
 
 

 

 

  

 
       20 JANUARY 2009 

      

 KINDLY REFER TO THE 
IMPORTANT DISCLOSURES AND 
DISCLAIMERS ON BACK PAGE 

1

• World Cup No More: On 6 January 2009, Meydan LLC cancelled its racecourse construction deal with 
Arabtec and Malaysian firm WCT Engineering Bhd, citing “non-adherence to the agreed time schedule for 
construction”. Arabtec confirmed that as of 9 January 2009, the contract was terminated. 

• Getting to the Bottom: While Meydan announced it terminated this contract due to timing delays, we 
find it difficult to understand why the company would go so far as to cancel the entire contract, especially 
as this would lead to even further delays on a very time sensitive project. From the contractors' 
standpoint, construction work was proceeding on a fast-track basis with any timing delays likely being due 
to design/scope changes. We believe it is also possible that the client wanted to renegotiate the contract 
terms or could even be experiencing some liquidity constraints. 

• Impact on Backlog: Originally, the contract was for AED4.6 billion, however this had been reduced due 
to changes in scope and Arabtec's ultimate share was an estimated AED2.03 billion. Up to termination, we 
estimate that around AED1.13 billion was completed, with the bulk to be recognised in FY2008 numbers. 
With 10 months left, we estimate AED900 million of the project remained, putting at risk c9% of our 
estimated 2009e revenue of AED9,878 million.  

• What Happens Now?: Management is currently ensuring that all outstanding payments on completed 
work are received and that the arbitration relating to the case is dealt with swiftly. We feel that Arabtec 
will be able to eventually mobilise resources to other projects to counter-balance the impact of this 
cancelled contract. However, at the same time, we cannot ignore the reputational impact implying that 
other clients could go on to cancel projects as well, suggesting its backlog is in danger of being squeezed.  

• How Bad Can It Get?: In a doomsday scenario, this cancellation could signify the beginning of a 
downward spiral with other contracts getting cancelled. Moreover, a weaker real estate market suggesting 
project scale-backs and prolonged delays also does not bode well. In this case, Arabtec’s backlog could 
more than halve and could result in negative 2008-2011e revenue and earnings CAGRs, with an estimated 
LTFV of AED2.74 in such a scenario. Moreover, with Dubai based contracts expected to contribute 60-
70% of 2009e revenues, further cancellations or delays could very well result in flat or even negative Y-o-
Y revenue and earnings figures for 2009e. 

• Standing Ground: While the cancellation of this project is unsavoury, we do not believe it is 
symptomatic of a bleak future. While we recognise the risk of Arabtec of being overly geared into the 
rapidly weakening Dubai market, we believe its expansionary footprint into Abu Dhabi, Qatar and soon 
Saudi Arabia, along with more infrastructure work, will enable it to tackle oncoming challenges. For now, 
we maintain our forecasts and valuation, waiting for greater visibility before adjusting our figures. 
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FLASH NOTE 
  

 2008e 2009e 2010e

EPS**  0.82   1.12  1.38 
PER (x)  1.5   1.1  0.9 
DPS  0.29   0.45  0.62 
Div. Yield  22.8% 35.7% 49.4%
CFPS  0.30   0.72  0.97 
PCF (x)  4.2   1.8  1.3 
BVPS  1.58   2.25  3.01 
PBV (x)  0.8   0.6  0.4 

**Attributable 
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DFMGI Re-based Price (AED)

Stock Data 
Last Ex-Div Date  AED0.5 on 2 Apr 08 
Mkt. Cap/Shares (mn)    AED1,507/ 1,196 
Av. Monthly Liqd (mn)    AED1,259 
52-Week High / Low    AED9.83 / 1.26 
Bloomberg / Reuters   ATRC UH / ARTC.DU 
Est. Free Float   55%  

 
*Prices as of 20 January 2009   
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I. DETAILS OF MEYDAN CONTRACT  

The Meydan project entailed the refurbishment of the existing Nad Al Sheba racecourse and the addition 
of a new racecourse, grandstand and associated infrastructure. This was a fast-track project and was 
expected to be completed in time for the Dubai World Cup in 2010. 

