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• Regional Expansion Gains Momentum: With the ongoing real estate sector correction and the project 
market in the UAE (in particular Dubai) experiencing a series of scale-backs and cancellations, we base our 
forecasts only on those contracts that are ongoing. At the same time, other markets such as Abu Dhabi, 
Qatar and most recently Saudi are gaining momentum. We feel that management’s strategy of 
diversifying its exposure both operationally and geographically makes sense and we forecast c50% of 
revenues will be generated outside the UAE over the next 3 to 5 years.  

• More Conservative on Forecasts: We revisit our revenue forecasts to reflect amendments to the 
backlog, geographic diversification and growth expectations of its other operating segments. We removed 
from our forecast and valuation all projects we believe are unlikely to commence or are likely to be 
cancelled. We also lowered our gross margin expectations to an average 12.9% in 2009-12e (from 17% 
earlier) and our EBITDA margins to an average 12.3% in 2009-12e (from 15.5% earlier) due to the current 
environment of renegotiations and re-tendering as well downward margin pressure exerted from taking on 
a greater proportion of non-UAE work. Our net income forecasts thus also fall significantly over our 
forecast period. In this tight liquidity market, the fact that the company’s equity represents less than 10% 
of its 3 year forward backlog remains a concern should working capital requirements rise further.  

• Lower LTFV 37% to AED4.28: We reduce our estimated LTFV c37% to AED4.28 from AED6.84 based on 
our DCF methodology. The change to our valuation is in part forecast-led due to a weaker stance on its 
UAE exposure, partially compensated by a relatively more optimistic view on regional expansion. It is also 
in part due to the use of higher discount rates to better reflect the cyclicality of the construction sector 
and increased risk aversion towards the real estate and construction sector. 

• Maintaining ST/LT Buy: We are maintaining our ST Buy recommendation based on attractive near-term 
multiples and positive news flow likely to come as regional diversification takes a larger step forward in 
2009e. Arabtec trades at 3.8x 2009e EV/EBITDA and 4.9x P/E, which is a 33% discount to its peer group 
on an EV/EBITDA basis and a 57% discount in terms of P/E. Our implied DCF valuation suggests a 2009e 
EV/EBITDA of 5.5x and P/E of 7.8x, which are also compelling. Our LT Buy recommendation reflects the 
exposure the company offers to the regional real estate and infrastructure story, with new contract wins 
expected to prove favourable for our forecasts and valuation.  
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COMPANY NOTE 
  

December year end 2008a 2009e 2010e 2011e

Revenue  9,722  7,476  9,116  8,622 

Operating Income (mn)  1,073  740  806  706 

Net Income (Attrib.) (mn)  958.0  659  731  665 

EBITDA (mn)  1,333  1,016  1,128  1,053 

EPS (Attrib.) 0.80 0.55 0.61 0.56

DPS  0.00 0.00 0.07 0.08

Net Debt (Cash) (mn)  405.1  448.0  (184)  (1,059)

P/E* (Attrib.) 3.3 4.9 4.4 4.8

EV/EBITDA 2.9 3.8 2.9 2.3

P/BV*  1.7  1.3  1.0  0.9 

P/CF 26.5 8.5 2.3 2.3

Dividend Yield 0.0% 0.0% 2.7% 2.9%

ROAE 61.0% 29.6% 25.4% 19.1%
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Arabtec DFMGI Rebased

  

Estimate Changes  2008a 2009e 2010e 
(AED mn) Old New Old New
Revenues  9,722  9,878  7,476  11,711  9,116 
EBITDA  1,333  1,674  1,016  2,033  1,128 
EBITDA Margin 13.7% 16.9% 13.6% 17.4% 12.4%
Net Attrib. Income  958.0  1,343  658.6  1,656  731.1  

Stock Data: 
Mkt. Cap./ Shares (mn) AED3,205/ 1,196
Local Av. Monthly Liqd AED1,873 mn
52-Week High / Low  AED9.83 / 0.76
Bloomberg / Reuters ATRC UH / ARTC.DU
Est. Free Float 55.0% 

 
*Prices as of 24 May  2009  
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I. HOW HAS THE WORLD CHANGED? 

PROJECT MARKET PAUSES FOR BREATH… 
As the global credit crunch deepens, its impact is being felt across the GCC. While the size of the overall 
project market remains more than USD2 trillion, it is important to note that investment programmes are 
being reassessed, with the focus shifting to projects for which there is immediate need, secured funding, or 
relevance for overall economic development. Within the UAE and in Dubai in particular, this has meant 
that a series of projects have been put on hold/delayed and others scaled back. Projects that were earlier 
close to being awarded can, in some cases, no longer be considered as close to lifting off due to: i) limited 
funding and ii) amendments to their overall scope or renegotiations with contractors to benefit from 
lower contract costs in the current deflationary environment.  

