
 
 

 

 

  

 
      
      

 KINDLY REFER TO THE 
IMPORTANT DISCLOSURES AND 
DISCLAIMERS ON BACK PAGE 

• Re-initiate with ST Reduce / LT Neutral: We re-initiate coverage on Emaar with a ST Reduce/LT Neutral 
rating. Despite the stock being fundamentally attractive, we are not buyers at this stage as we believe the 
absence of near-term triggers and ambiguity surrounding the merger is likely to create an overhang on stock 
performance. On June 25, 2009, Emaar announced being at advanced stages of a potential merger with three 
Dubai Holding property companies (Dubai Properties, Sama Dubai and Tatweer). The news did not necessarily 
surprise, but, in our view, has put a damper on investors recently rising interest. 

• For Emaar Bigger is Not Necessarily Better: We believe the combined entity’s bigger asset base, excluding 
any asset revaluations, will enhance its prospects in raising funds, especially if it elicits better credit ratings for 
the underlying entities – which we do not rule out. We believe the main beneficiaries of potential new funds will 
be the Dubai Holding companies. We are however concerned about: i) valuation of the transaction and 
consequent risk of dilution to Emaar minority shareholders, ii) increased exposure of the combined entity to the 
currently fragile Dubai real estate sector iii) lack of visibility on the post-merger entity's strategy and iv) 
operational and financial stress that this combination will put on Emaar which is arguably better run and better 
funded with strong recurring rental cash flows.  We ran a scenario analysis for asset-based swap ratios which 
resulted in wide range of ratios swinging from 0.7x to 5.2x. 

• Emaar Standalone Fundamentals are Solid: Our estimated LTFV of AED6.60, based on a combination of cash 
flow and NAV approaches is for Emaar as it currently stands and does not include any potential changes 
pertaining to the proposed merger. The UAE contributes AED3.73 per share, while international ventures, also 
based on current projects and land contributes AED2.97 per share. Our underlying sector assumptions are 
conservative, with greater clarity and improvement of real estate climates providing likely upside. However, the 
risks to our view and forecasts are high in light of the pending merger.  

• Trading at a Premium: Compared to other local players, Emaar trades at richer multiples of 6.6x 2009e and 
5.0x 2010e earnings versus the median 4.7x and 3.2x reflecting, among other things, a higher growth profile. On 
price to book, Emaar trades at 0.5x 2009e and 0.5x 2010e which is lower compared to the median of 1.1x and 
1.0x. Bear in mind, both P/E and P/B are arguably less meaningful given the differences in accounting policies. 
Expected growth in recurring rental cash flow and diverse operations justify a premium, especially since we 
believe execution is being well managed. On a price to NAV basis, Emaar trades at 0.3x versus the median 0.7x.  

• Uncertainties Remain: Emaar’s strategy of developing self-contained lifestyle communities is unique. Its off-
plan funding policy, however, is not and is under pressure today. While its chosen organisational structure 
allows for a focus by geography and business line, its exposure to multiple regions puts more pressure on 
management. Most importantly, if this merger goes ahead and Emaar continues to remain as a listed entity, we 
would need clear communication of the combined entity’s strategy and longer-term prospects to develop any 
clear/positive view.  
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COMPANY NOTE 
  

December Year End 2008a 2009e 2010e 2011e
Revenue 16,015 9,154 11,981 14,409 
Operating Income (mn) 2,181 2,258 3,186 3,505 
EBITDA (mn) 2,482 2,826 3,801 4,172 
Net Attrib. Income (mn) 3,055 2,411 3,151 3,096 
EPS (Reported) 0.50 0.40 0.52 0.51
EPS Growth -53.5% -21.1% 30.7% -1.7%
DPS (Net) 0.20 0.00 0.05 0.06
Dividend Yield 7.6% 0.0% 2.0% 2.4%
Net Debt (Cash) 3,781 358.6 3,662 471.8 
 
P/E* (Attrib.) 5.2 6.6 5.0 5.1
EV/EBITDA  8.7  6.8  5.9  4.5 
P/BV  0.6  0.5  0.5  0.4 
P/CF  1.1  3.0  N/A  2.2 
ROAE 9.5% 8.2% 9.9% 8.9%
Figures in AED million, unless otherwise stated
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Estimate Changes 
 2008a 2009e 2010e 
 Old New Old New
Revenues 16,015 N/A 9,154 N/A 11,981 
EBITDA 2,482 N/A 2,826 N/A 3,801 
EBITDA Margin 15% N/A 31% N/A 32%
Net Attrib. Income 3,055 N/A 2,411 N/A 3,151  

Stock Data 

Last Div. and Ex-Date AED0.20 on 27 Mar 08

Mkt. Cap / Shares (mn) AED15,850 / 6,096

Av. Monthly Liqud. (mn) AED3,916

52-Week High / Low AED10.6 / 1.77

Est. Free Float 68% 
 
*Prices as at 05 July 2009  
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EXECUTIVE SUMMARY 

We re-initiate coverage on Emaar with a ST Reduce/LT Neutral rating. We note that our forecasts and 
valuation, which are prepared for the UAE based developer and its existing subsidiaries, may change 
materially once/if the merger with Dubai Holding real estate subsidiaries goes ahead. Despite the stock 
being fundamentally attractive, we are not buyers of Emaar. While this recent move toward sector 
consolidation may prove positive in the long run, we are concerned about: i) increased exposure of the 
combined entity to the currently fragile Dubai real estate sector and ii) the impact of possible dilution to 
Emaar shareholders as a result of a merger that may not be value accretive. In the short-term, the absence 
of positive catalysts and ambiguity surrounding the merger will create an overhang and we will review our 
recommendation on the stock as more news related to the merger becomes available.  

MERGER LIKELY TO HAPPEN, NOT NECESSARILY POSITIVE TO EMAAR 
The announcement of a potential merger between Emaar and three Dubai Holding property companies 
did not necessarily surprise. However, at this stage, and with the limited available information, we believe 
that the implications of this deal are more distressing than supportive. First, while the merger might result 
in the creation of a stronger operational/financial entity with better access to funding and ultimately 
greater control over supply, there is no visibility regarding the strategy of the combined entity. Moreover, 
with the valuation of the deal unknown, based on currently available information, our asset-based swap 
ratios suggest potentially substantial dilution for Emaar shareholders. We develop asset-based swap ratios 
as we do not expect the presumably cash-strapped Dubai Holding entities to bring liquidity to the table. 
Our scenario analysis results in wide range of swap ratios that swing from 0.7x to 5.2x, helping to point to 
underlying uncertainties. Importantly, it helps to depict that dilution of minority shareholders seems 
inevitable. In fact, our ratios suggest that the current government ownership level of 32% (Investment 
Corporation of Dubai) could increase to as much as 89% (government plus three government-owned 
Dubai Holding companies). While we will look to re-assess these ratios and other implications as details 
become available, we believe there is a high probability (greater than 70%) of this deal going through. 
Based on what we know now, we are of the view that this merger may not be value accretive for Emaar 
shareholders and believe greater details may end up disappointing further.  

UNDERLYING MARKET WEAKNESS CONTINUES 
Real estate as a global asset class has witnessed significant growth in recent years on the back of stronger 
economic fundamentals and greater wealth creation. Even in the UAE and Dubai in particular, the market 
has grown multiple-fold in a short space of time. In 2008 in particular, the availability of abundant 
liquidity, low mortgage rates and a sense of irrational exuberance allowed for a high level of speculative 
activity. However, the onset of the global financial crisis precipitated an anticipated market correction. 
Although our expectation was more for a supply-demand driven correction, the impact of the flight of 
liquidity, reduced risk appetite and the rapid exit of speculative froth ensued in a relatively fast-paced and 
violent correction. We estimate residential prices in Dubai have corrected 45% on average since noted 
peaks in 2008. With our central forecast calling for a 50-60% overall decline, there is some downside risk 
remaining. Based on limited transaction activity (albeit up a notch from the dismal low points noted at 
the beginning of the year), coupled with our expectations that i) the population will decline as the 
economy contracts and as ii) supply of units enters the market as previously started projects reach their 
delivery phases, the short to medium term outlook remains weak.  

EMAAR’S FINANCIAL POSITION IS SOLID 
Based on our assumptions of lower business activity and longer construction schedules, in our view 
funding will not constitute a major concern for the company. Unit sales in Emaar’s international markets 
are progressing slower than a year ago but ongoing nonetheless. Also, project financing looks set to occur 
more rampantly in its international markets, thereby keeping its capital commitment low.  With respect to 
its home market of Dubai, we believe Emaar is distinguished from others due to its relative maturity and 
association with prime locations. As the market matures and recovers, we believe buyers will pay close 
attention to its successful history of project execution and its ability to create niche products based on 
scale and expertise, rendering its model difficult to copy.  
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FUNDAMENTALLY ATTRACTIVE, ESPECIALLY THE RECURRING CASH FLOWS 
Our SOTP valuation methodology, based mostly on a DCF and NAV results in an estimated LTFV of 
AED6.60. The UAE contributes the largest slice of our valuation at AED3.73 per share and also does not 
take into account future projects or any of those ventures which we have decided to exclude due to some 
perceived risk of execution/cancellation. Close to 60% of this value relates to the Downtown Burj Dubai 
development (split between recurring cash flows which account for AED0.91 per share while property 
development contributes AED0.94). In our view, Emaar's recurring i.e. rental cash flows set it apart from 
other local players and are estimated to generate an annual net cash flow of around AED1.1 billion in 
2009e, representing a source of support to the group’s balance sheet. 

 With respect to its international ventures, based solely on including projects currently underway while 
also using relatively high discount rates to account for high start-up and forecast risks, we arrive at a 
combined value per share of AED2.97. Undeveloped land across Emaar's portfolio alone, accounts for 
AED2.52 per share, with this subject to upward revisions as underlying sector fundamentals improve. Also, 
once greater clarity on new projects and new ventures emerges and as the regional real estate and 
economic climates improve; our forecasts and valuation could be revised upwards.  

POSITIVE EARNINGS SURPRISE 
As part of the change in its accounting policy, the company restated its retained earnings for FY2008 by 
AED7,894 million. This represents earnings to be recognised in future periods. We believe that the bulk of 
this relates to the Burj Dubai, which is set for official inauguration in September this year, and could prove 
to be a substantial positive surprise for our FY2009 earnings that are based on highly conservative pricing 
assumptions.  

RISKS OUTWEIGH REWARDS 
We like the Emaar story, and we believe the current valuation is fundamentally compelling yet we do not 
believe we can be buyers at this stage; the ambiguity surrounding the merger is likely to represent an 
overhang on the stock’s performance that is likely to persist until October at least, when a decision and 
approval from regulators/shareholders will be sought. Moreover, while operational and geographic 
diversification is underway, the post-merger situation could be different. If we are to assume that the plan 
for consolidation goes ahead, the combined entity's land bank mix will change and its strategy could be 
different, perhaps favouring a strategy that focuses on Dubai. Finally, while our assumptions are 
conservative, we nevertheless assume all projects underway get completed (albeit at a slower pace). 
Therefore, should the real estate sectors in the markets where Emaar operates remain weak for longer 
than expected or if project-financing completely dries up, further parent-level debt or alternative options 
may have to be considered to raise required funding. Based on our current estimates, funding does not 
pose a challenge, especially as debt rollovers/restructuring may be possible as will a slowdown across 
developments to keep capital commitment low.  
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I. MERGER IN FOCUS 

In Figure 1 below, we summarise the key take-aways from the merger which was announced on June 25. 

Figure 1: Summary of Merger 

New Entity Emaar to merge with three Dubai Holding (DH) property companies: Dubai Properties, Sama Dubai, 
Tatweer 

  
Financials Company disclosure provides a preliminary review that places the three DH companies’asset base to be 

collectively worth AED126 billion giving the new entity an asset base of AED194 billion. Combined debt of 
the new entity was also reported to be AED13.4 billion 

  
Timeline Preliminary valuation to be completed by August 
 Legal documentation to be completed by September 
 Approval from shareholders/regulators by October 
  
Positives   - Stronger operational/financial combined entity 
   - Better access to funding 
   - Larger UAE land bank 
   - Greater control over supply 
  
Negatives   - Underlying uncertainties about asset/liability quality of three DH companies 
   - Burdening Emaar with three distressed entities could derail stand-alone Emaar's fundamentally 

attractive investment case and saddle Emaar with unsettled debt and other obligations. 
   - Greater exposure to lacklustre Dubai real estate sector with large UAE land banks- may potentially prove 

to be economically unviable 
   - Asset-based swap ratios suggest likely dilution of minority shareholders 
   - Free float could decline from 68% to 11% 
   - Process of merger could create operational distress, mgmt departures  

Source: EFG-Hermes 

 
SPANNER IN THE WORKS 
In hindsight, we look at a few events that suggest work towards this potential consolidation between 
Emaar and the three DH companies may have been in the works, in some shape or form, since the 
beginning of 2009. In January, a news article suggested a merger had occurred between Sama Dubai and 
Dubai Properties (DP), although this was quickly denied by both firms. Then in February, DH announced 
that it has consolidated the back office operations of its subsidiaries namely DP, Sama Dubai, and Mizin 
(part of Tatweer). These moves are against the backdrop of job cuts at all three firms as well corruption 
cases for Sama Dubai and Tatweer that resulted in slimmer management and corporate teams emerging. 
Moreover, construction work on all their projects has been at a virtual standstill since the beginning of the 
year, although this is not necessarily dissimilar to other real estate entities in the emirate. As for Emaar’s 
role in the process, before this announcement in June, the company had been the subject of speculation 
regarding consolidation, according to a number of articles in the press. The only solid sign suggesting that 
talks may have been underway for a while can be equated to Emaar's reticence at sharing its strategy and 
post-crisis approach.  

