the efforts to improve balance sheet health could be 

relatively difficult to sustain throughout 2009. Therefore, we reckon that it is better to 

adopt a wait and watch approach for now. We could revisit our Market Perform rating if 

there is consistent improvement in the company’s cash situation and business health over 

the next few quarters. 

 

Our recent meeting with management confirms our thesis and rating of ARTC. 

Management was very forthcoming about business outlook in the UAE and abroad going 

forward. The company expects to meet with top Dubai government officials shortly for the 

second time to ensure quasi government agencies will continue to make payments in a 

timely fashion.  

 

Stock Catalysts: We believe that there could be two potential catalysts for the stock. If 

these two catalysts indeed help in improving ARTC’s cash situation and business health, we 

could turn more positive on the stock.  We discuss the catalysts below: 

1) Improved State of Receivables Due.  We believe that the Dubai developers have 

availed some portion of the $ 5bn bond, which in turn, has allowed them to re-start paying 

their contractors. Arabtec is one of the potential beneficiaries and its improved state of 

receivables is a reflection of the same. We continue to believe that raising the remaining $ 

10bn could lead to an improved state of affairs for UAE contractors and could go a long 

way to reduce balance sheet stress for Arabtec. 

 

2) Saudi JV Enhances Long Term Growth Profile. The company’s JV in Saudi could 

provide potential for future growth and profitability. Arabtec’s JV partner CPC is a 

subsidiary of Bin Laden group, which has a strong foothold in the Saudi market.  Arabtec is 

likely to benefit from credible projects as a result of this JV and we understand that the 

company is already negotiating two more projects in Saudi Arabia.  
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1Q 09 Review 

 

Highlights from the Income Statement 
 

• Revenue Growth Slightly Down: 1Q 09 revenues came in at AED 1.86bn, a decline 

of 0.7% q-o-q and 43% y-o-y.  

• Gross Margin Maintained: 1Q 09 gross margins of 15.37% have been maintained 

from its FY 08 level of 15.35% (post the inventory write-down).  

• SG&A Under Control: SG&A has been brought under control at 5.6% of revenue, 

down from 8.3% in 4Q 08. This could be due to two reasons – slowing down of 

operations in UAE and/or moving staff to other regions. 

• Net Margins Drop: Net margins dropped to 8.6% in 1Q 09 from 12.3% in 1Q 08 

and 11.1% for FY 08 (including write down). This is due to high finance costs for the 

quarter of AED 18.38mn  (almost 75% of the total finance cost booked last year). 

Finance cost shot up in 4Q 08, due to the company’s increased dependence on short 

term debt to finance ongoing operations. 

• As per Arabtec’s guidance, margins are expected to fall by 2-3% this year due to 

retendering and/or delaying of projects. Delayed projects lead to holding up more 

inventories, which were probably procured at higher prices in the past. This implies 

that ARTC may not fully benefit from the current trend of declining construction 

costs. 

 

Highlights from the Balance Sheet 
 

• Cash Trickles In: Over the quarter, receivables fell by AED 304mn while payables 

declined by AED 708mn. AED 1.86bn revenues were booked for 1Q 09 by percentage 

of completion method. Assuming that these revenues were to find their way into the 

receivables, and given the delayed payments for most part of Dec-Feb, we would 

expect that receivables would be on the rise. However, the receivables have actually 

declined over the quarter and we believe this is a positive indicator for ARTC, implying 

that the company has received cash from developers. Similarly, the decline in payables 

is a reflective of ARTC paying out some of its dues to its suppliers.  

• Favorable Cash Conversion Cycle: Though payables have been stretched beyond 

receivables to manage the cash conversion cycle, it seems like the company has better 

control of the situation compared to FY 08. This is a definite positive in our view, as 

we believe that in current circumstances, cash is king especially for contractors in 

Dubai. 