As Figure 1 shows, while the UAE continues to lead the pack, only 23% of its total project market is 
currently under way, which highlights the impact of project cancellations, delays and limited liquidity. At 
the same time, it is important to note that while the correction in the UAE real estate market is affecting 
all the emirates and has weakened the short- to medium-term economic prospects, Abu Dhabi continues 
to offer some relief. Not only is the capital city at an earlier stage of its development programme, but 
there remains tight demand-supply conditions, strong vision and ample liquidity to execute this pipeline.  

Figure 1: Project Market Remains Robust 
AED billions, unless otherwise stated 

 Figure 2: Projects to GDP Across GCC 
In relation to GDP (x) 
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Source: MEED, EFG-Hermes estimates  Source: MEED, EFG-Hermes estimates 

 
Although the current award workload across the GCC appears low, countries such as Saudi Arabia, which 
are at an earlier stage of their building booms, are now better able to benefit from reduced costs and thus 
push forward with their investment programmes. Saudi Arabia has the largest investment programme 
after the UAE and is focused on key sectors such as infrastructure, healthcare, oil and gas, and housing for 
a large youth population. As Figure 2 shows, Saudi Arabia remains one of the most under-penetrated 
markets with the highest growth opportunity.  

 
…WHILE COST INFLATION SUBSIDES 
In terms of costs, after peaking in 1H2008, construction costs have started to ease. Figure 3 shows the 
decline in the cost of building materials. This decline is facilitating the commencement of project 
construction in most cases and has sparked a renegotiation of contracts in others. It has become fairly 
common for some clients to re-tender projects to obtain newer, lower quotations to benefit from this 
situation, putting some downward pressure on contractor margins. The bargaining power that contractors 
had enjoyed in the last 12-18 months by locking-in higher-priced, higher-volume contracts has now 
shifted back in favour of clients. This situation is expected to continue, especially with the focus having 
moved to sustainable building activity and projects for which there is underlying demand.  
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Figure 3: Cost Pressures Ease 
% Fluctuation, unless otherwise stated 
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LIQUIDITY CRUNCH SQUEEZING CONTRACTORS 
From the up-cycle, where the real estate market benefited from the virtuous circle of excess liquidity and 
high risk appetite, the market’s somersault has resulted in the virtual demise of the off-plan sales model. 
This is worsened by a lack of liquidity as banks limit exposure to developers, contractors and buyers. 
Consequently, contractors are facing a doubly negative impact. First, limited access to fresh liquidity has 
impacted the ability of clients to tender new projects. Second, clients have instinctively started delaying 
payments and phasing out workload, adding further strain to contractor cash flows. In some cases, 
performance bonds have been liquidated and contractors have walked away from sites until payments 
recommence or started to take provisions on completed work, with cash expected to be uncollectible (i.e. 
a cash flow and even income statement impact). Consequently, payables and receivables are stretched, 
with some contractors resorting to expensive short-term debt to fund working capital requirements. As we 
go through 2009, we expect that one of the key focuses for contractors will be keep a close eye on 
liquidity patterns, so as to avoid running into funding gaps. At the same time, some smaller and mid-tier 
players in the UAE are expected to buckle under the pressure. 
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II. HOW IS ARABTEC HOLDING UP? 

Since the end of 2008, the company witnessed the cancellation of a few projects. The first on 6 January 
2009 was one with Meydan LLC to build the Nad Al Sheba racecourse. In our note “Winds of Change” 
dated 20 January 2009, we found the whole situation rather peculiar since this was a fast-track project 
that the JV between Arabtec and Malaysian firm WCT Engineering Bhd had been working on consistently 
to finish on time, such that at the time the contract was cancelled, we estimated that close to 90% of one 
phase of the project was complete. Since cancellation, the case has now gone into arbitration, with the JV 
striving to ensure they get paid for all certified work and seeking claims worth USD460 million. The 
arbitration process is expected to last the whole of 2009, with the JV likely to win its claim.  

 
Since January, other projects have been suspended or delayed and these are mostly concentrated in Dubai. 
At the same time, its share of work in Abu Dhabi and Qatar has increased. The most recent concrete step 
in the right direction has been the establishment of Arabtec Saudi Arabia. In Figures 4 and 5, below we 
illustrate the company’s backlog as of the end of 2008 versus 1Q2009, showing how the some of the 
backlog’s focus has shifted away from Dubai. Not only does this reflect the impact of project cancellations 
and renegotiations etc, but also highlight the ongoing geographic and operational diversification. (Bear in 
mind, changes in its backlog also reflect the impact of project completions). 