OUR INITIAL THOUGHTS ON EMAAR AND THE MERGER 
We believe Emaar’s investment thesis is starting to take shape albeit in a very difficult market: its 
recurring income streams were gathering steam and laying the foundation for a stable funding source and 
possibly reducing the balance sheet risk while its international operations were in the process of 
diversifying the geographic mix of revenues such that 50% is estimated to come from its non-UAE 
operations by 2010e.  

Some of these targets and expectations may change once greater details on the proposed merger become 
available. There is no visibility at this stage regarding the strategy of the combined entity. There is a 
chance that post-merger, the new entity’s focus would be on reducing the entire risk profile of the 
consolidated entity through cash injections into uncompleted projects in the UAE which may not be in 
favour of regional diversification.  
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We also believe that the bigger new entity could be a drain on existing senior management resources 
within Emaar. We believe the best strategy for the combined entity would be to absorb the UAE land 
banks and resume development once the Dubai real estate market recovers, not before 2 years in our 
view. In this case, the merged entity would most likely create strong value in the longer term. Of course, 
this assumption is a function of Emaar’s management effectively running the combined entity, which 
seems probable to us. 

WHAT DO WE KNOW ABOUT THE COMPANIES? 
First, we outline the ownership structures of each of the three companies in Figure 2 below, followed by a 
breakdown of their projects in Figure 3. 

Figure 2: Ownership Structure of the Three Dubai Holding Property Entities 

Tecom
 Investments

0.33%

Dubai Holding
99.67%

Dubai Holding
Commercial
Op Group

Dubai Properties
100%

Tatweer
100%

Sama Dubai
100%

 

Source: Companies, EFG-Hermes 
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In Figure 3, we have compiled all publicly available information with regards to projects being undertaken 
by each of these three Dubai Holding entities so as to ascertain the size of their land banks. It is important 
to bear in mind that since these are not publicly listed entities, there is a high probability that they may 
have land holdings that are not listed in the public domain and hence be larger than our calculations.  

Figure 3: Project Portfolio of Dubai Holding Companies 
AED million, unless otherwise stated 

 Project Name Land Area (mn sq ft) Cost  Expected 
Completion 

Development (D)/ 
Rental ( R) 

Dubai Properties      
 Al Waha Villas N/A 0.7 2009e D 
 Mudon 73 55.0 2012e D 
 558 Community 2 N/A 2009e D 
 Al Khail Gate N/A N/A 2009e D 
 Business Bay 80 110.0 2015e (Phase I) D 
 Cordoba Villas 0.3 N/A 2007 R 
 Tijara Town 20 8.8 2010e (Phase I) D 
 The Villa 35 8.0 2009e D 
 Culture Village 40 50.0 2012e (Phase I) D 
 Business Park (TECOM) 0.3 N/A 2006 R 
 Staff Accomodation (Al Quoz) 2.3 N/A 2006 R 
Total  250 233   
Sama Dubai      
 Dubai Towers - Doha N/A 0.9 2010e D 
 Amwaj-Morocco 13 11.0 N/A D 
 Century City - Tunisia 89 18.0 N/A D 
 Dubai Towers - Dubai N/A 6.6 2010e D 
 Mediterranean Gate- Tunisia 94 91.8 N/A D 
 Salam - Yiti N/A 4.0 N/A D 
 Dubai Towers-Jeddah 5 N/A 2013e D 
 Salam Resort-Bahrain 5 3.7 2009e D 
 Smart City Kochi (JV) N/A 1.5 N/A D 
 Smart City Malta (JV) N/A 1.1 N/A D 
 The Creekfront Development N/A 1.8 2012e D 
 The Lagoons 70 65.0 2012e D 
Total  277 205   
Tatweer      
 The Tiger Woods Dubai (in Dubailand) 55 2.9 2010e D 
 Global Village 10 N/A N/A D 
 Universal Studios 7 N/A N/A D 
 Freej Theme Park N/A 0.7 2012e D 
 Six Flags 5 5.5 2012e D 
 DreamWorks 5 0.0 N/A D 
 Dubai Industrial City 560 1.7 2015e D 
 Eye Park [in Dubailand] (Mizin) 11 2.2 2012e D 
 Liwan (Mizin) 13 N/A N/A D 
 Majan (Mizin) 17 15.1 N/A D 
 Remraam (Mizin) 24 6.8 N/A D 
 Dubai Healthcare City (Phase I) N/A N/A 2008 R 
 Dubai Healthcare City (Phase II) 19 3.3 2011e R 
 Bawadi 139 199.9 2016e D 
Total  864 238    

Source: Companies, EFG-Hermes 
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KEY DRIVERS OF THE MERGER 
At this stage, it appears to us that the key driver of this merger is mostly for simple operational survival of 
the three Dubai Holding property companies, a view we may change as more information becomes 
available. The main reason behind our view is that the three mentioned Dubai Holding property related 
entities seem to have been having some operational/financial difficulties. A correcting real estate market, 
cases of corruption leading to a series of arrests, issues with execution and potentially financial distress 
plague all three companies. DP is the most established of the three, having completed Jumeirah Beach 
Residence and is also working towards completing Phase 1 of its Business Bay project to be ready for 
handover by the end of 2009e. On the other hand, Sama Dubai and Tatweer are less mature in terms of 
their development cycles, having sold off-plan during the boom phase but not been able to match these 
strong sales with similarly active construction progress. In fact, Sama Dubai’s Lagoons project has been 
the subject of investor lobbying recently, given very little construction work has been achieved. The 
original delivery deadline of 2009e for Phase 1 has been pushed forward to 2011e at the earliest for this 
project.  

WHAT DOES THE COMBINED LAND BANK DEPICT? 
As a result of the consolidation, the combined entity would have a larger UAE land bank. Taking into 
account Emaar's UAE (mostly Dubai) land bank of 227 million square feet and adding our estimate of the 
three DH entities land bank of 1,184 million square feet, the merger entity looks set to have land holdings 
of an estimated 1,411 million square feet. In Figure 4 below, we highlight some key characteristics of our 
estimated land banks for these three companies. 

Figure 4: Key Characteristics of Land Bank 
%, unless otherwise stated 

 Total Land Bank 
(mn sq ft) 

UAE Non UAE Central/Prime 
Dubai 

Non-Central 

Dubai Properties 250 100% 0.00% 48% 52% 
Sama Dubai 277 25% 75% 100% 0% 
Tatweer 864 100% 0.00% 2% 98% 
Emaar 5,552 4% 96% 52% 48%  

Source: Companie, EFG-Hermes 
 

As Figure 4 depicts, while DP and Tatweer have only UAE land banks, only a quarter of Sama Dubai's 
portfolio is concentrated in Dubai. Emaar’s land bank is also large and spread across more than 9 
countries. Bear in mind that our estimates of land bank for the three DH companies are based on publicly 
available data only and since all three DH companies are not publicly listed, there may be other/larger 
land holdings that we are not aware of. After isolating UAE land banks from non-UAE holdings, we split 
each company's UAE land bank into two classifications of location i.e. central/prime versus non-central 
areas. Based on this analysis, we highlight that a large portion of the combined entity’s land bank could be 
considered as being located in non-central areas of New Dubai, in particular Dubailand. This is an area 
that we are not particularly confident over its prospects in the short to medium term, given its size and 
the required investment in infrastructure to make it a liveable hub.  

POSSIBLE BENEFITS…MOSTLY DUBAI 
Bringing all three entities and having Emaar effectively running them may help to ensure execution, given 
Emaar’s track record of deliverability. The combined land banks of the three entities amounts to an 
estimated 1,184 million square feet, which represents a substantial portion of the available land area 
(onshore) within Dubai. This could be even higher if our estimates of their land banks, based on publicly 
available information turns out to be too low. This suggests strong control over supply that comes on 
stream to the market, thereby giving the government a control mechanism to shape the direction of the 
real estate sector. The creation of a stronger operational/financial combined entity could also have better 
access to funding, given its size and portfolio. Finally, if this merger were to result in the creation of one 
solvent entity versus the cash-strapped three Dubai Holding property companies, it would help to save 
face and longer-term credibility of Dubai as a whole.  

 

Merged entity would have 
greater UAE exposure… 

…but large volume of this land 
bank is in non-central Dubai 
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ZONING IN ON THE BALANCE SHEET 
While it can always be argued that the merger will create operational and economic synergies and 
enhance longer-term profitability, we believe that the focus should be on the combined entity’s balance 
sheet rather than income statement. As a starter, we do not believe achieving cost synergies are a key 
driver in this case since the three DH companies have already implemented cost-saving strategies by 
consolidating their back office operations, cutting sizeable portions of their staff and other aspects of their 
cost bases.  

Moving to the balance sheet side instead, according to a preliminary review provided by Emaar, the 
combined total debt of the three DH companies amounts to AED3.4 billion. We think the quoted debt 
refers to outstanding bank debt only and does not take into account outstanding payments to contractors, 
advances received from customers as well as other outstanding obligations, suggesting that the level of 
overall indebtedness could be much higher. Also, the cash holdings of the three companies are unknown. 
With respect to the liabilities, we believe they need to be adjusted upwards but without detailed financials 
or other pertinent available information, we cannot quantify the additional indebtedness.  

In terms of the asset side of the balance sheet, the preliminary review also indicates that the book value of 
the three combined entities totals AED126 billion versus Emaar’s assets at book value of AED68 billion 
(end of 1Q2009). Since there are no accompanying financials for these quoted numbers and the 
statement released by Emaar suggests a large portion of this asset base relates to land, we believe these 
undeveloped land banks have perhaps been marked up through valuation gains versus being recorded at 
cost, implying some downside risk in keeping with the market’s correction. Another unanswered question 
is how much work has been completed to date i.e. how much of the asset base relates to development 
properties/work-in-progress and hence is tied up in working capital requirements. Also, while Sama Dubai 
and Tatweer are at an earlier stage of development, DP has a small portion of completed investment 
properties which contribute recurring cash flows. Given the limited construction progress made to date 
with respect to Sama Dubai and Tatweer, we believe a relatively small portion of the assets relates to 
work in progress- whether on units being developed for sale or for infrastructure work on land. 

KEY ASSUMPTIONS MADE  
With regards to the nature of the transaction, there are three potential options comprising: i) Emaar pays 
cash to acquire the land banks of the three DH entities, ii) the three DH entities buy out Emaar and iii) 
Emaar merges with the 3 DH companies and issues new shares against the bigger combined entity. The 
first option seems unlikely in this tight liquidity environment, while the second option would suggest the 
de-listing of Emaar, which would have substantially negative broader market implications for Dubai and 
hence seems unviable. Therefore, we believe the most likely option is the third. In order to develop 
potential swap ratios for this transaction and ascertain the potential dilutive impact, we outline some key 
assumptions which are required to determine this ratio. These variables include: i) the land bank valuation 
methodology, ii) the breakdown of total assets between development and financial assets, iii) the 
breakdown of liabilities between outright debt obligations and other outstanding commitments and iv) 
the financing structure in place. All of the ratios we develop are asset-based swap since we currently have 
no indication of past or potential earnings generation capacity of the three DH entities. It may be fair to 
suggest that on a like-for-like basis Emaar's earning profile is richer than that of the three entities put 
together, given its relative maturity and recurring rental income.  

i) Land Bank Valuation Methodology: It is not clear whether the quoted asset value accounts for each of 
the 3 companies’ land banks at cost or at market value. We make the assumption that the land banks are 
at book value.  

ii) Breakdown of Assets: We make assumptions regarding the asset breakdown, given the relative project 
maturity for each player. We have assumed that Dubai Properties is relatively similar to Emaar and hence, 
development and investment properties make up 60% of total assets with financial and other assets 
comprising the remainder. Meanwhile, for Sama Dubai and Tatweer, which are less mature in terms of 
their development pipelines, we assume the bulk of their assumed asset value relates to their respective 
land banks. 

iii) Breakdown of Liabilities: We believe that the quoted liabilities of AED3.4 billion refers to outstanding 
bank debt only and does not take into account outstanding payments to contractors, advances received 

Liabilities look understated 

Asset quality needs further 
clarity 
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from customers as well as other outstanding obligations, suggesting that the level of overall indebtedness 
could be much higher. Given no further details at this stage, we point this out as an inherent risk and will 
look to quantify such indebtedness as greater information becomes available. 

iv) Capital Structure: A key element of any swap ratio is the capital structure, given the impact of 
leverage. For lack of any details at this stage, we assume that the combined entities have a similar 
financing structure as Emaar. As at the end of 2008, Emaar’s debt to equity ratio was 0.3x.  

POTENTIAL SCENARIOS 
Based on the above mentioned assumptions, we have developed some scenarios and therefore potential 
swap ratios for the transactions. One aspect seems relatively clear from the onset. Our analysis of the 
range of possible asset-based swap ratios will help to indicate the size of any possible dilution. We outline 
our scenarios and implied swap ratios in the table below: 

Figure 5: Scenario Analysis 
AED billion, unless otherwise stated 
 
 Approach Assumptions Emaar 

(AED bn) 
3 DH 

Companies 
(AED bn) 

Implied 
Swap 
Ratio* 

Majority 
(Government) 
Ownership (%) 

Free  
Float (%) 

Scenario 1 Book Value Total assets of combined entity = book value 68 126 1.9 76.2% 23.8% 
        
Scenario 2 Adjusted Book Value Assume quoted book value is overstated- reduce 

by half 
68 63 0.9 64.7% 35.3% 

        
Scenario 3 Market Value of Land Bank Assume land bank valuations are similar. Emaar 

(AED31.2 bn, 227 mn sq ft = AED138 per sq ft). 
Applying this rate per square foot to the combined 
land bank (estimated at 1,184 mn sq ft). 