 

 
 

Source: Al Mal Capital Research, Company 
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• Inventory Mobilized: Inventory level has declined from the high of AED 1bn at end 

of 2008 to AED 881mn for 1Q 09. Management confirmed that the inventory has 

been mobilized to projects. 

• Concerns of Cash Net of Short Term Debt Remain: Potentially, the cash situation 

has improved as payments trickled in from developers. But the cash net of short term 

debt remains negative and so does the cash net of total debt for 1Q 09. Therefore, the 

company is still employing short term debt to finance operations and though short 

term debt provides some comfort to manage operational needs, we would like to see a 

reduced dependence on short term debt going forward.  

 

 
 

Source: Al Mal Capital Research, Company 

 

• Net-net, Balance Sheet health has improved. The company seems to be charting 

its way into the positive territory.  

 

Backlog & Future Projects 

 

Highlights of the Backlog 
 

• Total Value Declined: Total backlog value declined from AED 39.2bn in Jan 2009 to 

AED 28.28bn by end of 1Q 09. This implies a decline of AED 10.94bn, or 27.9%. 

Management informed us that this drop is attributed to their conservative approach to 

evaluate actual backlog.  

• 50% of UAE Projects Suspended - Total UAE outstanding backlog at end of Jan 

2009 was AED 24bn, while now it stands at 12bn ~ a drop of approx. 50%. We do 

understand that some of this could be executed or completed during the quarter but it 

seems like a sizeable number of projects have been temporarily suspended. During 1Q 

09, Abu Dhabi’s outstanding backlog dropped by AED 5.77bn while Dubai’s 

outstanding backlog for active projects dropped by AED 6.19bn. This drop in backlog 

value could be due to projects being moved from the active to the suspended category 

over the last 2 months. 

• Saudi JV Presents Potential Growth Opportunity: Arabtec has only one project in 

KSA. ARTC expects AED 1.5bn worth of revenue to be recognized for this project 

during 2009.  

• Projects Retendering Possibilities Rise:  As an example, in the new backlog report, 

a significant change in contract value is noticed for the Cleveland hospital project in 

Abu Dhabi. It was worth AED 3.67bn at end of Jan 2009, but in the current backlog 

report it is reflected to be AED 48mn only. We find it difficult to believe that AED 
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3.19bn worth of work was completed during the past 2 months. As the development is 

not cancelled or suspended, there could be a possibility that the project is being 

renegotiated. A similar situation is noticed for the Pakistan project. 

• Questions Linger about the Russia Project: No update was reported on the Russia 

project, which is worth AED10bn and represents 35% of the outstanding backlog as 

of today.  

 

 

  
   

Source: Al Mal Capital Research, Company 

 

• Net- net, the backlog decline indicates the difficult times for contractors. 

Although we fear Arabtec’s backlog could be subject to pressures in the pipeline, we 

are positive about ARTC’s approach to re-evaluate and trim its backlog as it comes to 

grips with reality. We remain cautious on ARTC’s exposure to the UAE & Russia. 

General economic conditions could result in more projects being put on hold in the 

UAE. In such a situation, the remaining backlog has very little exposure to Saudi, 

Qatar or other regions (21% of outstanding backlog ~ AED 5.8bn) that it could rely 

on for its projected revenue estimate for the year (AED 9bn). In addition, we are 

unconvinced that the Gazprom project would provide room for healthy margins. 

Overall, we favor the company’s strategy to diversify geographically and enhance its 

growth profile for the future.  

 

Future Projects 

• Saudi JV Enhances Long Term Projects. Arabtec announced its foray into KSA 

through a JV with the Bin Laden Group subsidiary, Construction Products 

Holding Company (CPC) & Prime International Group (PIG). The new company has 

an ownership structure of 45% Arabtec, 35% CPC, 20% PIG with a capital base of 

SAR 150mn. Arabtec expects the JV to contribute SAR 1.5bn to its top line in its first 

year of operations and the revenues are expected to grow to SAR 5 billion in the next 

2-3 years. The SAR 1.5bn ($ 408mn) contract commands a 30% down payment, and 

involves the construction of 46 buildings with a total built-up area of about 250,000 

square meters at the Princess Noura Abdul Rahman University in Riyadh. The Saudi 

JV is focusing on building projects only and ARTC, along with its JV partner Bin 

Laden, is hoping to secure 2 more contracts worth SAR 2bn in next 6-18 months. 