 
Figure 4: Dubai Backlog Reduces 
AED millions, unless otherwise stated 

 Figure 5: Operational Diversification Continues 
%, unless otherwise stated 
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UAE CONTINUES TO PLACE A STRAIN  
Arabtec’s Dubai exposure still makes us uncomfortable given that project funding has dried up in terms of 
off-plan sales and banks are reluctant to lend to the sector due to risk aversion. It seems that for the time 
being some projects have been put on hold in light of these weaker dynamics and are likely to 
recommence once sentiment approves. We prefer to take a very cautious stance and exclude projects that 
have yet to commence or have been put on hold from our estimates of the company’s backlog. Some 
projects put on hold could also end up being cancelled. Since the beginning of the year, there have also 
been project renegotiations and re-tendering for contracts in Abu Dhabi, most notably the Cleveland 
Hospital project and Saadiyat resort, all of which were large-scale projects expected to be important 
contributors to 2009e and 2010e revenues. Thus, in Figure 6 below, we dissect the company’s backlog 
further and depict the volume of work which we have excluded due to underlying certainty.  

Racecourse cancellation signals 
change… 

…then other hiccups arise 
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Figure 6: Excluding the Unknowns from the Equation 
AED millions, unless otherwise stated 
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NOT A BELIEVER IN RUSSIA… 
At the end of last year, management had expected construction on its Okhta Centre project to commence 
in 1Q2009, with contribution to financials starting in 3Q2009, which clearly now seem optimistic. 
Although Russia remains a wild card for us, management has recently suggested a decision is just around 
the corner. Since the end of last year, the Okhta Centre project has undergone various design changes, 
with a final plan having been recently submitted. Arabtec has indicated that the project is expected to be 
approved by the city of St Petersburg on May 20, after which it must be approved at Gazprom’s BOD 
meeting scheduled to take place on May 27.  

While management remains confident on Russia, we continue to be hesitant, given the key uncertainty 
regarding the availability of funding. Initially, when the project was first announced, funding was meant to 
be split between the City of St Petersburg (49%) and Gazprom Neft (51%). At the back end of 2008, the 
City of St Petersburg indicated that it would no longer be able to put up its share of funding, since its 
budget had been slashed. Gazprom Neft in turn suggested that it stands by the project and that it would 
make up the funding shortfall.  

There is a case to be made for the project going ahead, provided all the requisite funding is in place, given 
that this is an iconic project which is expected to change the face of St Petersburg and could bring longer-
term positive social and economic benefits. Also, given that the project has undergone a series of design 
changes, it would also seem likely that the costs have been revised downwards to reflect this and the 
lower costs of construction, implying a smaller than expected outlay than before which may help. 
However, for the sake of conservatism and the continued uncertainty regarding this project, we prefer to 
maintain our ‘see it to believe’ it attitude and so we exclude Russia from our forecasts and valuation. 
Should the Russian contract come through in the next few weeks, it will provide some positive 
momentum and will help Arabtec add to its track record of undertaking such symbolic developments, 
especially once work on the Burj Dubai ceases by the end of 2009.  

…BUT SAUDI ARABIA IS THE BUZZ WORD  
One area of surprise has been Arabtec's quick and seemingly smooth entry into Saudi Arabia, where work 
on its first project has already commenced. As part of its regional diversification strategy that was kicked 
into gear more than two years ago with projects being undertaken in Qatar, Syria Jordan and Pakistan, the 
company has now embarked on the much-talked about move into Saudi Arabia. Finally, in March 2009 
Arabtec set up Arabtec Saudi Arabia with paid-up capital of SAR150 million or USD40 million. The new 
entity is 45% owned by Arabtec, with 35% taken by CPC Services, a member of the Saudi Bin Ladin 
Group, and 20% by Prime International Group Services, according to Arabtec. The firm started working on 
its first project in Riyadh at the beginning of April. It is an SAR 1.5 billion sub-contract to the Saudi Bin 
Laden Group, and is part of the Princess Noora Abdul Rahman University, which has a total built-up area 
of approximately 250,000 square metres and is comprised of 46 buildings.  

Decision is imminent 

...but will the money come? 

So we remain hesitant 
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Local partners have facilitated a relatively seamless entry and will allow Arabtec to rely on its local 
counterpart's expertise. Moreover, the company’s established local partners are well respected in the 
construction sector in Saudi Arabia and bring with them a vast network that should facilitate a rapid 
ramp-up in its backlog. At the same time, with the company's core market of Dubai experiencing a 
slowdown, it has been able to divert personnel, labour and equipment from here to this market, hence 
allowing for a smoother than anticipated transition. Since Arabtec is a sub-contractor on its first project, 
margins are likely to be squeezed and the company has indicated that perhaps in a few years, it may 
consider the option of setting up a stand-alone entity for its Saudi operations. At the same time, we 
remain mindful of the impact of competition, especially as other regional contractors look towards Saudi 
as they expand and Saudi-based large scale and mid-tier players continue to be prevalent. Therefore, we 
believe that Arabtec will indeed grab some market share, albeit at a steady pace.  