31.2 163 5.2 89.1% 10.9% 

        
Scenario 4 NAV Assets of AED126 bn, liabilities of AED3.4 bn,  

NAV = 122.6 bn (3 DH Companies) 
84.4 122.6 1.5 72.3% 27.7% 

        
Scenario 5 Adjusted NAV Adjust scenario 4, by applying 50% discount to 

three DH companies NAV, given uncertainties 
84.4 61.3 0.7 60.6% 39.4% 

        
Scenario 6 Adjusted NAV Adjust scenario 5, using EFG restated NAV 

estimate for Emaar and adjusted NAV for three DH 
companies 

61.0 61.3 1.0 66.1% 33.9% 

 

*Represents ratio of Emaar shares to be issued per share of the three Dubai Holding Companies  
Source: EFG-Hermes 
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Our analysis of potential swap ratios is quite wide and ranges from 0.7x to 5.2x. This would imply that at 
a minimum Emaar shareholders stand being diluted between 1 to 5 times their shareholdings in the new 
combined entity. As Figure 5 indicates, if post-merger, Emaar remains a listed entity and as a result of the 
consolidation, the stake of the government's ownership were to increase (this seems likely), its free float 
would also be adjusted downwards from the current 68% to a low of 11% in the most dilutive scenario.  

Our range may sound extreme but helps to underline the massive uncertainties surrounding the deal. 
Moreover, these ratios are highly subjective to our assumptions and will change as we get greater clarity 
on the deal. With respect to dilution, if it is a case of the DH companies’ land banks being overvalued 
relative to those of Emaar it could be tantamount to equity leveraging, hence severely penalising existing 
Emaar shareholders. Also, while there is a possibility that the three DH companies could be recapitalised 
prior to the merger being completed, but we do not believe a cash injection is likely given the underlying 
indebtedness of the parent, Dubai Holding.  

MERGER LIKELY TO HAPPEN, NOT NECESSARILY POSITIVE TO EMAAR 
At this stage, we refrain from including any potential impact from this transaction on our forecasts and 
valuation, given there are many unanswered questions. In the short-term, we expect the overhang on the 
stock to remain, reflecting the limited available information, anticipated impact of dilution for minority 
shareholders and other potential negative surprises that may arise. While the anticipated deadlines 
suggest a resolution on the deal will be finalised by October, there is also risk regarding timely adherence 
of the set timeline and a possibility of the deal falling through, similar to the March 2007 land-for-equity 
swap deal with Dubai Holding. However, this time round we believe there is a greater incentive to follow 
through on the consolidation and assign a high probability (higher than 70%) of the deal going ahead. 
Based on what we know, the merger looks to not be value-accretive for Emaar shareholders and we 
cannot adopt a positive stance.  
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II. COMPANY DESCRIPTION  

In this and all the following sections we limit our analysis to Emaar as a stand-alone entity, not 
accounting for any impact of any potential changes post-consolidation.  

FROM DUBAI: FAR AND BEYOND 
Emaar Properties, now 12 years old, has established itself as a prominent real estate player in the MENA 
region. It has worked towards building a well entrenched presence and track record of quality and 
deliverability in the UAE and is well along its path towards becoming a full-scale international property 
company, with deliveries of units in neighbouring regional markets such as Morocco, Turkey and India 
expected to commence in 2009. The company has expanded its footprint into the neighbouring MENASA 
region i.e. countries including Saudi Arabia, Egypt, Morocco, Jordan, Syria India, Pakistan, as well as even 
further west into North America (the US and Canada).  

Its strategy in Dubai has been to create self-contained lifestyle communities that comprise high quality 
residential units that are integrated with all required infrastructure (retail, education, healthcare etc). Its 
developments also tend to be thematic such as 'marina-living', 'golf-living' or 'downtown-living' such that 
all design features correspond to the chosen theme and thus help towards creating a lifestyle-oriented 
product. Emaar’s success in the Dubai market has been a function of creating, selling and building such 
developments, with occupancy rates on completed communities of close to 100% standing as testament.  

ORGANISATIONAL STRUCTURE HAS EVOLVED WITH STRATEGY 
Having attained considerable success in its home market, around 2005/06, the company elected to 
leverage off this success in Dubai and chose to transplant it’s tried and tested UAE model to other regional 
and international real estate markets. In order to co-ordinate its strategy of becoming one of the most 
valuable global property companies, Emaar developed its Vision 2010 plan. The organisational structure 
allows the company to concentrate on developing core competencies by business line, while the 
establishment of standalone entities in each of its chosen international markets allows for geographic 
diversification. We depict this structure in Figure 6 below: 

Figure 6: Diversified Operationally and Geographically 
Emaar Properties
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It will be interesting to see what sort of organisational structure the post-merger entity employs. These 
layers of vertical and horizontal integration seem to work well for Emaar and could act as a suitable 
framework for the consolidated entity too perhaps. We believe Emaar should continue to allow areas such 
as healthcare, education, etc. to remain as support-services for their ‘community’ developments and not 
roll out these ventures on a larger scale.  

IN A LEAGUE OF ITS OWN 
Within the spectrum of local and regional developers, Emaar is in a class of its own. Within the UAE, its 
listed peers include Aldar Properties, Sorouh Real Estate, Union Properties, RAK Properties and Deyaar Real 
Estate. There are also a range of unlisted developers including Dubai Properties, Nakheel, Damac 
Properties, ETA Star, Tameer Holding, Al Qudra and other smaller/mid-tier players. Most of these are 
exposed to the UAE, some with a Dubai focus and others with one on Abu Dhabi. While most of these 
players have expressed an interest to become more diversified internationally, few have had success or are 
at a much earlier stage of their international development plans, relative to Emaar. Zoning in on the UAE, 
versus other listed players in our coverage universe, we compare these entities on a land bank and 
development area basis: 

Figure 7: Comparing Emaar to our UAE Coverage Universe 

 UAE Land Bank 
(mn sq ft)* 

Concentration % Prop. Development 
& Land Sales** 

% Rental  
(All Types)** 

%  
Hospitality** 

%  
Other** 

Emaar  227.0 Dubai 34% 36% 7% 23% 
Aldar 246.5 Abu Dhabi 75% 18% 5% 2% 
Sorouh 706.5 Abu Dhabi 53% 7% 10% 30% 

Union Properties 2.0 Dubai 33% 62% 4% 0%  

*Total land bank (current and future) 
**BUA based on current projects only 
Source: EFG-Hermes 

 
As Figure 7 depicts, Emaar has a sizeable land bank remaining in UAE, concentrated within Dubai and also 
has a sizeable investment/hospitality portfolio (totalling 43% of area expected to be built in the UAE, 
based on current plans) that will go towards generating recurring income. Bear in mind that Aldar and 
Sorouh’s land banks include large-scale and early-stage projects which may undergo design changes based 
on changing market needs. Moreover, while UP has one of the largest investment property portfolios, the 
company is embroiled in a string of operational and financial issues that may hinder complete 
monetisation of the value associated with this pipeline. Also, Emaar's UAE associated land bank comprises 
a mere 4% of its total land reserves, with its international land bank making up the remainder (Saudi 
Arabia, India and Libya comprising major slices). Taking these features into account, we believe there is no 
real comparable for Emaar, either within the UAE or the region. This is because no other players has such a 
diversified strategy, nor do they offer the same depth of geographic exposure or have an established track 
record of successful execution.  
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III. WHERE DOES THE VALUE LIE? 

In this section we outline our valuation for Emaar in its current form i.e. pre-consolidation. Given there is 
very limited visibility on the merger at this stage, especially in terms of strategy, potential earnings 
generation or other synergies, we have refrained from incorporating the impact of the potential 
consolidation. Our valuation of Emaar is based on two methodologies: i) a sum of the parts (SOTP) 
valuation, and ii) a net asset value (NAV) methodology. If we were to approach the valuation from a post-
merger angle we would most likely incorporate one of our asset-based swap ratios to determine the 
extent of dilution or develop a more accurate swap ratio based on greater detailed information.  

A. SOTP METHODOLOGY 
Our SOTP approach is based on a country by country or, if possible, a project by project DCF valuation. 
Our approach is to estimate i) the area to be built (BUA), helped by indications from Emaar where 
available, ii) property selling prices, iii) construction costs, iv) payment plans, and v) the timeframe for 
developing each project, up to 2016e. This allows us to estimate revenues, costs and cash flows for all 
projects/countries. We also estimate the value generated by its retail, leisure and all other recurring 
income segments, based on a DCF approach. For its major property development associates comprising 
King Abdullah Economic City and Emaar MGF, we use a market value and DCF/NAV approach 
respectively. Meanwhile, for its other operating segments, we adopt book or market value. With respect to 
Amlak, which is currently in the midst of a potential merger with Tamweel and where the market believes 
a sizeable funding gap needs to be met, we ascribe a value equal to half of book value. We have also 
added the adjusted market value of its remaining/ undeveloped land bank by country. This is based on the 
independent land bank appraisal provided by the company and we have adjusted the provided fair value 
to adjust for Emaar’s ownership share, anticipated price declines since this appraisal was undertaken at the 
end of 2008 and to concentrate only on that portion of the land bank which can be considered 
undeveloped. We allocate the value of land to its country of origin.  

In our valuation, we apply WACCs ranging from 12% to 20%, depending on the country and the year to 
which the cash flows apply. For the UAE, we apply an average cost of equity of 16.9% and cost of debt of 
8% which leads to an average WACC of 13.2%. For its international markets, we use higher costs of 
equity (ranging from 15% to 24%) and an average cost of debt of 9.5% which results in average WACC 
for its international operations of 15.3%. The results of our valuation exercise are illustrated in Figure 8:  
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Figure 8: SOTP Valuation Summary 
AED million, unless otherwise stated 

 Methodology Discount/ 
Cap Rate

Ownership 
(%) 

Total Value  Ownership Adj.  % of Total 
EV 

Value/ Share 
(AED) 

UAE        

Property Development DCF 13.2% 100% 6,448  6,448  16%  
Rental  DCF 13.2% 100% 5,758  5,758  14%  
Hospitality DCF 13.2% 100% 3,250  3,250  8%  
Land Adj Fair Value 13.2% 100% 7,254  7,254  18%  
Total    22,709  22,709  56%  3.73  
Egypt        
Property Development DCF 18.9% 100% 2,035  2,035  5%  
Rental  DCF 18.9% 100% 59  59  0%  
Hospitality DCF 18.9% 100% 57  57  0%  
Land Adj Fair Value 18.9% 100% 1,459  1,459  4%  
Total     3,610  3,610  9%  0.59  
Morocco        

Property Development DCF 13.9% 50-100% 3,129  1,829  5%  
Rental  DCF 13.9% 50-100% 1,960  830  2%  
Hospitality DCF 13.9% 50-100% 365  237  1%  
Land Adj Fair Value 13.9% 100% 428  428  1%  
Total    5,883  3,325  8%  0.55  
Emaar Middle East        
Property Development DCF 12.8% 61% 4,400  2,684  7%  
Rental  DCF 12.8% 61% 33  20  0%  
Hospitality DCF 12.8% 61% 33  20  0%  
Land Adj Fair Value 12.8% 61% 0  0  0%  
Total    4,465  2,724  7%  0.45  
Emaar MGF        
Property Development DCF 12.9% 43% 826  358  1%  
Rental  DCF 12.9% 43% 27  12  0%  
Hospitality DCF 12.9% 43% 67  29  0%  
Land Adj Fair Value 12.9% 43% 13,679  5,882  15%  
Total    14,599  6,280  16%  1.03  
MENA (Jordan, Turkey, Syria, Pak)       

Property Development DCF 16.5% 60%-100% 2,747  1,623  4%  
Rental  DCF 16.5% 60%-100% 61  24  0%  
Hospitality DCF 16.5% 60%-100% 291  199  0%  
Land Adj Fair Value 16.5% 60%-100% 326  326  1%  
Total    3,425  2,172  5%  0.36  
Amlak Book Value  48% 557  557  1%  
Dubai Bank Book Value  30% 762  762  2%  
Turner International Book Value  50% 226  226  1%  
Al Shamiyah Al 
Lettatweer 

Book Value  70% 97  97  0%  

Bawadi Book Value  50% 254  254  1%  
Emrill Book Value  33% 11  11  0%  
Emaar Industries Book Value  40% 179  179  0%  
Emaar Financial 
Services 

Book Value  38% 6  6  0%  

Emaar Economic City Market Value  31% 8,925  2,730  7%  
Other Book Value  Various 484  484  1%  
Total Associates     5,306  13%  0.87  
    EV 46,125  115%  
    Corporate 

Costs 
(2,169) -5%  (0.36) 

    Net Debt (3,735) -9%  (0.61) 
    Firm Value 40,221  100%  
    No.Shares 6,096    
    LTFV 6.60    6.60   

Source: EFG-Hermes estimates 
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Our estimated LTFV of AED6.60 per share implies strong upside over the current share price of AED2.60 
per share. Close to 60% of our estimated LTFV comes from Emaar's UAE operations contributing AED3.73 
per share. This is broken down as follows: i) 16% of the total from property development at AED1.06 per 
share, ii) rental/hospitality portfolio i.e. recurring cash flows i.e. c25% or AED1.48 per share and iii) its 
remaining land bank valued at AED1.19 per share. Its international operations (only incorporating current 
developments and land) make up a combined AED2.97 per share, while its associates make up the 
remainder. 

Figure 9: Diversified Value Creation 
AED per share, unless otherwise stated 
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A floor to the valuation of Emaar at this stage in its lifecycle can be to look at the worth of its investment 
and hospitality portfolio. Based on book value, this totals AED15,181 million (rental portfolio of 
AED13,248 million and hotels/serviced apartments etc at AED1,933 million). This suggests a value per 
share of AED2.50 per share. If we were to value these assets at their combined fair value of AED28,280 
million (AED24,701 million for rental and AED3,578 for hospitality), the implied fair value per share would 
be 4.63. Of course, these are simplistic calculations, but help stress Emaar’s fundamental attractiveness.  