• Potential Opportunities To Be Tapped In Other Regions Management informed 

us that they have been shortlisted for 3 projects in Abu Dhabi worth AED 4.5bn in 

total. In addition the company is bidding for projects in Libya & Algeria as well.   

• We view this development as a long term positive for the company. Geographic 

diversification to tap the larger and relatively stable market of Saudi Arabia especially 

enhances the long-term growth profile.  In our view, one of the key takeaways from 

this JV would be Arabtec’s reduced dependency on Dubai to grow its top line. 
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Valuation 
 
The stock has already gained 214% since its low of AED 0.76 in Feb 09 and we 

believe that it is currently trading at a price which closely reflects its fair value. It is 

important to mention that we believe that Arabtec is taking constructive long-term actions 

to reposition its contracting business. We are hopeful that Arabtec could build up a strong 

growth profile in the L/T to sustain a healthy top and bottom line growth. However, in 

current market conditions we believe that it is crucial for ARTC to demonstrate improving 

balance sheet strength and relatively comfortable margins sequentially.  In order to do so, 

ARTC has to continue receiving payments in a timely fashion from developers in UAE & 

Saudi. Thus, we adopt a wait and watch attitude for now.     

 

Our target price is derived using DCF. We have used a cost of equity of 14% and terminal 

growth rate of 3%. We currently rate ARTC a Market Perform with a 12-month target price 

of AED 2.65. 

 

 

  

2.65     12.0% 13.0% 14.0% 15.0% 16.0% 17.0%

1.0% 2.98       2.73       2.52       2.34       2.19       2.05       
1.5% 3.07       2.81       2.58       2.39       2.23       2.09       
2.0% 3.18       2.89       2.65       2.45       2.28       2.13       
2.5% 3.29       2.98       2.73       2.51       2.33       2.17       
3.0% 3.42       3.08       2.81       2.58       2.38       2.22       
3.5% 3.56       3.19       2.89       2.65       2.44       2.26       
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Financials 
 

  

(AED Millions) 2008A 2009E 2010E 2011E 2012E

Income Statement

Revenues 9,721.68 9,089.77 8,907.98 9,145.82 9,465.92

COGS (8,229.88) (7,830.84) (7,781.12) (8,052.89) (8,372.61)

Gross Profit 1,491.80 1,258.93 1,126.86 1,092.93 1,093.31

Gross Margin 15.35% 13.85% 12.65% 11.95% 11.55%

SG&A (585.81) (545.39) (445.40) (457.29) (425.97)

EBIT 812.81 583.92 594.24 567.51 642.63

Operating Margin 8.36% 6.42% 6.67% 6.21% 6.79%

EBITDA 1,073.10 849.89 815.08 772.82 833.00

EBITDA Margin 11.04% 9.35% 9.15% 8.45% 8.80%

Other Operating Income 167.10 136.35 133.62 137.19 165.65

Other Income 57.10 45.45 44.54 68.59 94.66

Change in Fair Value & Provisions (9.95) (14.73) (14.43) (12.35) (12.78)

Finance Charges (24.32) (45.75) (37.18) (33.19) (25.98)

Taxes (16.35) (18.18) (17.82) (18.29) (18.93)

Net Profit 1,079.57 816.69 790.19 777.59 869.97

Minority Interest (121.53) (81.67) (79.02) (77.76) (87.00)