 
AND SO…? 
While we have adopted a conservative stance by excluding all projects that have come to a standstill or 
have a perceived counterparty risk, Arabtec is likely to resume work on these projects in the medium to 
longer term once some of the current vagueness lifts. In this way, our estimate of its backlog could be 
subject to upward revisions should these projects lift off. In particular, should the Russian project be 
confirmed and commence shortly thereafter, this would provide strong upside.  

In light of how Arabtec is attempting to shift away from its over-exposure to Dubai (residential real estate 
in particular) towards Abu Dhabi, Qatar and Saudi Arabia, we maintain a generally positive stance on how 
the company is placed. Abu Dhabi remains an early-stage market and while some of Arabtec’s larger 
projects have been renegotiated/re-tendered recently, it is likely they will be on track shortly or at least be 
replaced by smaller, yet sizeable, contracts. Abu Dhabi’s focus on its investment programme and its desire 
to push ahead with its projects should allow Arabtec to ramp up its presence there given its track record 
of deliverability and the paucity of capable contractors in the capital. The steps taken towards Saudi 
Arabia and the likely upside that can be derived from a stronger presence in this high-growth, early-stage 
market give us confidence as well. The company’s exposure to Qatar, the next biggest project market in 
the GCC, helps to mitigate some of the over-exposure to residential real estate in the UAE. Arabtec has 
also expressed interest in entering new markets in the MENA region such as Egypt, Libya and Turkey, 
which look set to allow Arabtec to gain greater regional momentum.  

Operationally, Arabtec is taking a step forward into the infrastructure space. While the shift from being a 
residential/commercial contractor to a more integrated infrastructure one is not one without hiccups, the 
company’s resources, experience and strong relationships should help it expand its product offering, 
technical proficiency and geographic reach. We maintain our view that other players in the region have 
more entrenched backgrounds in terms of exposure and experience in infrastructure work, which is likely 
to put up some barriers to entry, but believe Arabtec will be able to grab a slice of the market by building 
on some of the experience it has gained through its ownership in Target and the range of new work taken 
in areas that span work on utilities, power, energy and other basic infrastructure projects.  

Room for positive surprises 

Regional footprint is gaining 
ground 

With some operational 
diversification taking shape too 
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III. REVIEW OF FINANCIAL RESULTS 

Revenue: Arabtec reported FY2008 revenues of AED9,722 million (up127.5% Y-o-Y) with 4Q2008 
revenues coming in at AED3,282 due to back-end loaded revenue recognition on projects that were 
completed as well as work in Qatar fast gathering momentum.  

Costs Increase: Throughout 2008, as costs of materials and labour rose, direct costs increased, with a 
ramp up in the fourth quarter where direct costs increased 46% Q-o-Q and 150% Y-o-Y. SG&A grew a 
strong 101% Y-o-Y to AED585.8 million, in line with rapid expansion into new markets and due to higher 
overall costs. 

Net Income: FY2008 net income of AED958 million was below our expectation of AED980 million due to: 
i) higher SG&A, ii) a weaker-than-anticipated contribution from other operating income, iii) a significant 
rise in interest expense in the final quarter (with short-term debt reaching AED1,101 million compared to 
AED636.6 million as of 9M2008) and iv) a much higher tax expense.  

Balance Sheet Shows Some Stress: As liquidity in the market started to dry up during 4Q2008, payments 
to contractors across the UAE started to be delayed. Hence, receivables ballooned to AED2,149 million (up 
139% Y-o-Y) and amounts due from customers more than doubled to AED1,365 million. In turn, payables 
increased to AED5,732 million (up 96% Y-o-Y), with the bulk of the increase due to a hike in trade 
payables and amounts due to customers. To bridge the short-term financing gap, the company took on a 
relatively large amount of short-term debt in the form of bank borrowings during 4Q2008 amounting to 
AED414 million. This took the full-year amount to AED1,102 million and, in turn, boosted interest 
expense, which came in at AED24.32 million (up 567% Y-o-Y). Cash balances declined to AED757 million 
(down 19.4% Y-o-Y).  