BOX 1: TIMELINE OF CONTRACT 

May 2007: Prequalified contractors (Al Basti & Mukta, Arabtec, Khansaheb Civil Engineering, Al Futtaim   
Carillion, Al Naboodah Laing O’Rourke, Dutco Balfor Beaty, Samsung Corporation, Ssangyong 
Engineering   and Arabian Construction Company) invited to bid for Meydan Racecourse project 

June 2007: Two UAE-based firms, Al Dhafrah Pipeline & Contracting Company (APCC) and National     
Services & Contracting Est (NSCC), commence work on the piling package for the Meydan project and 
Malaysian Teo A Khing Design Consultants is appointed as the consultant. 

August 2007: Al-Naboodah Laing O'Rourke appears to be the front runner for the Meydan contract    
after it begins preparation works at the site in August. 

September 2007: Arabtec and WCT joint venture awarded construction contract for Meydan project, 
despite earlier suggestions that Al-Naboodah Laing O’Rourke would win the project. Work commences. 

February 2008: Local firm Dubai Contracting Company (DCC) is awarded the contract to build a mixed-
use tower at the new Meydan City development in the Ras al-Khor area.  The 26-storey tower includes 
two basements, a ground level, and five podium floors featuring residential, retail commercial and office 
space. 

March 2008: According to MEED c52,000 cubic metres of concrete have already been laid, with 16    
cranes on site, soon to be increased to 18. More than 2,500 construction workers are also on site, set to 
rise to 5,000 during the peak construction period. 

August 2008: Local firm Mammut Building Systems is awarded an AED1.5 billion contract to build the 
business park at the Meydan development at Nad al-Sheba in Dubai. The project involves the 
construction of 18 office buildings of between four and 13 floors, on top of a common single-floor 
podium and the contract duration is 14 months. 

October 2008: India's Afcons has been awarded an AED1 billion contract to build an interchange serving 
the Meydan racecourse development in the Nad al-Sheba area of Dubai. 

Dec 2008: Arabtec receives notice from client calling for cancellation of project. 

January 2009: Arabtec clarifies media reports and announces that the client, Meydan, has cancelled 
the contract to build the Meydan racecourse project, effective January 9, 2009. Arabtec and WCT have 
two weeks to vacate the site. 

Source: Company Disclosure, MEED, Various media and EFG-Hermes  

As the above timeline shows, this racecourse project has been the focus of significant attention as well as 
resource and time allocation. Given the tight timeframe, the scope of project was divided amongst a 
number of contractors to ensure timely delivery. While, Arabtec and WCT have now been taken off the 
project, it remains to be seen whether other contractors will also be fired and more importantly whether 
new contractors will soon be retained to continue work on the racecourse. Moreover, it is important to 
realise that any new contractor that is likely to accept the project will be charging the client a mark-up 
since the contract is already under way, while also commanding a premium to account for any potential 
delays as well as any perceived payment default. 
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A. FINANCIAL AND OPERATIONAL IMPLICATIONS 
In terms of the backlog, we understand from discussions with management that the original size of the 
contract of AED4.6 billion was reduced over the course of project, due to changes to the scope and the 
carving out of the project into stages. Arabtec's share of this was an estimated AED2.03 billion. At the 
time the contract was cancelled, it is estimated that close to 90% of one phase of the project was 
completed, with construction of the grandstand and hotel ahead of schedule. We estimate the value of 
work completed until the point of termination amounts to AED1.13 billion. Therefore, with 10 months 
remaining on the project, we estimate that Arabtec's share of remaining work comes to AED900 million, 
which puts at risk around 9% of our 2009e revenue of AED9,878 million.   

In terms of the financial implications, in an optimistic scenario we believe it is probable for the company 
to be able to mobilise the resources working on the Meydan project to other projects, hence incurring 
demobilisation costs as well as other charges relating to all legal aspects of arbitration. Since the contract 
was terminated as of 9 January 2009, all revenue and profits should be recognised in 2008 financials while 
management is also focusing its efforts on ensuring that all payments due on completed work to date are 
received. Moreover, the revenue and earnings foregone from the loss of this contract could be 
compensated by other projects. However, in a more realistic scenario, it is not only the loss of the Meydan 
contract that needs to be considered, but also the financial implications of other project delays and 
cancellations which are likely to have a greater downward impact on our numbers than any other positive 
impact from new projects and geographic/operational diversification.  