B. NAV METHODOLOGY 
Given its relative maturity and hence history, Emaar is one of few regional developers that provides an 
estimated Net Asset Value (NAV). The company’s methodology of arriving at a NAV is based on 
calculating the fair value of its land bank (this appraisal is undertaken by a third-party provider) while 
adding on the fair value of its other assets and deducting liabilities. We restate the company's provided 
NAV by adjusting: i) reflected estimated price corrections since year end 2008 when the appraisal was 
undertaken, ii) exclude the land bank associated with its US exposure, since the company's investment in 
its US subsidiary has now been written off and iii) assess the market value of its future rental portfolio. We 
arrive at a restated NAV of AED10.0 per share, which is 28% lower than the company's recently provided 
NAV of AED13.8 per share. As Figure 9 depicts, there variance between the company's suggested NAV 
and our restated NAV estimate is mostly a result of the lower value we assign to its land bank (after 
incorporating the aforementioned adjustments).   

Fundamentally attractive 
based on UAE investment 

portfolio alone 
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Figure 10: Comparison of Net Asset Value 
AED per share, unless otherwise stated 

 Figure 11: Shareholder Value Creation 
AED billion, unless otherwise stated 
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 *2008 shareholder’s equity is restated 
Source: Emaar, EFG-Hermes 

 
Meanwhile, Figure 11 compares the progression of the company's computed net asset value to 
shareholder's equity (depicting 2008 shareholder's equity on a restated basis that incorporates the change 
in accounting policy). On this basis, while we are suggesting that there has been a sharp contraction in its 
NAV between 2008 and 2009e, we are forecasting a rise in shareholder value which is expected to be 
enhanced strongly over our forecast horizon, especially as property deliveries within its international 
markets gather momentum from 2010e onwards. 

C. COMPARABLE VALUATION 
We also undertake a comparable valuation to assess how Emaar is valued relative to peers within its 
sector. We choose comparable real estate developers within our coverage universe, mainly in Egypt and 
the UAE, while also putting together a global peer group. We highlight the impact of different accounting 
policies which needs to be kept in mind while comparing these ratios. 
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Figure 12: Comparable Valuation Summary 
Multiples (x), unless otherwise stated 

 Country Price * Curr. M Cap 
(USD mn)

 P/E   P/B  Div. Yield Price/ 
NAV 

Debt/ 
Equity 

     08a 09e 10e 08a 09e 10e 2009e  2008a 
UAE              
Emaar Properties (Red/Neu LTFV6.6) UAE 2.6 AED 4,316 5.2 6.6 5.0 0.6 0.5 0.5 0.0% 0.3 0.3 
Aldar Properties (Neu//Buy LTFV 9.1) UAE 3.6 AED 2,534 3.9 5.3 3.2 0.6 0.5 0.4 0.8% 0.6 1.1 
Sorouh (Acc./Buy LTFV 8.7) UAE 2.7 AED 1,961 3.6 4.2 2.4 1.1 0.9 0.7 3.4% 0.4 0.4 
Union Properties (Red./Neut LTFV 1 .3) UAE 0.9 AED 500 3.9 1.7 3.1 0.5 0.4 0.3 0.0% 0.7 1.1 
Deyaar Development PJSC UAE 0.7 AED 1,165 3.9 7.4 6.7 0.6 0.5 0.5 9.5% 0.7 0.1 
              
MENA              
TMG (Neutral/Buy FV 8.7) Egypt 5.5 EGP 1,996 7.7 8.9 3.9 0.5 0.5 0.4 0.0% 1.0 0.1 
SODIC (N/R) Egypt 65.1 EGP 325 1.0 1.1 1.1 1.0 1.1 1.1 0.0% N/A 0.0 
PHD (Neutral/Buy FV 18.1) Egypt 7.5 EGP 621 1.2 1.0 0.8 1.2 1.0 0.8 0.0% 0.4 1.2 
Heliopolis Housing (Neutral/ Buy FV 57) Egypt 36.3 EGP 482 22.1 29.1 34.9 11.5 8.1 8.5 3.4% 0.2 0.0 
Nasr City (Red/Red FV 31) Egypt 32.5 EGP 581 33.7 35.6 36.3 11.8 13.4 13.1 2.5% 0.4 0.1 
Orascom Development Holding  
(Neutral/Accumulate FV56.3) 

Egypt  50.4 CHF 407 11.6 10.3 9.8 1.5 1.3 1.2 0.0% 0.9 0.4 

Egyptian Resorts Company  (Red/Buy FV3.6) Egypt  2.5 EGP 462 8.7 159.1 32.8 2.5 2.3 2.2 0.0% 0.7 0.2 
Barwa Real Estate Company QSC Qatar 34.1 QAR 2,459 23.4 7.4 4.5 2.0 1.5 1.3 4.8% N/A 2.8 
Dar Al Arkan Real Estate Development Co. Saudi 

Arabia 
26.7 SAR 5,126 8.2 7.8 7.1 1.6 1.5 1.4 6.6% N/A 0.7 

              
Emerging Markets - Global              
DLF Limited India 337.1 INR 14,525 7.1 11.8 33.0 2.9 2.4 2.2 0.7% 3.2 0.6 
Mahindra Lifespace Developers Ltd. India 272.2 INR 262 16.7 18.8 10.2 1.3 1.3 1.1 1.5% N/A 0.3 
Westfield Group Australia 11.1 AUD 22,104 N/A 19.5 12.5 0.9 0.9 0.9 8.4% 0.8 1.0 
China Overseas Land & Investment Ltd. Hong 

Kong 
17.9 HKD 16,884 27.5 24.5 19.9 0.6 0.5 0.5 0.9% 2.9 0.7 

Beijing Capital Land China 3.9 HKD 843 20.5 20.5 14.4 1.2 1.1 1.0 1.8% 1.8 1.6 
Median- UAE     3.9 5.3 3.2 0.6 0.5 0.5    
Median- Egypt     8.7 10.3 9.8 1.5 1.3 1.2    
Median- All     8.0 8.9 7.1 1.2 1.1 1.0     

Source: Reuters, Bloomberg, and EFG-Hermes estimates; * as of July 5 

Within our UAE real estate coverage universe Emaar is currently the most expensive, on a P/E basis, 
trading at 2009e and 2010e P/Es of 6.6x and 5.0x, but justifiably so, both given the company’s relative 
maturity versus its peer group in the UAE and also its pattern of diversified earnings, both geographically 
and operationally. Within our UAE coverage universe, Emaar is the most established and diversified player, 
with its large and diversified backlog providing access to property development in a number emerging 
markets that are at varied stages in the cycle. While Union Properties (UP) is its only peer with a longer 
history, UP's growth profile once its current development pipeline ends in 2010e, is stable rather than 
stellar. Moreover, not only is UP solely a Dubai play, but has recently lost its CEO and is in the midst of 
handling a period of strained operational and financial conditions. Meanwhile, Aldar and Sorouh are Abu 
Dhabi stories and hence at a much earlier stage of their development, since the real estate cycle there is a 
more nascent one. Both companies are currently in the capital intensive phase of their building cycle and 
while additions to rental/hospitality portfolios are expected to enhance value creation in the medium to 
longer term, both companies are up against a harder sales and tighter liquidity environment, with earnings 
lumpiness expected since unit deliveries only kick in from 2010e onwards. In this way, greater earnings 
visibility in the case of Emaar could also justify the higher P/E ratio. Furthermore, these earnings are more 
diversified in keeping with the delivery of the company's internationally diverse backlog, while also 
reflecting the  fact that recurring revenues start to make up c20% of revenues by 2010e.  

On a price to book basis, all our comparables seem to be trading within a tight range with only a handful 
trading above book value. Emaar trades at a P/B of 0.5x for 2009e and 0.5x for 2010e which compares 
with 2009e and 2010e median of 1.1x and 1.0x.  
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When we compare Emaar with more mature developers globally with similarly diverse operations, the 
company trades at more reasonable levels, both in terms of P/E and P/B. For instance, China Overseas 
Land & Development, a large-scale integrated developer with exposure to China and Hong Kong, currently 
trades at 2009e and 2010 P/Es of 24.5x and 19.9x, significantly more expensive than Emaar. Similarly, in 
markets in which Emaar operates in such as Egypt and India, Emaar trades cheaper than most of its peers 
such as DLF Limited and Mahindra Lifespace Developers in India and Nasr City and Heliopolis (both land 
bank companies) in Egypt, but slightly more expensive compared to TMG, which like Emaar has exposure 
to both Egypt and Saudi Arabia.  

On a price to NAV basis, both trading and implied, Emaar trades at a significant discount to its global 
peers, especially if we take into consideration Emaar's growth prospects versus its peers. (Refer to Figure 
13).  

Figure 13: Reasonable on a P/NAV on Both a Trading and Implied Basis 
Multiples (x), unless otherwise stated 
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In terms of implied P/E and P/B multiples, Emaar would trade at more of a premium to its UAE peers and 
more in line with its global peer group. This could be justified by the fact that its earnings reflect recurring 
income gathering momentum, along with geographic diversification taking shape. Its growth prospects 
may also be argued as looking brighter as new projects take shape and as real estate markets recover. This 
would prove particularly promising for its markets such as Saudi Arabia and India that are underpinned by 
strong demand fundamentals and relatively solid economic fundamentals.  

RECOMMENDATION 
We re-initiate coverage with a ST Reduce rating. We believe that now is not the time for Emaar. 
Significant uncertainty surrounding the potential merger, especially the risk of dilution for current 
shareholders, leads us to a conservative short-term rating. Unfortunately, the impending October date 
where Emaar has indicated it will seek approval from the regulators and shareholders may even 
overshadow potential buzz that may be created around the 'soft' opening of the Burj Dubai in September 
2009 or by better than anticipated quarterly results.  

We have a LT Neutral recommendation on the stock. This is mostly a reflection of the uncertainties 
relating to the merger and our view that the deal may end up not being value accretive for Emaar 
shareholders. From a fundamental perspective, we are positive on stand-alone and pre-merger Emaar with 
our DCF/NAV based approach valuing Emaar at AED6.60 per share, which offers strong upside over the 
current share price of AED2.60 per share. Such upside would normally compel us to issue a LT Buy rating 
on the stock, however as the long-term fundamentals and shareholding structure could change materially 
with the merger, we will remain Neutral on a LT basis until further information is available. Close to 60% 
or AED3.73 of the valuation relates to its UAE operations, while development of current projects along 
with land within its foreign real estate subsidiaries constitutes 45% of the valuation. Also, bear in mind 
that our estimated LTFV only takes into account development of projects that are currently underway, 
while also accounting for its land bank only for undeveloped portions, with greater visibility and an 
improvement in real estate/economic fundamentals proving positive for our forecasts and valuation.  
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KEY RISKS 
i) Funding Constraints: Our current conservative assumptions that are based on i) slower sales, ii) 
stretched payment plans, iii) longer construction schedules and iv) mutedly rising prices assumes that 
sales successfully occur and that all ongoing projects get completed. If the real estate sectors in each of 
the markets that Emaar operates in remain depressed or prove challenging for longer than expected or if 
project-financing completely dries up, we would need to re-address our assumptions on funding. We 
expect further parent-level debt may need to be raised or other measures to raise liquidity would have to 
be considered. 

ii) Market-Specific Risks: While being exposed to an array of international markets and to different 
market segments within that spectrum brings with it diverse rewards, some risks remain. These include: i) 
the large and ambitious scope of some developments such as KAEC which may takes many years to fully 
materialise, ii) inability/ slow response to change offering in line with market needs, iii) travel-related risk 
as well as dependency on foreigners' and non-resident natives demand for homes in some markets 
(Morocco, Jordan for instance).  

iii) Execution Risk: Execution is a key risk and only extensive control over the construction process can 
guarantee a quality product within cost limitations. Emaar has proven to be a good quality real estate 
developer in Dubai, and while strong demand for its product that goes on sale in international markets 
depicts similar brand recognition and association with quality, the real test will only be noted once the 
company delivers product in its international markets. The first of such deliveries is expected in 2009e and 
successful execution of these shall help towards building a track record outside of the UAE.  

iv) Transparency and Corporate Governance: This is an overall area of concern within the UAE, whereby 
most listed companies have not taken a proactive role in addressing investor concerns or discussing plans 
of actions. During 2008 Emaar made noteworthy efforts to be more transparent and to better guide the 
market. However, there has been a turnaround in this course of action since the end of last year. A more 
proactive and involved approach is needed to dispel market myths and thus helps all stakeholders derive a 
more complete picture. Until then, an ambiguous overhang will remain. Especially now with the ongoing 
merger talks, it would serve Emaar well to adopt a transparent communication policy, sharing all available 
information so that the market can make more informed decisions.  

v) Minority Shareholder Protection: This issue first arose in March 2007 on the back of the Emaar-
Bawadi (land-for-equity swap) deal with Dubai Holding. While the deal was replaced with a JV, it brought 
to light the risk of investing in a quasi-government owned entity, wherein potential dilution of minority 
shareholders could occur, without much room for protest. Again, the merger looks to be dilutive for 
minority shareholders.  

vi) Project Cancellations: Emaar recently closed down its office in Algeria, citing a slowdown in the real 
estate climate as well as delays in receiving necessary approvals as key reasons. This may be an isolated 
event and the company’s investment may take shape over the longer-term. However, we believe it raises 
the risk of other projects being cancelled and reflects an underlying concern regarding the problems with 
geographic diversification which could spread to other markets.  
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IV. RECENT DEVELOPMENTS 

In this section, we discuss recent noteworthy operational developments as well as the 1Q2009 financial 
results. Again, we note that these are relevant only for Emaar as a stand alone entity.  

FINANCIAL UPDATE 
It is important to point out that starting January 2009 Emaar has begun to comply with IFRIC15 which 
compels property companies to recognise revenue from the sale of units upon delivery. This is a shift from 
its prior usage of the percentage-of-completion method, which allowed for a gradual recognition of 
property sales throughout the development cycle which helped to smooth out the income statement. 
Thus, in its 1Q2009 results, the company restated its 1Q2008 results so as to provide a Y-o-Y comparison, 
while also restating certain FY2008 entries that were directly affected by this change in its accounting 
policy, namely: 

• Development Properties:  Increased to AED27,799 million from AED19,177 million, with the increase 
representing future costs of development which will be capitalised on the balance sheet during the 
construction process and then will pass through the income statement once delivery is recognised. 