Figure 7: Summary of FY2008 Results 
AED millions, unless otherwise stated 

  1Q2008a 2Q2008a 3Q2008a 4Q2008a FY2008a
 Revenue  1,880 2,282 2,278 3,282 9,722 
 Direct Costs  (1,528) (1,848) (1,888) (2,765) (8,010)
 Depreciation  (40.5) (51.4) (52.8) (74.9) (219.6)
 Gross Profit  311.2 382.4 337.3 441.9 1,492 
 GPM  16.6% 16.8% 14.8% 13.5% 15.3%
 SG&A  (103.8) (134.8) (122.7) (224.5) (585.8)
 Other Operating Income  38.1 57.4 84.4 6.3 167.1 
 EBIT  245.5 305.0 299.0 223.6 1,073 
 EBIT Margin  13.1% 13.4% 13.1% 6.8% 11.0%
 EBITDA  286.0 356.3 351.8 298.5 1,333 
 EBITDA Margin  15.2% 15.6% 15.4% 9.1% 13.7%
 Interest (Expense ) Income  (1.0) (2.1) (2.1) (19.2) (24.3)
 Other Income (Expense)  11.8 8.6 (2.8) 29.4 47.0 
 Minority Interest  (24.9) (37.3) (37.9) (21.5) (121.5)
 Taxes  (0.2) (0.8) (0.9) (14.4) (16.4)
 Net Income  231.2 273.4 255.3 197.9 957.9  

Source: Arabtec, EFG-Hermes estimates 
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1Q2009 Overview: The company’s 1Q2009 results show revenue of AED 1,865 million (flat Y-o-Y and 
down 43.2% Q-o-Q), with the weaker-than-expected top line number stemming from a slowdown in 
project implementation in the UAE construction sector and also due to some timing variances. Gross 
profit margin of 15.4% reflects both the weaker top line number on slower implementation, and perhaps 
some impact of contract renegotiations. Driven by the lower top line growth, while SG&A of AED104.6 
million cooled, other operating income of AED24.8 million was slightly weaker. Interest expense remained 
high in keeping with short-term debt that was raised in the final quarter of 2008 and meant that net 
income came in at AED161 million (down 30.3% Y-o-Y and 18.5% Q-o-Q). 

In terms of the balance sheet, in keeping with suggestions made by management and other players in the 
sector, payments from clients started to be received allowing for a drop in receivables and payables in 
tandem, with the company able to pay off some of its own existing commitments. The cash balance of 
AED928.1 million at the end of the first quarter looks to provide the company with a better cushion this 
quarter from a liquidity standpoint. Management also recently suggested that it was looking to hold talks 
with the concerned government and quasi-government entities with which they have contracts and on 
which there are outstanding receivables, so as to facilitate the pace of collections and thus avoid a 
situation where liquidity constraints and thus a further slowdown would ensue.  
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IV. HOW HAVE OUR FORECASTS CHANGED? 

One of the differences in our current outlook compared to the one outlined in our previous update 
(“Marching Ahead” - 30 November 2008) is our view that the construction cycle for Arabtec is now not 
only dependent on its UAE exposure but it is also more geared to other regions it is exposed to. Its 
regional diversification should help the company soften some of its risk and over-exposure to the 
currently weak Dubai real-estate sector. We remain cautious about Dubai and remove all projects we 
believe are unlikely to commence or are likely to be cancelled. We also remain more constructive on Abu 
Dhabi relative to Dubai, with other markets such as Saudi Arabia and Qatar providing more reassurance in 
the medium to longer term.  

REVENUES 
We revisit our revenue forecasts to reflect amendments to the backlog, geographic diversification and 
growth expectations of its other operating segments. Despite adopting a more positive stance on its 
regional diversification, the downward amendments to the company’s UAE backlog impacts our top-line 
forecasts strongly.  

While we have some relative certainty regarding how Arabtec's backlog is executed over the next few 
years, we incorporate an added layer of conservatism in our 2009e and 2010e forecasts i.e. the risk 
associated with any further deterioration in managing its liquidity position which in turn is likely to exert 
some pressure on the pace at which projects are executed and hence contribution to the top line.  

 
Figure 8: Revenue Forecasts 2009e-13e 
AED millions, unless otherwise stated 

 Figure 9: Expected Geographic Split of Revenues 
2009e-13e 
%, unless otherwise stated 

0

3,000

6,000

9,000

12,000

20
09

e

20
10

e

20
11

e

20
12

e

20
13

e

Old New
 

0%

20%
40%
60%

80%
100%

20
09

e

20
10

e

20
11

e

20
12

e

20
13

e

UAE Non-UAE

Source: EFG-Hermes estimates  Source: EFG-Hermes estimates 

 

MARGINS 
Following the widening of margins in FY2007, gross margins held up for the most part during 2008, only 
facing some weakness in 2H2008 on the back of higher material and labour costs. Our earlier assumption 
for gross margins was based on recent higher-priced contract additions and so we expected overall 
construction gross margins to continue to rise to abnormally high levels of 15-20%. However, in light of 
the drop in prices for commodities and building materials, we factor in clients renegotiating contract 
terms and lower margins. We also incorporate the assumption of higher costs and thus lower margins 
associated with its international contracts, both for the sake of being conservative and due to limited 
information. Hence, we lower our gross margin expectations an average of 12.9% during 2009-12e (from 
17%) and our EBITDA margins to an average of 12.3% during 2009e-12e (from 15.5%). These margin 
expectations also reflect management's recent statement that no new contracts that yield net margins 
any less than 8% will be taken on, so as to ensure continued profitability at a minimum of these levels. 
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NET INCOME 
Adopting a more cautious stance in terms of its UAE backlog, despite building in strong growth 
expectations for new markets such as Saudi Arabia and Qatar, impacts our top line numbers as described 
above. Eliminating the impact of pricing power, which Arabtec was able to enjoy for the past 12-18 
months, weakens our bottom line numbers. Also, taking into account a greater proportion of taxes and 
minorities impacts our net income numbers. Therefore, we now expect negative 2009e-13e net income 
and EPS CAGRs.  