B. QUELLING RUMOURS 
While non-adherence to timing schedules was cited as the main reason for termination of this project, 
both contractors have suggested that delays more likely occurred due to late changes made to the scope 
and design of the work involved. While WCT has been very vocal at suggesting they are now seeking 
compensation from Meydan for i) performance losses, ii) unpaid dues on completed work, iii) 
demobilisation cost, Arabtec has not made similar statements. We believe that management is cognisant 
of the local nuances and believes its efforts should be focused on ensuring all outstanding payments from 
the client are procured and that all legal matters are dealt with. 

Rumours persist, however, and the worst of these suggest that the client has cashed in the performance 
bond put up by the construction consortium. While WCT management claims this to be true, Arabtec 
management has insisted that the performance bond has not been liquidated by the client. We are 
inclined to believe that Meydan has not called in the performance bond and rather that the amount (10% 
of the contract value) has now been frozen by the Dubai Courts, while the legal proceedings are under 
way. It would indeed be worrying if rumours regarding liquidation of the performance bond or that of 
liquidity constraints of the client turn out to be true. This would point to a more alarming situation where 
the liquidity position of clients could be called into question. Moreover, in this case, concerns are 
compounded given that the client is a government entity, speaking to a larger systemic crisis. 

C. SCENARIO ANALYSIS 
There remains a general air of uncertainty regarding the potential turn of events for all companies 
operating in the UAE, with the major uncertainty surrounding the potential outcome of the strife being 
experienced in the real estate and financial services sector. With economic growth slowing, cost-cutting 
measures resulting in sector-wide layoffs and liquidity constraints looming large, the longevity of the real 
estate sector is contingent upon executing a commitment towards providing stability, transparency and 
depth to the market.  

We continue to believe in the fundamental inherent value of the real estate sector and maintain that the 
current slowdown in the market should be viewed as healthy, allowing for an exit of speculative froth and 
entry of a greater proportion of end-users. Moreover, a focus on sustainable development will also allow 
for concentration on projects for which there is real demand. Thus, our current core scenario is one that 
assumes that while Arabtec has experienced the cancellation of a project, the company will be able to 
redirect resources to other projects and while it may experience delays on some contracts, diversification 
into new markets and greater infrastructure work will bear fruit. However, the year of change has only 
commenced and it would not be completely improbable to believe that other projects may get cancelled, 
with clients facing severe cash flow constraints and potentially bankruptcy.  
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So as to quantify the impact of this turning tide of events, we look at: i) providing some colour with 
respect to Arabtec’s backlog and the inherent degree of risk associated with cancellation and ii) we use 
our analysis of its backlog to help devise scenarios to quantify the impact of this turning tide of events. 

BACKLOG 
In Figure 1 below, we illustrate the composition of Arabtec’s backlog (as at the end of 2008).  

Figure 1: UAE Dominates Arabtec’s Order Book 
AED million (LHS), unless otherwise stated 
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As indicated in Figure 1, a significant portion of Arabtec's backlog is geared towards Dubai. Since our last 
update on the UAE real estate sector ("Realty Check" dated 30 November 2008) the real estate 
environment in Dubai has weakened considerably, with price declines being observed, speculators exiting 
the market, defaults beginning to occur, and project scale-backs and cancellations becoming more 
common. Even in a best-case, projects that are ongoing in Dubai are likely to experience some delay, with 
the more ambitious and flamboyant projects being cancelled. At the very least, developers are likely to put 
projects on hold until signs of revival appear, with this impacting projects that are currently under way 
more severely than those which are yet to commence.  

In Figures 2 and 3 below, we dissect the backlog geographically, highlighting our estimation of the 
segmentation between: i) ongoing contracts ii) suspended or delayed projects, iii) contracts that are likely 
to be cancelled.  