• Advances from Customers: Rose to AED14,036 million from AED4,072 million. This represents 
advances/deposits received from customers i.e. unearned revenue which will be recorded as and when  
deliveries occur.  

• Retained Earnings: A charge of AED7,894 million reduced retained earnings to AED7,586 million from 
AED15,480 million. This represents future earnings to be recognised. We believe that the bulk of this 
relates to historic sales Burj Dubai (achieved at supernormal pricing and margin levels) and could prove to 
be a substantial positive surprise for our FY2009 forecasts that are based on much more conservative 
pricing assumptions.  

In Figure 14 below, we outline Emaar's recent quarterly results. Note that 1Q2008 numbers have been 
restated to allow for comparability, while 4Q2008 results are based on the old accounting policy and 
hence revenue numbers are overstated. Nonetheless, we will use some of the information to depict noted 
and anticipated trends.  

Figure 14: Summary of 1Q2009 
AED million, unless otherwise stated 

 1Q2008 1Q2009 4Q2008 Y-o-Y Q-o-Q
Revenues 2,522 1,546  3,495 -39% -56%
COGS  (1,339)  (845)  (3,139) -37% -73%
Gross Profit 1,184 701  356 -41% 97%
Gross Profit Margin 47% 45% 10% 
Other Operating Income 146 86  82 -41% 4%
SG&A  (607)  (506)  (400) -17% 27%
Other Operating Expenses  (94)  (45)  (78) -52% -42%
Impairment of Goodwill / Other W/down - -  (1,773) - -
Net Finance Costs 92 64  83 -30% -23%
Other Income 62 22  51 -65% -57%
Associate Income 95  (89)  (83) -193% 7%
Profit before Taxes & Minorities 877 233  (1,761) -73% -113%
Taxes  (1) 3  (0) -356% -3214%
Minorities 10  (9)  (12) -183% -26%
Net Income 886 228  (1,773) -74% -113% 

Source: EFG-Hermes 

 

Accounting policy changes 
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The breakdown of revenues observed in the final quarter of 2008 points to a steady and healthy 
contribution from unit sales, with a much slower proportion of land sales, which is in keeping with 
management's strategy.  Recurring income (from the retail/hospitality segment) grew throughout 2008, 
as the portfolio grew. The operating loss noted in the final quarter is due to the goodwill and inventory 
write-down associated with the company's US subsidiary. Going forward, we expect unit sales to comprise 
the bulk of revenues generated, although these will now be tied to delivery dates rather than % of 
completion as was the case previously. Also, recurring income is expected to grow as Emaar expands its 
rental and lodging portfolio, both in the UAE and internationally.  

We stress that there remains a problem with comparability within its financial results, since consolidated 
FY2008 numbers and previous years are based on its old accounting policy and only 1Q2009 and 1Q2008 
results are in line with the new policy. Through the remainder of this year, we expect further restatements 
of historic revenues, earnings and property development related balance sheet items as past transactions 
move from the income statement to the balance sheet.  

STRATEGY UPDATE 
 
OPERATIONAL PROGRESS, WITH SOME HICCUPS 
2008 was a big year for Emaar, with new sales launches across Dubai and its international developments 
being met with strong demand. Importantly as well, a string of construction contracts were awarded 
within its international markets including Saudi Arabia, India, Egypt and Jordan, thereby breathing greater 
life into these projects. The company also added to its investment and lodging portfolio with the addition 
of Dubai Mall, Dubai Marina Mall, the Address Hotel and the Dubai Marina Yacht Club. Also, its landmark 
development, Downtown Burj Dubai gathered steam with the Burj Dubai close to reaching its final height 
of 800 metres. Other announcements of note also included: i) an SAR 27 billion project to be undertaken 
by a JV between Emaar and Al-Shoala Group Properties to develop a 333 million sq ft master-planned 
community, Rawabi Rumah, located near Riyadh and ii) the signing of an MOU between Abu Dhabi 
Municipality and Emaar Misr to develop Sheikh Khalifa Bin Zayed Residential City in Cairo, a low-income 
housing project (estimated investment of USD100 million) on a site of 23 million sq ft.  

However, while the first half of the year was characterised by frenzied sales activity, a more subdued pace 
took over in the second half, driven by the global financial crisis and turmoil that ensued. Not only in the 
UAE but in each of the emerging markets that Emaar has exposure to, the real estate cycles turned, albeit 
to varying degrees of discomfort. From the up cycle depicted by excess liquidity, a rapidly growing 
populations, and high risk appetite, the markets have morphed into one where transaction volumes have 
dropped, banks continue to limit exposure to developers, contractors and buyers and in some markets 
(particularly UAE) increased supply has started to trickle in from projects that have reached their delivery 
phases, allowing for a price correction across all these markets. In the following charts, we illustrate these 
observed trends.  

Figure 15: Liquidity Boosts Market Activity 
AED billion (LHS), unless otherwise stated 

 Figure 16: Strong Sales in 1H2008 
Number of Units, unless otherwise stated 

 Figure 17: But Markets Correct in 2H2008
%, unless otherwise stated 
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More restatements during 
2009e 

Exuberant 1H2008… 

…but the tide turned in 
2H2008 
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FAILURE OF U.S OPERATIONS 
Emaar acquired John Laing Homes (JLL) in 2006 for USD1.05 billion. Considered the peak of the market, 
we believe this was a hefty sum to pay for this California-based developer of luxury homes. Since this 
point, JLL has succumbed to the impact of the subprime mortgage crisis, correction of the U.S housing 
market and the credit crunch. The situation has worsened due to the recessionary economy and a poor 
spending outlook. From contributing c5% to Emaar’s total revenue base in 2007, JLL started making losses 
during 2008, putting a damper on consolidated results. Sales slipped from USD1.65 billion (2,269 units 
sold) in 2006 to USD948 million (1,371 units sold) in 2007 to a meagre USD287 million (560 homes sold) 
in 2008. Moreover, while the market was expecting Emaar to write-down the goodwill associated with 
this business in 1H2008, Emaar deferred this expense to the 2H, taking a charge of AED750 million in 
3Q2008 and AED1,773 million in 4Q2008, while also writing down inventory of AED1,084 million. For 
better or for worse, JLL filed for bankruptcy in January 2009. While initially filing for Chapter 11, in May 
2009, the judge ruled that the case come under Chapter 7. According to these rules, the company’s assets 
will now be liquidated to cover outstanding liabilities. Company filings indicate debt on JLL’s balance sheet 
of around USD977 million.  

All in all, Emaar's entry into the US has been written off as a bad mistake, albeit an expensive one. Not 
only was the purchase price high, but the reasoning behind a UAE-based company acquiring a luxury 
home developer in the US never seemed clear. While the company cited transfer of technical know-how 
and a diversified revenue base as key drivers, in hindsight it would appear that the main reason was more 
symbolic. While the Obama administration has instituted some housing reforms and part of the stimulus 
package includes measures to encourage first-time home-buying, this does not really apply to the luxury 
end, which is JLL’s forte. Given these developments, coupled with the ongoing bankruptcy proceedings, we 
believe there is little hope for the revival of Emaar’s US presence in the future. 

MARKET TURMOIL TESTS LIMITS OF ITS BUSINESS MODEL 
As highlighted earlier, Emaar has historically relied on an off-plan sales model. This has worked extremely 
well when the real estate market was buoyant, given the company’s ability to benefit from premium 
pricing and a phased sales approach. Now that the cycle has turned, we believe this approach needs to be 
looked at more closely.  

We believe there is the possibility some inventory which was released for sale in 1H2008, the peak for the 
Dubai real estate market, could now be considered as defaulted/unsold, given the exit of speculative froth 
from the market. Such stock would thus have to be added to total inventory available for sale, which 
presents quite a challenge given the reduced appetite for off-plan purchases. Second, given our weak 
backdrop for Dubai real estate, where we estimate that residential prices have corrected c45% on average 
since peaks in 2008 versus our expectation of a cumulative decline of 50-60%, there remains some 
downside risk to prices. Moreover, we do not expect a recovery until investor sentiment improves, and 
clarity on legal and ownership rights improves, meaning the short to medium term outlook looks painful. 
(Refer to our recent UAE real estate sector note "All that Glitters..." dated 26 March 2009).  

Thus, despite Emaar being the premier real estate developer in Dubai, we believe historic peak pricing and 
price increases will be difficult to achieve again in the medium-term and also that sales will shift from the 
off-plan to completed units/rental segment. This implies a requisite shift in the way project funding is 
budgeted and suggests greater cash burn during the development process.  

Off-plan funding has been 
dominant thus far... 

But different times call for 
different measures 
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NOT A TIME FOR FORMULA DRIVEN SUCCESS 
Another area of concern is that Emaar chose to transplant this off-plan model to its international markets. 
Again, this approach worked well in the boom phase of the cycle, especially since the company focused its 
attention on the mid to high-end segment of the market. However, the turning of the cycle has affected 
buyers’ propensity to buy off-plan due to limited liquidity and general risk-averseness. 
 
We believe that in this post-crisis phase of the cycle, the only way to harness success in its international 
markets will be through a more tailored approach. We fundamentally believe in the underlying growth 
potential of the emerging markets which Emaar is exposed to, especially given the pent-up demand for 
quality community-style housing. We think that cultural nuances need to be factored in, so as to reflect 
current market realities and more relevant sales strategies will have to be developed. For example, in Saudi 
Arabia, while speculative purchases may have helped sales to take off well initially, a mixture of relatively 
uninformed buyers, low home ownership rates, limited mortgage funding and a highly fragmented market 
implies that future sales activity is likely to be slow and take time to gather momentum. Alternatively, in 
markets such as India, we believe Emaar would stand a better chance of capturing more market share if it 
could offer a greater variety of affordable homes, given the strong pent-up demand for such housing. At 
the same time, we also feel a tiered approach to its international expansion plans should be followed. This 
would mean that the immediate focus should lie on high-growth, high volume markets such as Saudi 
Arabia, Egypt and India, with other smaller markets receding in importance for the time being.  

Think Local, Act Local 
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V. HOW EXPOSED IS EMAAR TO THE UAE? 

In this and the following section, we discuss our views on Emaar’s exposure to its local and international 
markets. In order to set up the scene, we provide a breakdown of its project portfolio in Figure 18 below. 

Figure 18: Summary of Ongoing Projects 
Millions of square feet, unless otherwise stated 

Country / Project Total Land Area* Total BUA* Residential Commercial Retail Hospitality Other Sold Built 
UAE 227 97 34% 6% 7% 7% 47% 15% 30% 
Saudi Arabia 2,175 31 69% 8% 6% 0% 28% 28% 18% 
Egypt 187 60 62% 0% 17% 3% 18% 30% 28% 
Morocco 175 56 66% 0% 2% 4% 0% 11% 11% 
India 585 446 74% 20% 5% 1% 0% 2% 1% 
Syria 3 6 83% 9% 8% 0% 0% 10% 14% 
Turkey 18 15 9% 0% 0% 0% 91% 80% 80% 
Jordan 17 6 62% 0% 3% 8% 27% 23% 30% 
Pakistan 48 23 70% 5% 7% 2% 15% 18% 13% 
(Libya,Algeria/Tunisia, Lebaonon, Indonesia) 2,421 N/A N/A N/A N/A N/A N/A N/A N/A 
USA/ Canada 32 N/A N/A N/A N/A N/A N/A N/A N/A 
          
UAE 227 97 34% 6% 7% 7% 47% 17% 30% 
International 5,663 643 74% 15% 6% 1% 8% 7% 6% 
Total 5,891 741 68% 14% 6% 2% 13% 8% 11%  
*Based on total available land area i.e. current and future developments while BUA is for current projects only 
Source: Company, EFG-Hermes estimates 
 

Before we discuss our findings, we point out that land area is based on the total available land bank, while 
our estimates of built up area (BUA) are based on current developments only. Also our estimates of BUA 
sold versus built are based on residential/commercial units that are expected to be built within a 
development, with this measure serving as a proxy to measure relative progress (in terms of sales activity, 
cash collection and cash spent on development). 

There are some key take-aways from this chart. First, Emaar’s UAE land bank comprises a mere 4% of its 
total land holdings, while we estimate development of this land bank (based on current plans), coupled 
with the adjusted fair value of the remaining land accounts for a combined 58% of our estimated LTFV. In 
contrast, Saudi Arabia for example, which makes up 36% of the total land area, contributes an estimated 
13% of our target price (made up of c7% from Emaar Middle East's Saudi projects and the remainder from 
valuing Emaar Economic City at ownership-adjusted market value). This is a reflection of conservatism, 
and also speaks to the potential longer-term value creation of such land that may only be realised beyond 
our forecast horizon.  

Residential area makes up the majority of space being developed, with other types of space supporting the 
overall 'community' concept. Another interesting point to be made is that in most of the regions it 
operates in, Emaar has successfully built up a cash buffer i.e. the area sold exceeds the area built. Of 
course, this is also a function of its successful use of the off-plan funding model.  

ZONING IN ON THE UAE 
In the table below, we provide a breakdown of Emaar’s UAE projects, depicting its entire available land 
bank and our estimates of BUA. As the table shows, there are gaps in our data, stemming from limited 
guidance and transparency. Hence, we make assumptions with regards to area being developed and prefer 
to focus on ongoing projects, rather than future ones. Also, we have opted to exclude speculative releases 
from 2008 and we discuss these elements of our methodology, following Figure 19 below. 