 
Figure 10: Net Income Forecasts 2009e-13e 
AED millions, unless otherwise stated 
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DEBT & EQUITY 
We had expected the company to realise a net cash position by year-end and forecast this balance to 
grow steadily, the impact of increasing short-term facilities in the final quarter of 2008, as well as an 
expectation that such debt will continue to be used to bridge funding gaps, results in a forecast net debt 
position at year-end 2009e of AED 448 million. Over the longer term, providing the company is able to 
ride out this phase of the storm by managing its liquidity, we believe it will run a net cash balance by 
2010e and steadily grow beyond that point. This, coupled with an estimated 2010e gross debt to equity 
ratio of 20%, implies that the company can take on further debt and acquisitive growth is also possible. 
 
Figure 11: Debt & Equity Forecasts 2009e-2012e 
AED millions, unless otherwise stated 

 2008a 2009e 2010e 2011e 2012e
Total Debt 1,255 954 607 278 99
Net Debt (Cash) 405 448 (184) (1,059) (1,416)
Equity 1,893 2,552 3,195 3,767 4,284
  
Total Debt/ Equity (x) 0.7 0.4 0.2 0.1 0.0 
Net Debt/ Equity (x) 0.2 0.2 (0.1) (0.3) (0.3) 

Source: EFG-Hermes estimates 
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V. WHAT DOES OUR VALUATION SUGGEST?  

A. DCF VALUATION 
 
We reduce our estimated LTFV c37% to AED4.82 from AED6.84 based on our DCF methodology. The 
change to our valuation is mostly forecast-led due to a weaker stance on its UAE exposure and a relatively 
more optimistic view on regional expansion. Bear in mind that not only do our forecasts reflect our views 
on the construction sector but have also attempted to capture some of the uncertainty associated with 
the quality of earnings i.e. the risk pertaining to a further slowdown and are hence very conservative. We 
also use higher discount rates to better reflect the cyclicality of the construction sector and the increased 
risk aversion towards the real estate and construction sector.  

We arrived at our new LTFV by using the current US 10-year bond yield as our risk free rate, and adding a 
country risk premium of 225 bps, which better reflects long-term inflation, sovereign risk and political risk 
(highlighted in our recent strategy note “Adapting to Change” dated 9 February 2009). We use an equity 
risk premium of 7% over our forecast horizon. For our WACC of 12.9%, we have assumed a debt and 
equity mix based on current market capitalisation and 2008 debt levels.   

 Since we trimmed the company's backlog to include only projects that are currently under way and 
excluded less certain contracts, we believe we continue to have visibility over the free cash flows 
generated from completing the current backlog, which is now expected to be fully exhausted by 2012e. 
We estimate that the cash flows generated over this period (2009e to 2012e) account for 34% of our 
estimated fair value. From 2013e to 2017e, where visibility regarding additions to the backlog and 
diversification of the business is lower, the free cash flows account for 33% of our estimated fair value. 
Finally, we estimate that c32% of the value comes from the terminal perpetuity (2018e and beyond). 

WHAT IF WE WERE LESS PESSIMISTIC? 
Given that we have adopted a relatively conservative stance, we undertake an exercise that sheds some of 
this negativity and assumes the Russian project will come on track and all UAE projects currently 
delayed/cancelled resume. This results in an estimated LTFV of AED4.92, with positive 2009-2013e 
revenue and earning CAGRs.  

B. COMPARABLE VALUATION 
For the purposes of our comparable valuation, we select a group of listed contractors that are involved in 
a similar array of construction activities as Arabtec. These companies have similar emerging or fast-
growing market exposure. We have expanded our range of comparables to include some fairly large, more 
pure-play infrastructure players, albeit with exposure to the same regional markets Arabtec operates in. 
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Figure 12: Arabtec Comparable Valuation Table 
 