Net Income After Minority Interests 958.05 735.02 711.17 699.83 782.97

Shares Outstanding (mn) 1,196.00 1,196.00 1,196.00 1,196.00 1,196.00

Earnings Per Share 0.80 0.61 0.59 0.59 0.65

Cash Earnings 707.71 483.77 504.77 506.86 605.39

Cash Earnings Per Share 0.59 0.40 0.42 0.42 0.51

Balance Sheet

Cash & Equivalents 757.44 454.49 445.40 457.29 473.30

Other Financial Assets 92.92 90.90 89.08 91.46 94.66

Acct. Receivables 4,982.90 5,908.35 5,790.19 5,487.49 4,732.96

Due from Related Parties 278.02 272.69 222.70 228.65 189.32

Inventories 1,016.55 908.98 712.64 457.29 378.64

Other Current Assets 158.38 181.80 178.16 182.92 189.32

Total Current Assets 7,286.22 7,817.20 7,438.16 6,905.09 6,058.19

PP&E 1,381.32 1,817.95 1,781.60 1,829.16 1,893.18

Available for Sale Investments 52.95 40.90 40.09 41.16 42.60

Intangible Assets 242.34 818.08 801.72 800.26 804.60

Goodwill 252.27 228.00 226.00 224.00 222.00

Retensions Receivable 236.99 363.59 356.32 365.83 378.64

Other Non Current Assets 7.57 36.36 44.54 36.58 37.86

Total Long Term Assets 2,173.44 3,304.89 3,250.26 3,297.00 3,378.89

Total Assets 9,459.66 11,122.09 10,688.42 10,202.09 9,437.08

ST Debt 1,101.86 1,676.73 1,811.93 1,091.75 701.57

Accounts Payable 5,905.12 5,453.86 5,077.55 4,938.74 4,638.30

Total Current Liabilities 7,006.98 7,130.59 6,889.48 6,030.50 5,339.87

LT Debt 153.41 558.91 603.98 1,091.75 1,052.36

Other Liabilities 178.18 331.78 325.14 356.69 369.17

Total Long Term Liabilities 331.59 890.69 929.12 1,448.44 1,421.53

Total Liabilities 7,338.57 8,021.28 7,818.60 7,478.94 6,761.40

Shareholder's Equity 2,118.00 3,145.02 2,919.18 2,755.77 2,687.29

Cash Flow

EBIT 812.81 583.92 594.24 567.51 642.63

Depreciation 260.29 265.97 220.84 205.32 190.37

EBITDA 1,073.10 849.89 815.08 772.82 833.00

Change in Working Capital (1,375.22) (1,341.44) (53.45) 431.16 518.82

Other Income (Expense) 57.10 45.45 44.54 68.59 94.66

Capex (903.33) (500.00) (550.00) (600.00) (625.00)

Net Financial Expense (24.32) (45.75) (37.18) (33.19) (25.98)

Increase (Decrease) in Financing 1,026.05 980.37 180.27 (232.40) (429.58)

Free Cash Flow to Equity Holders (146.62) (11.46) 399.26 406.99 365.92

Dividends 0.00 (291.48) (408.35) (395.09) (349.92)

Change in Cash Position (146.62) (302.95) (9.09) 11.89 16.01



Arabtec Holding |10 May 2009 

 

Disclaimer: This report is not an offer to buy or sell nor a solicitation to buy or sell any of the securities mentioned within. The information and 

recommendations contained in this report were prepared using information available to the public and sources Al Mal Capital believes to be reliable. 

Al Mal Capital PSC does not guarantee the accuracy of the information contained within this report and accepts no responsibility or liability for losses 

or damages incurred as a result of investment decisions taken based on information provided or referred to in this report. Any analysis of historical 

facts and data is for information purposes only and past performance of any company or security is no guarantee or indication of future results. Al Mal 

Capital PSC, or its “related group companies” (which may include any of its branches, affiliates and subsidiaries) or any director(s) or employee(s) of 

the said companies, individually or collectively, may from time to time take positions or effect transactions related to companies mentioned in this 

report. Al Mal Capital PSC and its related group companies may have performed or seek to perform investment banking or any other financial or 

advisory services for the companies mentioned in this report. 
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