 

 

 EMAAR PROPERTIES   
   07 july 2009 

 UAE | REAL ESTATE   

  25

Figure 19: UAE Project Summary 
Million of square feet, unless otherwise stated 

Country / Project Land Area Total BUA Residential Commercial Retail Hospitality Other Sold Built
Downtown Burj Dubai 22 52 39% 9% 10% 12% 31% 11% 15% 
Arabian Ranches 72 1 88% 0% 12% 0% 0% 100% 99% 
Dubai Marina 50 25 4% 4% 6% 2% 85% 100% 98% 
Umm Al Quwain Marina 87 20 57% 0% 1% 2% 41% 14% 11% 
L'Ussaily 48 N/A N/A N/A N/A N/A N/A N/A N/A 
Mushrif Heights 44 N/A N/A N/A N/A N/A N/A N/A N/A 
Warsan 3 N/A N/A N/A N/A N/A N/A N/A N/A 
Emaar Bawadi 70 N/A N/A N/A N/A N/A N/A N/A N/A 
Total 397 97 34% 6% 7% 7% 47% 15% 30%  
Source: EFG-Hermes 

 
UAE PRESENTS NEW CHALLENGES 
While the UAE remains central to Emaar’s strategy, in light of the weaker real estate environment, lower 
propensity for off-plan sales and limited funding, we believe the company will not release brand new 
projects for sale in the short to medium term. Also, as indicated earlier we believe there is a possibility 
that some units purchased speculatively last year may no longer be considered as sold as buyers may have 
walked away from deposits or are unable to meet subsequent payments. Thus, such inventory would have 
to be rolled over into the company’s investment property portfolio or be sold upon completion. At the 
same time, we point out that some investors may have taken up some of the company’s crisis 
management solutions which included: i) allowing investors to swap equity between products, ii) offering 
'rent-to-own' and 'plan-to-own' schemes, iii) providing end-user friendly payment plans and iv) 
discounting prices in some projects could actually curtail the rate of default noted.  

With the Burj Dubai considered as the core of Downtown Burj Dubai, we expect Emaar will focus all its 
energy on completing the tower and other projects currently underway within the area until late 2010e at 
least. On this development, the company has also rolled out a 'Rent-to-Own' and ‘Plan–to-Own’ scheme 
which is garnering increasing interest as it has encouraged new types of buyers who are willing to lease 
units and then consider the available option of buying at a later date, thereby mitigating to some extent, 
the impact of slower sales activity. The use of such end-user friendly schemes means that during the 
development process, Emaar incurs the costs associated with building. Once the asset is built, it transfers 
to its rental portfolio and hence generates rental income (for a year or could be extended to two). If 
buyers choose to exercise the option of buying (for the purpose of simplicity and based on healthy 
demand noted thus far, we have assumed buyers exercise this option), the asset is then removed from 
investment properties. The agreed sales price then contributes to revenue, with the cost to build the asset 
recorded under cost of sales, thereby yielding a gross profit. 

Downtown Burj Dubai is also important for Emaar in terms of income generated from recurring income 
streams within the UAE. During 2008, the company inaugurated Dubai Mall, the Address Hotel and the 
Dubai Fountain, adding to its retail and leisure portfolio. Further additions to its rental and hospitality 
portfolio are due for delivery in 2009e, including the Armani Hotel and the Dubai Mall Hotel and Serviced 
Apartments, all of which should help add to the overall buzz generated by the entire development. In fact, 
we forecast that during 2009e, recurring revenue from its Downtown Burj development will make up an 
estimated 72% of rental income at AED886 million, while its hospitality portfolio will generate an 
estimated AED448.9 million (77% of total hospitality revenues in 2009e). In Figures 20 below, we 
illustrate our estimates of the type of area being built within Burj Dubai, while in Figure 21 we indicate our 
calculations of the estimated value per share. 

Within the UAE, it's all about 
Burj Dubai 

Recurring income streams in 
Burj Dubai gather steam 
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Figure 20: Downtown Burj has a Varied Product Mix
%, unless otherwise stated 

Figure 21: ...And Drives Value for the UAE 
AED per share, unless otherwise stated 
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Therefore, while we are able to lay to rest some of concerns on its UAE exposure, we remain cautious 
about Emaar's remaining UAE exposure. First, we discuss projects being undertaken by Emaar Bawadi (a 
50:50 JV between Emaar and Bawadi LLC). Units were released for sale in 2008 and construction has 
commenced. Since then, it has been indicated that work on the project is ongoing, albeit at a slow pace, 
with construction schedules depending on sales strategy and collections. Second, we highlight some 
projects (Warsan, Mushrif Heights) which were released for sale last year. As we highlighted earlier, 
1H2008 was characterised by highly speculative real estate activity across Dubai, and although all new 
sales launches were well attended and product was claimed to have sold out fairly quickly, given our 
analysis (based on our own attendance at launches and speaking with industry professionals) we believe 
that there was a sizeable proportion of purchases made by speculative investors.  

While management has suggested that work on all launched projects will commence, albeit at a slower 
pace, we believe it is just as likely that a project which is at an early stage of construction/not yet built 
could end up being up completely cancelled. This reflects our more cautious view on Dubai real estate, 
where we believe that the entire masterplan for the emirate is currently being reviewed. In particular, 
outer lying areas that were expected to become new hubs of activity are now expected to take an even 
longer time to get built and perhaps be scaled back in scope to be more in line with market dynamics. Our 
view is that projects within the Bawadi masterplan fall under this category. Moreover, other 2008 releases 
including Mushrif Heights and Warsan have also been the subject of investor forums, with petitions being 
submitted to Dubai's Real Estate Regulatory Authority (RERA), where investors have asked for the projects 
to be officially cancelled. Thus, an overhang remains. We prefer to adopt a cautious approach that takes 
into account some perceived risk associated with potential cancellation or delays of such speculative 
releases and we prefer to focus our attention only on Emaar's Burj Dubai projects as well the final phases 
of Arabian Ranches, Dubai Marina and the Views for our UAE-based forecasts and valuation.  

We touch upon an area of concern on these early-stage projects within the UAE. According to current 
Dubai property legislation (Law No 9 of 2009 in particular), on developments where construction has not 
commenced, the developer is able to retain up to 30% of the money paid, implying that up to 70% would 
have be refunded to the buyer. What we have no visibility on is whether any of Emaar’s 2008 releases fall 
under this category or whether off-plan buyers of these projects remain committed to their purchases or 
if they have taken up some of the options made available to them by Emaar. Thus, we point out the risk 
that in the eventuality of one of these projects being officially cancelled, under the current property laws, 
Emaar may have to refund up to 70% of money paid by buyers, although given the gaps in information, 
we are unable to quantify the extent or likelihood of such an event. Most of its other developments are 
more advanced in terms of development progress made to date. In these cases, cash refunds (only if they 
arise) will be tied to the stage of construction completed to date. Since this scale is descending one i.e. the 
greater the degree of completion, the lower the potential refund, it is less worrisome.  

 

Speculation places some strain 

So we focus on confirmed and 
ongoing projects… 
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In Umm Al Quwain (UAQ), Emaar is undertaking an AED12 billion, large-scale mixed use development 
with a marina, under its Emaar Middle East arm. According to last published data, the company has sold 
250 units to date, suggesting a large inventory (over 7000 units) remains to be released for sale. Given 
that the UAQ property market has positioned itself as one aimed at attracting second home buyers, 
retirees and vacation home buyers, all segments of which are expected to experience a downward trend, 
we expect demand to slow. Moreover, while the first phase of villas is slated for delivery in 2009e, we 
expect the remainder of the project to not only be phased out over a longer period, but also to potentially 
be reduced in its overall size and scope. Therefore we assume that not all 8,000 units get built and sold 
and that construction proceeds at a slower pace, with deliveries now expected to occur between 2010e-
2014e vs. 2009e-2012e suggested previously. Note, that since this project is being undertaken by Emaar 
Middle East (61% owned by Emaar), we consolidate revenues and costs, while deducting minority interest 
accordingly. Also, from a valuation standpoint, Emaar's UAQ exposure is classified under the EME arm.  

We also refrain from including in our forecasts and valuation, the long-awaited L’Ussaily project which 
was meant to be unveiled and subsequently released for sale in 2009e. As of last year, management had 
indicated that this would be a large-scale project and was in the master-planning stage. In light of the 
market's correction, we now expect L'Ussaily to undergo an overall scope and design review, before it is 
released for sale. We believe this is healthy and should enable the company to only unveil this project 
when the market has recovered, with closer attention expected to be paid to underlying demand.  

 

 

 

 

Umm Al Quwain work to slow 

We also exclude L’Ussaily... 
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VI. HOW VULNERABLE IS ITS INTERNATIONAL EXPOSURE? 

Being a global property developer remains Emaar’s strategy. We feel this vision can indeed be realised but 
looks set to take shape over a longer time frame given the current market slowdown. We believe its move 
towards diversifying its business both geographically and operationally is already bearing fruit. In 
particular, the company’s exposure to high-growth, early-stage emerging markets, where Emaar is 
leveraging off its core competence in building quality community-style integrated housing developments, 
is likely to bring significant value creation in the longer-term.  

In Figure 22 below, we illustrate our estimates of built up area in each of its international markets in terms 
of the type of real estate being developed i.e. residential, commercial, retail, lodging and other. It is 
important to point out that our assumptions of built-up area (BUA) are based on current developments 
only, with future planned projects excluded for the sake of conservatism, as well perceived risk that some 
projects which are at an earlier stage of development could be redesigned/delayed or even cancelled, 
given the current market slowdown. In Figure 23 we depict the extent of the company’s international 
exposure in terms of expected investment outlay, % of area estimated to be sold to date and % of area 
estimated to have been built to date. Figure 22 clearly depicts that Saudi Arabia, Egypt and Morocco are 
key markets for Emaar in terms of size, while Figure 23 helps to illustrate that in all its international 
markets, the company's sales strategy has resulted in a cushion whereby the estimated proportion of area 
sold to date is in excess of the estimated proportion having been built. 

Figure 22: Residential & Retail Area Dominate* 
Mn sq ft BUA, unless otherwise stated 

 Figure 23: Pre-Sales Create Cash Cushion* 
AED billion, unless otherwise stated 
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Vision 2010 on track, but 
slower 
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CAUTIOUS INTERNATIONALLY, FOR NOW 
The conservatism that we have adopted by excluding larger-scale projects or those that are at an early 
stage of development has a varying impact on Emaar’s overall international exposure. In Figure 24 below, 
we depict that based on the land bank that we incorporated in our forecasts and valuation, using currently 
ongoing projects, we believe there is strong value creation potential. We also believe that if we were to 
include further land development/new projects it would yield further significant value creation.  

Figure 24: Current International Projects Yield Strong Value (Land- LHS, Value per Share- RHS) 
Mn sq ft, unless otherwise stated 
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SPECIFIC AMENDMENTS ON INTERNATIONAL PROJECTS 
 
i) Saudi Arabia: We limit our forecasts to projects being undertaken by Emaar Middle East and not those 
by Emaar Economic City/EEC (which we value on a market value basis.)  

ii) India: Emaar’s land bank of 585 million sq ft spans over 20 cities across the country. However, given 
that some of these developments have not yet commenced, we limit our forecasts and valuation only on 
those projects which are currently underway i.e. 3% of the total land bank, implying strong upside from 
current levels.  

iii) Others: Similarly, in Morocco and Egypt, there are some projects that are in the design phase and we 
thus have refrained from developing forecasts on these for the time being. Also, we do not include any 
projects/land from its US/North American operations or other parts of the MENA region, given these are 
second-tier priorities for the time being and may take years before they materialise.  

DIVERSIFICATION BRINGS MIXED REWARDS 
Each of the international markets that Emaar is exposed to are at varying stages of development, with 
their individual real estate cycles, offering varied opportunity for growth. In Appendix 2 we discuss the 
recent performance of each market, while in Figure 25 below, we rank each of its international markets in 
accordance with our expectation of the growth prospects of their real estate markets. Tier 1 is defined as 
a market with strong underlying demand and favourable economic fundamentals that bode well for the 
asset class in question i.e. residential, commercial, retail and hospitality. Tier 2 and 3 are less favourable 
respectively.  

As Figure 25 helps to illustrate, Saudi Arabia, Egypt and India stand out in terms of perceived growth 
opportunity across all real estate types, particularly residential. This holds true because of increasing youth 
and middle class populations as well as rising income levels and relatively low home ownership levels 
suggesting significant room for growth. 

Saudi Arabia, Egypt and India 
stand out 
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Figure 25: Prospects for International Markets 

Source: EFG-Hermes estimates 

 

NOT HOMOGENOUS BUT OPPORTUNITIES ARE PLENTY 
We point out that these international markets are not homogenous and there are also intrinsic differences 
within the dynamics of individual cities within each country. Within the types of real estate offered, retail 
remains an underpenetrated area in each of these markets with mall-style developments a relatively 
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Within the commercial segment, there is a general dearth of Grade A quality office space. Finally, with 
respect to hospitality, there is underlying demand for various types of leisure facilities- ranging from 
business/mid-level hotels to luxury. Emaar has ably perched itself in each of these markets where there is 
strong underlying demand. We believe that the degree of success it enjoys will be a function of how well 
the company is able to meet local market needs, while keeping capital commitment low.   
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VII. CONSOLIDATED FORECASTS 

Our consolidated forecasts are based on the stand-alone entity Emaar and do not include any 
adjustments for the post- consolidation firm.  

REVENUES 
Emaar's business model incorporates property development for sale at its core, but the medium to longer-
term aim has always been to also generate significant value from income generating assets. As described 
earlier, its group structure has thus morphed over time such that its business lines can be defined as i) 
property development, ii) leasing, iii) hospitality, iv) other property-related activities (facilities 
management, property management, v) value-added services (healthcare, education ) and vi) other 
segments. Emaar's large property development backlog (based only on current developments), comprises 
of an estimated 285 million square feet of BUA, of which 148 million square feet is expected to be sold 
and hence makes up the majority of our top line estimates. 