 Country Price Curr. M Cap P/E EV/ EBITDA P/B EPS 
CAGR 

    (USD m) 2008a 2009e 2010e 2011e 2008a 2009e 2010e 2011e 2008a 2009e 2010e 2011e 09-11e
OCI (Neu/Neu FV 205) Egypt 200.0 EGP 7,346 11.4 15.5 12.1 10.7 9.8 11.7 9.1 6.3 3.1 3.0 2.7 2.5 20.4% 
Arabtec (Buy/Buy FV 4.28)* UAE 2.6 AED 873 3.3 4.9 4.4 4.8 2.9 3.8 3.4 3.6 1.7 1.3 1.0 0.9 0.5% 
Galfar Contracting Oman 0.6 OMR 405 8.9 7.8 7.8 8.9 6.1 4.9 5.1 5.2 2.5 1.7 1.6 1.5 -6.5% 
Gamuda Berhad (Jul)  Malaysia 2.6 MYR 1,454 16.0 22.6 16.1 13.4 18.3 32.7 20.8 15.9 1.7 1.7 1.6 1.5 29.9% 
Nagarjuna Construction Co 
(Mar) 

India 123.9 INR 571 16.5 16.5 13.7 12.6 11.6 9.8 8.1 7.2 1.8 1.7 1.5 1.4 14.7% 

Italian-Thai Development 
Public Company Limited 

Thailand 2.9 THB 342 N/A 32.0 20.6 22.2 40.9 9.8 9.3 9.0 1.0 0.9 0.9 1.1 20.2% 

J&P-Avax S.A. Greece 2.8 EUR 285 10.3 7.3 6.8 10.7 8.0 8.2 8.0 13.5 0.9 0.8 0.7 0.7 -17.3%
Mah Sing Group Berhad  Malaysia 1.8 MYR 311 12.0 11.3 9.9 10.6 3.7 3.7 3.3 3.3 1.6 1.5 1.4 1.3 3.1% 
Leighton Holdings Australia 22.7 AUD 4,930 10.6 14.3 10.0 9.9 6.0 5.0 4.5 4.5 4.3 3.0 2.7 2.5 20.6% 
Balfour Beatty plc U.K 3.6 GBP 2,539 8.3 9.0 9.1 9.0 7.3 5.7 5.5 5.1 2.4 1.7 1.5 1.4 0.4% 
Murray & Roberts Holdings 
Limited 

South 
Africa 

48.7 ZAR 1,718 8.6 7.1 6.8 6.0 4.5 3.7 3.3 2.9 3.0 4.3 2.0 1.6 8.5% 

                  
 Construction Median     10.4 11.3 9.9 10.6 7.3 5.7 5.5 5.2 1.8 1.7 1.5 1.4 8.5%  
*Arabtec multiples and LTFV based on new forecasts 
Source: Reuters Knowledge, EFG-Hermes estimates, 

 

Arabtec trades at 3.8x 2009e EV/EBITDA and 4.9x P/E, which is a 33% discount to its peer group on an 
EV/EBITDA basis and a 57% discount in terms of P/E. At the same time, some of its peers have a relatively 
more optimistic earnings growth profile, hence the richer multiples. 

C. ALTERNATIVE VALUATION METRICS 
As another sanity check, we compare Arabtec's adjusted market capitalisation with its risk-adjusted 
backlog. This risk-adjusted backlog incorporates uncertainties associated with payment/collection risks, 
cancellation risks and renegotiation risks. We plot this suggested multiple against the forward P/E 

Figure 13: Further Backlog Analysis Points to Underlying Value 
Multiples (x), unless otherwise stated 
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Bear in mind, the backlogs for 2006 and 2007 are at a time when the construction sector in the UAE was 
gaining momentum, while the 2008 backlog of AED38 billion is high as it includes a string of contract 
wins during the year, with a lot of these projects now having been cancelled/ renegotiated or delayed.  
Thus, when we compare Arabtec’s risk-adjusted backlog with its adjusted market cap, it suggests a yield of 
5.4x, which compares with peak i.e. 2008e levels of 14.8x and lower levels of 2.3x for 2007 and 2.0x for 
2006, when the market was at an earlier stage of its growth. The comparison with its forward P/E i.e. 
comparing the 2005 backlog with 2006 P/E is way of reconciling the market's perception of the realisable 
rate of growth with that suggested by our calculated backlog yield. On this basis, we believe that at the 
current levels, Arabtec is undervalued, and that its attractive near term- multiples of 4.9x 2009e and 4.4x 
2010e P/E multiples as well as implied P/E multiples of 7.8x 2009e and 7.0x 2010e are further justification 
of this discount.  

D. RECOMMENDATION 
Based on compelling near-term multiples and positive news flow likely to come as regional diversification 
into new markets takes a larger step forward in 2009e, we reiterate our ST Buy recommendation. Arabtec 
is trading at attractive near-term P/E multiples of 4.9x 2009e and 4.4x 2010e, while our estimated fair 
value implies similarly reasonable P/E multiples of 7.8x 2009e and 7.0x 2010e.  