Figure 2: Geographical Split of Backlog 
Backlog value (AED million), unless otherwise stated 

 Figure 3: Composition of Backlog by Type 
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The above figures help to highlight that while there remains some degree of risk of projects getting 
cancelled, the more significant danger lies in projects that are currently suspended being further delayed 
or even cancelled completely.  

SCENARIOS 
Thus, we devise some scenarios which include: i) some projects getting cancelled with resources shifting 
to other projects but slower growth being experienced, ii) multiple cancellations and prolonged delays 
occurring, and iii) Arabtec’s backlog collapsing. We outline the impact of these scenarios below: 

Figure 4: Scenario Analysis 

 Current Assumptions Optimistic Realistic Pessimistic 
  Some Cancellation, 

Resources Re-
Allocated, Slower 

Growth 

Multiple Cancellations, 
Prolonged Delays 

Dire Trouble, Backlog 
Almost Evaporates 

Backlog (AED bn) 36 34 28 16 

     

Revenues     

2008-2011e CAGR 6.9% 6.5% -12.8% -23.4% 

2008/09 % Increase 19.8% 10.1% -0.8% -12.1% 

     

Earnings     

2008-2011e CAGR 16% 9.6% -8.7% -16.8% 

2008/09 % Increase 37.0% 27.9% 14.4% -16.0% 

     

Estimated LTFV 6.84 6.09 4.32 2.74  

Source: EFG-Hermes 

 

At this stage, it remains too early to tell whether the scenario involving multiple cancellations and 
prolonged delays is likely to take effect or even worse, if the dire case scenario is more probable. At the 
same time, following the Meydan cancellation, Arabtec has experienced another project being delayed i.e. 
the Atrium project in Dubai Waterfront. The client, Emirates Sunland, has decided to delay work on this 
project by at least 12 months. The project, which is located in the Madinat al-Arab district of Dubai 
Waterfront, was awarded to Arabtec in September 2008 and amounts to AED2.4 billion. This delay was 
not necessarily a surprise given the recent suggestions that Nakheel (master-developer of Waterfront) is 
re-assessing the scope of this project. Moreover, it is a project which we have actually assumed could be 
cancelled rather than delayed, given our concerns that the Waterfront project itself will experience 
significant redesign or cancellation.  

However, other such news will not be supportive and is only spurring negative sentiment towards the 
stock and the UAE construction and real estate sector. Our main concern is that of the estimated 56% of 
Arabtec's backlog which could be delayed/suspended, what proportion is likely to be cancelled. While at 
this stage it seems the company will be able to grab greater market share in Abu Dhabi, Qatar and of 
infrastructure projects and thus compensate for some of the expected cancellations and delays, if the 
liquidity environment continues to worsen and sentiment does not improve, we expect clients to shelve 
projects, even ongoing ones, and perhaps even to cancel projects that are currently suspended. At that 
point, our scenario of negative revenue and earnings growth would seem very real.  

D. VALUATION 
For the time being, we maintain our current forecasts and valuation, waiting for some level of increased 
visibility in the short term. Undoubtedly, weaker than expected 1Q2009e numbers would be a solid 
indicator of the changing times and an earnings and recommendation downgrade would be warranted. 
We prefer to have greater visibility before assuming the worst and believe the above outlined scenarios 
help to provide some colour regarding our areas of concern.   



 

 

EGYPT SALES TEAM 
Local call center 16900 
Int’l call center +20 2 33 33 94 00 
cc-hsb@efg-hermes.com 
 
Head of Western Institutional Sales 
Mohamed Ebeid 
+20 2 33 32 1054 
mebeid@efg-hermes.com 
 
Local Institutional Sales 
Amr El Khamissy 
+20 2 33 32 1045 
amrk@efg-hermes.com 
 
Head of GCC HNW Sales 
Ahmed Salem       
+20 2 33 32 1078 
asalem@efg-hermes.com 

UAE SALES TEAM 
call center 
+971 4 306 9333 
uaerequests@efg-hermes.com 
 
Western Institutional Sales 
Julian Bruce 
+971 4 363 4092 
jbruce@efg-hermes.com 
 