As such, while there is no guidance with respect to how each segment is expected to grow, as part of its 
Vision 2010 strategy, the company had communicated two salient features which include: i) generating 
12-15% of revenue from recurring income segments by 2010e and ii)  60-70% of the top line coming 
from its international operations by 2010e. With respect to both targets, we believe that the company is 
on track to meeting them, especially the first one. However, in light of the shift in its revenue recognition 
policy, the second target may take a longer timeframe, since a more substantial portion of international 
unit deliveries only commences by 2011e. Of course, if the proposed merger goes through, we believe 
these targets are likely to change substantially. 

At the same time, we highlight that the company’s prior use of the percentage of completion method of 
revenue recognition allowed for a smoother pattern on its income statement, with the completed method 
implying greater lumpiness, which reflects the deliveries of units. It is important to point out variances in 
assumptions relating to timing, volume, pricing and delivery of sales will impact the shape of its revenues 
over our forecast horizon. 

We illustrate our consolidated forecasts below in Figure 26 and 27, highlighting some key features of the 
trends regarding revenue progression below. Refer to Appendix 1 for further details on our revenue 
assumptions. 

• Property Sales: In 2009e, the majority of property development revenues relate to deliveries within 
Downtown Burj Dubai, with the first set of deliveries also expected to be recorded from units in India, 
Morocco and Turkey. Over our forecast horizon, property sales from Burj Dubai continue in tandem with 
delivery dates, but we have also assumed that the company will roll over greater inventory into its rental 
portfolio and achieve success from its rent-to-own scheme, while forecasting no new land sales. From 
2010e and beyond, we expect a stronger contribution from its international markets which reflects the 
pace of increasing deliveries.  

• Rental Income: Rental income continues to strengthen as Emaar continues to grow its investment 
property portfolio. The bulk of Emaar's investment property portfolio comprises retail areas, with some 
commercial and residential space retained in some markets too. We estimate Emaar Malls will increase its 
investment property portfolio from an estimated 5.4 million square feet in 2008 to 12.0 million square 
feet by 2016e.  

• Hospitality Income: Although Emaar’s hospitality portfolio currently makes up a relatively small portion 
of revenue, i.e. 3.6% of 2008 revenues, the company is currently building another 12 hotels, across both 
local and international markets. Its UAE-based portfolio is expected to grow during 2009e, with the 
opening of the Address Dubai Mall, Marina Mall Hotel and the Armani Burj Dubai, while its international 
hotels are expected to start coming on line from 2011e onwards.  

Becoming a well-diversified 
company… 

With desired targets close in 
sight… 

…but accounting policy change 
stretches targeted achievement 

dates 
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We forecast a 2009e-2013e revenue CAGR of 33.0%, expecting revenue growth to strengthen over our 
forecast period as Emaar's backlog gets delivered.  Meanwhile, the contribution from the sale of land is 
expected to fade away across our forecast horizon with only a few land sales recorded within Pakistan and 
Morocco. Rental and lodging revenues are estimated to make up c20% of revenues by 2010e and forecast 
to grow steadily thereafter. Meanwhile, other segments are expected to grow slowly and steadily across 
our forecast horizon. The split indicated in Figure 27 also reflects the company's target of generating 60-
70% of revenues from non-UAE markets beyond 2010e. 

Figure 26: Revenue Forecasts by Segment 
2009e-2013e 
AED million, unless otherwise stated 

 Figure 27: Geographical Split of Revenues 
 
AED million, unless otherwise stated 
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With respect to profitability, we expect property development within the UAE to generate the highest 
gross margins, with lower prices and more muted price increases in its international ventures keeping 
property development gross margins in the 25-35% range. On a consolidated basis, its rental and 
hospitality segments generate gross margins in excess of 60% and 50% respectively, boosting overall 
profitability. We highlight these expectations in Figure 28 below: 

Figure 28: Gross Margin Forecasts by Segment 
%, unless otherwise stated 
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EBTIDA 
We expect a cooling in SG&A during 2009e, as Emaar aims to decrease its cost base by reducing pay 
packages, eliminating excess staff and reducing its expenditure on sales and marketing expenses. From 
2010e onwards, we have assumed a steady pace of growth in the number of jobs and salaries, reflecting 
the employees that will be required as the company brings on stream more of its retail and lodging 
portfolio. Selling and marketing expenses are expected to decelerate in 2009e, before picking up in 2010e, 
mostly to support an anticipated increase in selling activity within its international projects. We depict our 
expectations for SG&A by type in Figure 29, while in Figure 30, we highlight our forecasts for EBITDA and 
EBITDA margin. Property development revenues, coupled with recurring income comprising a greater 
proportion of the top line help to maintain EBITDA margins above 25% over our forecast horizon.  

Figure 29: SG&A Break-up 2009e-13e 
%, unless otherwise stated 

 Figure 30: EBITDA & EBITDA Margin 2009e-13e 
AED million, unless otherwise stated 
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NET INCOME 
We forecast 2009e-2013e earning and EPS CAGR’s of 30.0%. Our net income forecasts mirror the 
company’s property development cycle, with the change in its accounting policy implying a slightly 
lumpier trend. However, its phased delivery schedule and exposure across multiple markets helps to 
reduce some of this lumpiness. We expect interest income to remain relatively stable over our forecast 
period, while interest expense will rise to reflect both an increased cost of debt in the short term and a 
need for funding in the medium to long term.  

We forecast an increased contribution from its associates, namely Emaar MGF and The Dead Sea Tourist 
Company, as the coming years will witness the delivery of various projects, and some lodging/rental 
contribution from projects in India and Jordan. We forecast, Emaar MGF will contribute AED26 million and 
AED80 in 2009e and 2010e respectively, while Emaar Jordan will begin contributing from 2010e onwards, 
as it delivers the first phase, Rift Living, of the Samarah Resort which we expect to amount to AED16 
million. Income from other associates will also help to enhance Emaar’s bottom line. At the same time, we 
forecast some short to medium term weakness in expected contributions from property-related and 
financial services associates such as Dubai Bank, Amlak, Emaar Financial Services, given the current weak 
economic backdrop, while expecting Emaar Economic City (EEC) to slowly but surely recover from its 
current loss-making phase to one where a minor, yet positive contribution sets in by 2012e onwards. This 
will of course depend on the actual pace of activity noted, whereby work on this large-scale and ambitious 
project is proceeding, albeit slowly. We believe the handing over of the first set of office building, land 
plots and residential units within Phase 1 i.e. beyond 2010e will help towards building a track record of 
execution and hence enhance the overall perception of the project. 

At the same time, minorities are expected to increase as income from partially owned subsidiaries gathers 
momentum, as units within developments located in Pakistan, Saudi Arabia, and Syria get delivered. We 
also expect a rise in its tax expense as income from overseas will be subject to the corporate tax rate of its 
country of origin. Figure 32 shows the various applicable corporate tax rates across country’s in which 
Emaar operates in. We have calculated a blended tax rate at the parent level, to account for the varying 
applicable tax rates, by weighting the expected contribution by country.  
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Figure 31: Net Income Forecasts 2009e-13e 
AED million, unless otherwise stated 

 Figure 32: Applicable Corporate Tax Rates 
%, unless otherwise stated 
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CASH FLOWS 
While Emaar’s strategy of developing integrated lifestyle communities suggests implicit pressure on its 
cash flows, as described earlier, a combination of weaker sales, limited price increases and in some cases 
realising value from property development only upon completion (either by selling finished units at 
delivery or building to retain) has even put greater strain. However, in the wake of the market's slowdown, 
the company is likely to mitigate the impact of slower sales by stretching out construction schedules. 
Also, as shown in Figure 23 earlier, across all its markets the company’s use of a phased sales approach 
has allowed for the development of a cushion in the sense that the proportion of area sold exceeds the 
proportion of area built.  

We highlight that our expectations of cash flows are quite dependent on the balance sheet movements, in 
particular to those related to development and investment properties. In 2009e, we expect large property 
deliveries relating to the Downtown Burj Dubai, with new hotels being added within this area too. Then 
between 2010e and 2011e, we expect a build up in development properties to continue as construction of 
units, especially those of fully consolidated entities gathers steam. Investment properties increase in 
tandem with property being built for retention (mostly retail, with some residential/commercial). Greater 
unit deliveries occur beyond 2012e, resulting in a gradual drop of in its development properties balance 
over our forecast horizon.  

It is also important to point out that 2009 sales releases in some of its international markets that include 
Saudi Arabia, India and Egypt have started off on the right foot and while the pace of sales noted is slower 
relative to last year, we believe we have some comfort in assuming that there will continue to be demand 
for Emaar's quality product.  

A key element that gives us comfort is the timing impact of having a diversified backlog. While its UAE 
sales are forecast to slow down, progress in other international markets is gaining traction such that an 
increasing pace of unit deliveries (1.6 million square feet of residential BUA in 2009e to 14.8 million 
square feet in 2010e and up to 16.3 million square feet in 2011e) helps to provide the company with a 
comfortable cash balance with which to fund remaining construction. On these deliveries, with cash 
collection between 40-50% and construction progressing steadily, we thus do not foresee a significant risk 
of full cash collection. Also, as additions to its rental and hospitality portfolio take place, these income 
generating assets help to boost overall cash balances as well. 

We point out that if we were to assume a more severely strained pace of sales, resulting in the company 
being forced to roll over significant inventory into its rental portfolio or build and only sell at completion, 
its level of cash inflows would reduce over the forecast period and imply a need to dip into new funding 
sooner rather than later. At this stage, this does not seem very likely, especially since construction 
schedules are likely to be stretched out in tandem and hence reduce overall pressure.  

New sales releases proceeding 
relatively well 

Weaker overall environment 
would place more pressure 
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Figure 33: Cash Flow Estimates 2009e-13e 
AED million, unless otherwise stated 
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DEBT AND EQUITY 
As described above in our analysis of cash flows, while Emaar’s reliance and successful implementation of 
the off-plan sales model has served it well thus far, in keeping with our expectation of slower sales as well 
as the build-out of capital intensive assets, we feel they will be more squeezed. However, the impact of 
greater deliveries from its international developments as well as the growth of its rental/hospitality 
implies some potential relief. Emaar’s debt at the end of 2008 of AED9,174 million rose to AED9,931 
million at end of the 1Q2009, reflecting some impact of dipping into short-term facilities. In January 
2009, Emaar announced it had set up a of USD2 billion Euro Medium Term Note (EMTN) along with a 
USD2 billion Sukuk programme which management indicated would be used depending on opportunities 
in the debt capital market and on Emaar's need for cash. While there has been no news on this issuance 
since then, we believe is likely to tap into the debt markets in late 2009e or 2010e, so as to ensure a cash 
buffer is available for both domestic and international operations. 

With respect to international ventures in particular, we believe a project financing approach is likely to 
gather steam. Case in point is Emaar Misr, its wholly owned subsidiary in Egypt which successfully raised 
an EGP1.5 billion facility in May for its Mivida project in New Cairo City. We believe other wholly or even 
partially owned subsidiaries are expected to follow suit.  

For our forecasts, we take into consideration the existing debt repayment schedule, not forecasting any 
rollovers or restructuring but highlight that this may be a possibility, should liquidity constraints arise. The 
company's 2008 debt to equity ratio of 0.3x, implies ample appetite to absorb new leverage if required. 
We have made no assumptions of new debt that will be raised, pointing out that it is very likely that 
Emaar will raise new debt in 2009e or 2010e, such that our debt to equity ratios will rise accordingly.  

Figure 34: Debt and Equity Forecasts 
AED milion, unless otherwise stated 

 2008a 2009e 2010e 2011e 2012e
Cash Balance 5,393 7,680 3,427 4,745 3,405 
Total Debt 9,174 8,039 7,089 5,217 1,507 
Net debt (Cash) 3,781 359 3,662 472 (1,898)
Equity 28,107 30,518 33,354 36,063 40,258 
  
Total Debt/ Equity (x) 0.3 0.3 0.2 0.1 0.0
Net Debt/ Equity (x) 0.2 0.0 0.1 0.0 0.0 

Source: Company, EFG-Hermes estimates 

 
We also point out that although we have not incorporated the impact of the potential consolidation just 
yet, a post-merger combined entity would look very different potentially and imply a very different 
liquidity position and hence financing structure.  

Project financing to gain 
importance 
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VIII. FINANCIAL FORECASTS 

These are our consolidated forecasts for Emaar alone as a stand alone entity, not incorporating any 
impact of the potential merger.  