Meanwhile our LT Buy reflects that Arabtec offers investors exposure to the regional infrastructure story, 
with recent diversification into Saudi Arabia and other markets widening its scope and offering. Moreover, 
our current LTFV ascribes no value to the Russia project and a string of other contracts across the UAE, 
implying room for some upside. The move towards becoming an integrated infrastructure player is a 
welcome one and to some extent has reduced our longer-term concern that Arabtec was not fully hedged 
against a cyclical downturn, albeit some risk to seamless execution is reflected in our conservative 
forecasts. We believe the company has the appropriate resources and the willingness and ability to 
mobilise these resources aptly, with further diversification proving favourable for our forecasts and LTFV. 
Thus, we reiterate our LT Buy. 

RISKS 
The risks that remain for Arabtec at this point include any further deterioration in the pace at which 
payments are collection which could put a damp on the speed at which expansion and diversification can 
offer. Furthermore, despite our already conservative forecasts, there may be some forecast risk if severe 
delays in payment result in a further slowdown, relative to our current expectations and hence impact the 
pace at which contracts are completed and thus revenue growth. Finally, if the liquidity picture does 
continue to worsen, while we have assumed a mixture of negative working capital and short-term funding 
will keep at bay any dire funding constraints, we point out that Arabtec’s equity base of AED2,288 million 
could be considered inadequate to cover a backlog of AED17.3 billion.  
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VI. FINANCIAL FORECASTS 

Income Statement (December Year End) 
AED million, unless otherwise stated 

 2008a 2009e  2010e 2011e 2012e
Revenues 9,722 7,476  9,116  8,622 8,529 
% Change 128% -23% 22% -5% -1%
COGS  (8,010)  (6,170)  (7,669)  (7,244)  (7,180)
Depreciation  (220)  (236)  (281)  (306)  (326)
Gross Profit 1,492 1,071  1,166  1,073 1,023 
Gross Margin 15.3% 14.3% 12.8% 12.4% 12.0%
SG&A  (586)  (451)  (479)  (453)  (448)
Other Operating Income 167 120  119 86 77 
Operating Profit 1,073 740  806 706 652 
Operating Margin 11.0% 9.9% 8.8% 8.2% 7.6%
EBITDA 1,333 1,016  1,128  1,053 1,019 
EBITDA margin 13.7% 13.6% 12.4% 12.2% 11.9%
Net Interest Income (Expense)  (3)  (15)  (7) 19 23 
Other Income (Expense) 26 43  51 48 47 
Minority Interest  (122)  (98)  (102)  (93)  (95)
Earnings before Taxes 974 670  748 681 627 
Taxes  (16)  (12)  (17)  (15)  (18)
Net Income after Taxes 958 659  731  665 608 
EPS  0.80 0.55  0.61 0.56 0.51  

Source: Arabtec , EFG-Hermes estimates 

 

Balance Sheet (December Year End) 
AED million, unless otherwise stated 

 2008a 2009e 2010e 2011e 2012e
Cash and Time Deposits 850 506  791  1,337  1,515
Total Accounts Receivables 4,983 4,777  5,318  4,551 4,146 
Inventory 1,017 1,081  1,104 944 938 
Advanced Payments Made 278 178  221 210 208 
Other Current Assets 158 125  127 120 119 
Total Current Assets 7,286  6,666  7,561  7,162 6,927 
Net Fixed Assets 1,381 1,564  1,759  1,861 1,939 
Intangibles 495 454  413 372 332 
Other LT Assets 298 248  404 382 378 
Total Assets 9,460 8,933  10,138  9,778 9,575 
  
ST Debt 1,102 851  546 229 79 
Total Payables 5,732 4,893  5,742  5,138 4,587 
Other Current Liabilities 176 91  113 107 107 
Total Current Liabilities 7,010 5,836  6,401  5,475 4,773 
Provisions 114 118  122 127 131 
LT Debt  154 102  61 49 20 
Other LT Liabilities 64 89  110 105 104 
Minority Interest 225 236  248 255 263 
Net Worth 1,893 2,552  3,195  3,767 4,284  

Source: Arabtec, EFG-Hermes estimates 
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Cash Flow Statement (December Year End) 
AED million, unless otherwise stated 

 2008a 2009e 2010e 2011e 2012e
Cash Operating Profit After Tax 1,558 939  1,057  1,016 980 
Change in Working Capital  (1,487)  (649)  261 336  (139)
Cash Flow after Change in WC 70 291  1,319  1,352 840 
Capital Expenditure  (868)  (419)  (476)  (408)  (403)
Free Cash Flow  (797)  (128)  843 944 437 
Non-Operating Cash Flow  (36) 74  (134) 16 4 
Cash Flow before Financing  (833)  (54)  708 960 441 
Net Financing 687  (291)  (422)  (415)  (263)
Change in Cash  (147)  (345)  286 546 178  
Source: Arabtec, EFG-Hermes estimates 
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