Head of GCC Institutional Sales 
Amro Diab 
+971 4 363 4086 
adiab@efg-hermes.com 
 
Gulf HNW Sales 
Chahir Hosni 
+971 4 363 4090 
chosni@efg-hermes.com 
 
UAE Retail Sales 
Reham Tawfik 
+971 4 306 9418 
rtawfik@efg-hermes.com 

KSA SALES TEAM 
call center 
+800 123 4566 
ksa-callcenter@efg-hermes.com 
 
Head of KSA Brokerage 
Hesham Khalil 
+9661 211 3040 
hkhalil@efg-hermes.com 
 
Head of KSA Sales 
Mohsen Mansour 
+9661 211 3008 
mohsenm@efg-hermes.com 

RESEARCH MANAGEMENT 
Cairo General + 20 2 33 38 8864 
UAE General  + 971 4 363 4000 
efgresearch@efg-hermes.com 
 
Head of Research 
Eiji Aono 
+971 4 363 4006 
eaono@efg-hermes.com 
 
Head of Egypt Research 
Wael Ziada 
+20 2 33 32 1154 
wziada@efg-hermes.com 
 
Head of Publ. and Distribution 
Rasha Samir 
+20 2 33 32 1142 
rsamir@efg-hermes.com 

 

 

 

DISCLOSURES 
I, Sana Kapadia, hereby certify that the views expressed in this document accurately reflect my personal views about the securities and companies that are the 
subject of this report. I also certify that neither I nor my spouse or dependants (if relevant) hold a beneficial interest in the securities that are traded in the UAE stock 
exchanges. EFG-Hermes Holding owns 3,000 shares in Arabtec as at 20 January 2009, the security that is the subject of this report.  

Funds managed by EFG-Hermes Holding SAE and its subsidiaries (together and separately, "EFG-Hermes") for third parties may own the securities that are the 
subject of this report. EFG-Hermes may own shares in one or more of the aforementioned funds or in funds managed by third parties. The authors of this report may 
own shares in funds open to the public that invest in the securities mentioned in this report as part of a diversified portfolio over which they have no discretion. The 
Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the subject of this 
report or are mentioned in this report. 

DISCLAIMER 
This Research has been sent to you as a client of one of the entities in the EFG-Hermes group. This Research must not be considered as advice nor be acted upon by 
you unless you have considered it in conjunction with additional advice from an EFG-Hermes entity with which you have a client agreement. 
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that may receive this report. We strongly advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs. 

 



 

 

 

GUIDE TO ANALYSIS 
EFG-Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional 
economic environment. Two investment ratings are offered for each stock, a Short-Term rating and a Long-term rating.  

The Short-Term (ST) rating is based on the analyst’s best expectations on the shorter-term price movements of the stock. Short-Term is defined as any time up to six 
months of the rating being applied to the stock. While shorter-term drivers could include quantifiable facts and figures, the analyst may also consider non-
quantifiable issues such as the analyst’s view on investor sentiment, potential news flow on the stock or the sector, or other issues which could impact share price 
movements. 

The Long-Term (LT) rating is based on the percentage upside or percentage downside of the stock price to the analyst’s Long Term Fair Value (LTFV). Long Term is 
defined as any time period beyond 1 year. The LTFV is based on the analyst’s current expectations of the equity fair value of the company on a per share basis which 
is normally based on rigorous and fundamental long-term analysis of the company’s financial potential. Of course, any such analysis is based on the analyst’s 
expectations for the future and are always considered estimates.  

For both the Short-Term and Long-Term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms: 

Rating % upside (downside) 
Buy 25% and above 
Accumulate 10 to 25% 
Neutral (10%) to 10% 
Reduce (10%) to (25%) 
Sell (25%) or more downside 
 
EFG-Hermes policy is to update research reports when appropriate based on material changes in a company’s financial performance, the sector outlook, the general 
economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may cause a stock to move 
outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily need to adjust the rating for the stock 
immediately. However, if a stock has been outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to 
review the rating. 
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