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

 2008 2009e 2010e 2011e 2012e
Sale of Units 12,942 7,249 8,730 10,290 14,632 
Sale of Land 1,997 91 1,102 1,109 2,297 
Rental Income 499 1,231 1,348 1,955 2,096 
Hospitality Income 577 583 801 1,055 1,394 
Total Revenues 16,015 9,154 11,981 14,409 20,419 
Cost of Units Sold (8,583) (4,108) (5,550) (7,177) (10,604)
Cost of Land Sales (76) (61) (224) (159) (385)
Rental Costs (178) (436) (481) (716) (759)
Hospitality Costs (367) (273) (327) (437) (607)
COGS (9,204) (4,878) (6,583) (8,489) (12,355)
Gross Profit 6,811 4,276 5,398 5,920 8,064 
Gross Profit Margin 43% 47% 45% 41% 39%
SG & A (1,982) (1,585) (1,746) (1,912) (2,064)
Other Operating Income 537 386 425 467 514 
Other Operating Expenses (363) (251) (276) (304) (334)
Impairment (2,523) 0 0 0 0 
Depreciation and Amortisation (301) (568) (615) (667) (745)
EBIT 2,181 2,258 3,186 3,505 5,435 
EBIT Margin 14% 25% 27% 24% 27%
EBITDA 2,482 2,826 3,801 4,172 6,180 
EBITDA Margin 15% 31% 32% 29% 30%
Net Interest Income (Expense) 341 102 (100) (134) 8 
Other Income 292 167 170 262 289 
Associate Income 265 10 118 153 196 
EBT 3,078 2,537 3,374 3,787 5,929 
Income Tax Expense 3 (14) (167) (374) (654)
Minority Interest 25 (112) (56) (317) (340)
Net Income 3,055 2,411 3,151 3,096 4,935 
EPS 0.50 0.40 0.52 0.51 0.81 

Source: Emaar, EFG-Hermes estimates 
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Balance Sheet (December Year End) 
AED million, unless otherwise stated 

 2008 2009e 2010e 2011e 2012e
Cash & Cash Equivalents 5,393 7,680 3,427 4,745 3,405 
Accounts Receivable 4,569 4,938 5,465 5,874 5,685 
Development Properties 26,799 20,352 22,942 27,209 25,467 
Total Current Assets 36,762 32,970 31,833 37,828 34,556 
Property Plant & Equipment 5,414 6,431 6,785 6,943 6,826 
Investment Properties 13,248 14,429 15,978 17,936 19,497 
Other Non-current assets 11,256 11,343 11,660 12,091 12,593 
Total Non Current Assets 29,919 32,203 34,423 36,970 38,916 
Total Assets 66,680 65,173 66,256 74,797 73,472 
Payables 27,790 23,686 23,348 31,279 29,395 
ST Debt 4,564 950 1,872 3,710 25 
Total Current Liabilities 32,354 24,635 25,220 34,988 29,419 
LT Debt 4,610 7,089 5,217 1,507 1,482 
Minority Interest 494 1,524 1,451 1,004 1,001 
Other Liabilities 1,116 1,408 1,014 1,235 1,312 
Net Worth 28,107 30,518 33,354 36,063 40,258  

Source: Emaar, EFG-Hermes estimates 

 

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

 2008 2009e 2010e 2011e 2012e
Cash Operating Profit after Tax 6,714 2,969 3,648 3,610 5,484
Change in Working Investment (1,163) 1,974 (3,453) 3,254 47
Cash Flow after Change in Working Investment 5,552 4,943 194 6,864 5,531
Capital Expenditure (2,807) (2,842) (2,716) (3,060) (2,495)
Free Cash Flow 2,745 2,101 (2,522) 3,803 3,036
Non-Operating Cash Flow 0 292 (394) 222 77
Cash Flow before Financing 2,745 2,393 (2,916) 4,025 3,113
Net Cash Flow from Financing 329 (106) (1,337) (2,707) (4,453)
Change in Cash 3,074 2,287 (4,253) 1,318 (1,340) 

Source: Emaar, EFG-Hermes estimates 
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APPENDIX A: DETAILED BREAKDOWN OF REVENUES 

PROPERTY SALES 
2009e is still mostly about Dubai, especially Downtown Burj Dubai, with some non-UAE unit deliveries 
occurring in India, Morocco and Turkey. From 2010e onwards, we forecast a much stronger contribution 
from its international projects with deliveries in Egypt, Saudi Arabia and Jordan also commencing, along 
with further deliveries in India and Morocco. We illustrate our expectations of area expected to be 
delivered and hence be recognised as revenues in Figure 35 below: 

Figure 35: International Deliveries Gather Steam from 2010e Onwards 
Mn sq ft delivered, unless otherwise stated 
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Source: EFG-Hermes estimates 

 
RENTAL INCOME 
We expect Emaar to expand its rental portfolio both domestically and internationally. During 2008, Emaar 
inaugurated the Dubai Mall, thereby adding 3.5 million square foot of gross leasable area (GLA) to its 
Dubai rental portfolio. This addition along with other retail/commercial developments brings its Dubai 
investment property portfolio to an estimated 5.4 million square feet of GLA. During 2009e, the Dubai 
Mall is expected to be fully operational and we estimate it will contribute AED820 million in revenues 
Thus, within the UAE, the bulk of major additions relating to current developments have been completed 
with our estimates of future additions relating to new space being built within Downtown Burj Dubai. 
Internationally, Emaar also intends to expand its retail portfolio through its Emaar Malls segment, in 
addition to retaining some residential and commercial space. In total i.e. across both its domestic and 
international markets, we forecast GLA will increase from the current 5.4 million square feet to an 
estimated 8.2 million square feet by 2013e, reaching 12.0 million square feet by 2016e. Refer to Figure 36 
below: 
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Figure 36: Rental Revenue Forecasts 2009e-13e  
Area-LHS in mn sq ft of GLA, Revenue (AED million)-RHS, unless otherwise stated 
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HOSPITALITY REVENUES 
By the end of 2008, Emaar’s hospitality portfolio comprised just over 1200 rooms/serviced apartments 
with total revenue of AED577 million. In 2009e, new additions to its hospitality portfolio are expected to 
include Dubai Mall Hotel, Armani Burj Dubai and Dubai Marina Mall Hotel, all of which are scheduled to 
be operational by 4Q2009. These new additions occur at a time of a weak economic backdrop and drop in 
tourist arrivals during 2009e, with average occupancy rates falling from 90% in 1Q2008 to 73% in 
1Q2009 according to the Department of Tourism and Commerce Marketing (DTCM). Other reports 
suggest even lower noted occupancy rates close to 60-65%. We adopt a cautious stance and hence, our 
2009e forecasts rise only slightly, due to the additional capacity, but occupancy and room rates are 
assumed to be lower given the underlying weaker economic conditions. Beyond 2010e, we forecast a rise 
in room capacity (as its domestic and international portfolio grows), with a corresponding rise in room 
and occupancy rates as economic conditions improve. 

Figure 37: Hotels Revenues Grow Strongly Beyond 2010e 
AED million, unless otherwise stated 

 2008 2009e 2010e 2011e 2012e 
Room Capacity       1,209   1,757 2,657   3,807         4,202 
Average Occupancy Rate 74% 60% 63% 70% 77% 
Average. Room Rate 1,724 1,603 1,537 1,565 1,602 
Hospitality Revenues 577 583 801 1,055 1,394  

Source: EFG-Hermes estimates 
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APPENDIX B: DETAILS ON INTERNATIONAL OPERATIONS 

SAUDI ARABIA 
Saudi Arabia is the Middle East’s largest economy with GDP per capita of USD18,775 for 2008 and a 
steady real GDP growth rate of 4.2% in 2008. After years of under-investment, Saudi Arabia is ready and 
desirous of pushing ahead with its investment programme that entail key projects in infrastructure, energy 
and housing. The country’s real estate market is a fast growing one, with a multitude of opportunities 
across all real estate types. There is strong and rising demand based on: i) a large and fast-growing youth 
population, ii) increased urbanisation, iii) low percentage of home ownership and iv) rising income levels. 
At the same time, however, the market is quite fragmented, with each city within Saudi Arabia is framed 
by its own dynamics. For example, in Jeddah, apartments dominate the current stock of residential units 
while there remains increasing demand for villas. In Riyadh, the opposite is true i.e. more villas versus 
apartments, with most people building their own homes. At the same time, there also remains some 
overhang regarding legal and ownership rights. Currently, resident foreigners can buy homes in Saudi 
Arabia, under regulations passed in November 2000. More recently, the government introduced new laws 
aimed at reducing the level of potential speculation. The new rules require: i) registration of developers 
and setting up escrow accounts, ii) land registration, iii) a ban on off-plan sales without proper approval. 
The mortgage laws are also evolving, with further liberalisation expected to increase demand further.  

INDIA 
As the world’s second most populous country and fourth largest economy, India represents a land of 
much opportunity in terms of all forms of economic development. Over the last 5 to 7 years, where prices 
rose rapidly, especially as middle class demand gathered momentum, the country’s real estate sector has 
now taken a hard hit in the wake of the global financial crisis. Prices for residential property across India 
have dropped c20%, since September 2008. Real GDP growth also eased to 7.6% in 3Q2008, from 9.3% 
in 2Q2008. The market continues to mature, with speculators exiting the market, and end users becoming 
more cautious. There remains immense pent-up demand for mid-income housing, with the recent 
Congress win in the elections helping to support overall positive momentum and confidence in the real 
estate sector.  

EGYPT 
Our house view on Egypt real estate is that real estate sales are likely to slow significantly over 2009/10 
as buyers grow concerned about their own financial conditions and real estate investment comes to a 
standstill. However, prices, except at the very high end, are unlikely to fall precipitously because: i) 
developers have an incentive to safeguard their buyers’ home equity/investment in order to stabilize near-
term sales, and ii) experience from previous cycles suggests that Egyptians are willing to hold their units, 
which are mostly equity financed, rather than sell at low prices. We also believe in the positive long-term 
trends for the Egyptian real estate market because of: i) the large number of young Egyptians entering the 
labour market, ii) a growing mortgage market that will allow more households to afford housing earlier, 
and iii) new developments on the outskirts of Cairo that are tempting people to move out of the crowded 
city centre. 

MOROCCO 
The Moroccan real estate market is a relatively mature market, compared to others in the MENA region 
and has experienced strong growth during the past 7 years. At the turn of the century, King Mohammad 
announced a plan than included stimulating the economy by initiating a number of social housing projects 
and attracting 10 million tourists by 2010. The plan, “Vision 2010” also includes an estimated USD 15 
billion to improve infrastructure. Consequently, the real estate market has benefited, in particular by 
positioning Morocco as an attractive holiday/second home destination. The strengthening of the tourism 
industry has had a strong effect in increasing demand for Moroccan property, allowing for rental yields to 
touch 8%-9%, with occupancy rates in excess of 85%. Emaar is capturing its share of the market by the 
luxury segment through the development of high-end resort-style communities. Buyers of these 
properties consist of British, French, Emirati tourists and investors that view such properties as a cheaper 
alternative to similar areas in the south of France or Spain. However, reduced wealth and hence 
propensity to buy luxury/ second homes is likely to slow the pace of demand here.  
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PAKISTAN 
Over the past 10 years, Pakistan’s economy has grown rapidly, with GDP increasing at an average rate of 
7.4% per annum between 2003 and 2007. Growth was seen across various sectors; however, most notably 
the construction sector saw the heaviest growth at 50% over the past three years. The growth in 
construction led to various developments being undertaken, mainly in Islamabad, but in cities such as 
Karachi and Lahore as well. This strong economic growth has resulted in immense wealth creation, 
proliferated by a very strong performance noted in the equity markets, that in turn has spurred a rapidly 
expanding middle class and hence allowed the property market to flourish. The real estate market is quite 
segmented, such that there is a wide spectrum in terms of the type of demand- ranging from low cost to 
luxurious.  The effect of the global downturn on the property market in Pakistan has been relatively 
limited with prices in major areas seeing slight price declines of 5-10%. The outlook of property prices is 
one of stable and slower growth based on the strong fundamentals of a growing population, strong 
remittances, and increasing affluence among the country’s middle class.  

TURKEY 
The introduction of a relaxed foreign ownership law in 2005, allowing foreigners to buy property in Turkey 
based on reciprocity with a few restrictions, fuelled demand for Turkish real estate, mostly from 
Europeans, allowed Turkey’s real estate market to witness double digit growth until 2007. However, the 
market was dealt a blow in early 2008 when the foreign ownership law was modified and the issuance of 
deeds to foreign companies was suspended. The suspension did end in May 2008 however, damage to 
investor sentiment has been tough to overcome. The real estate market has maintained some momentum, 
driven by strong demand for residential property in and around the capital city of Istanbul, especially due 
to a limited supply of land and a fast-growing population. There are also a number of urban 
transformation projects underway, aimed at decentralising the industrial functions from within Istanbul to 
outer areas, creating more space within the city. Also, the city has spread outwards, with new residential 
hubs sprouting in the suburbs of Istanbul. The current global downturn has also negatively impacted the 
flow of foreign funds into the Turkish real estate market with the much of the new investment originating 
from locals.  

The residential real estate market in and around Istanbul has seen a reduction in prices, which began in 
September 2008. Overall price drops in suburban areas of Istanbul reached 30-40%, while central areas 
declined slightly by 10-15%. Due to the unstable economic environment, many developers have been 
forced to extend payment plans, in addition to fixing the Turkish Lira's exchange rate in order to prevent 
defaults and stimulate demand.  

SYRIA 
The Syrian real estate market has been growing on the back of steady economic growth which in turn is 
due to stabilizing geopolitical environment in the region in addition to the initiatives being taken by the 
government with the hopes undertaking market reforms. Furthermore, in a bid to further stimulate the 
economy, Damascus opened its stock exchange earlier in 2009 and aims to have 20 companies listed on 
the exchange by year-end.  

The commercial real estate market in Syria has been seeing increased demand as commercial banks and 
insurance companies entering the Syrian market seek office space in the capital. The office market is 
fragmented and lacks quality product since Damascus’s central business district consists mostly of 40 year 
old buildings which are suffering from poor maintenance and obsolete designs. However, due to the lack 
of new supply entering the market, demand continues to outpace supply for such space, with rents rising 
rapidly. Syria’s residential market has witnessed a storm of events over the past four years which have 
increased demand, investor interest, and speculation. Following the American-led invasion of Iraq, a wave 
of Iraqi refugees entered Syria and established communities near Damascus. In addition to the inflow of 
Iraqis into Syria, demand for residential real estate was also stimulated by a population growth rate of 6% 
in Metropolitan Damascus. Hence, property prices have been on the rise and while the rate of growth has 
been slowing, the market offers strong growth potential.  
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JORDAN 
The Jordanian economy has been experiencing strong growth (average 5-6%), with some of this attributed 
to the real estate market boom. Amman has witnessed the bulk of this strong demand, given similar to 
Syria, the American-led war on Iraq has positively impacted demand for real estate, such that in 2005 
Iraqis accounted for 67% of the property bought by non-Jordanians. This increased demand affected 
residential property prices in Amman, specifically apartments, increasing prices by 10-20% percent in 
2006, and 20% in 2007. Supply has been stable and residential units in the city amount to approximately 
580,000 units. The bulk of expected supply is from the Abdali development, which is expected to bring in 
1,200 units by 2013.  Unlike most regional property companies that focused their attention on Amman 
and the Aqabah area, Emaar is focused on the Dead Sea area, where there are few quality resort-style 
developments. Here, the strong appetite for luxury homes, underpins the strong interest and hence 
perceived value creation.  
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