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Emaar Properties PJSC 

 Results in-line with estimates – Emaar Properties announced their  1H08 
financial results on July 17, 2008, with the company posting a net profit 
of AED3.32bn during 1H08, compared to AED3.28bn in 1H07 - indicating 
a growth of 1.1%. Profit growth during the first six months was 
depressed due mainly to poor performance in 1Q08 (a decline of 4%), 
although Emaar performed better during the second quarter and as we 
had forecasted. Net profits during 2Q08 showed healthy growth of 6.4% 
(YoY) and reached AED1.66bn compared to AED1.56bn for the same 
period last year. The growth in earnings was backed by (1) higher sales 
from Dubai (2) increased hospitality revenue (3) higher realized gross 
margins (4) robust contribution from associated companies and (5) a low 
profit base of 2Q07.  The results were inline with our expectations of 
AED1.70bn for the quarter. 

 Marginal YoY revenue growth - Emaar continued its strategy of 
reducing land sales from its revenue mix, and focusing on adding 
greater value though land development. Revenue performance during 
2Q08 improved by 7% on a QoQ basis (compared to 1Q08), however, on 
a YoY basis (2Q07) the growth was marginal. On the whole, 1H08 
revenue remained around the same level as in the corresponding half of 
last year, and was at AED8.2bn. Domestic property sales remained the 
major revenue driver during 2Q08. We believe sales of Emaar’s US 
subsidiary remained subdued. During 2Q08, Emaar posted record sales 
(nb - not revenue) of AED8.9bn in the UAE, registering an impressive 
growth of 60% QoQ as shown in the graph below. However, a 
significant portion of the sales has not been recognized and will be 
realized (due to revenue recognition policy of Emaar) only in the coming 
quarters. 

Chart 1: Strong quarterly UAE sales 
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  Strong Gross Margins - Gross margins in 2Q08 rose by 800bps YoY to 
reach 45%, however, they are lower than 49% recorded during 
1Q08. On the whole, gross margins remained strong during the first half 
of this year at 47%, higher by 400bps compared to 43% during 
1H07. We believe that the increase in margins (compared to 2007) is 
mainly due to a reduced contribution of Emaar's US subsidiary towards 
overall sales (which had 0% gross margins during 1Q08). Moreover, 
higher contribution of high margin sources of revenue namely 
hospitality (yielding margins of around 70%) would have also led to 
growth in margins.  

 Exponential growth in profit share from associates - The contribution of 
Emaar’s subsidiaries grew exponentially during the first half and was 
recorded at AED242mn compared to AED50mn during 1H07, indicating 
a growth of 387% during the 1H08. 

All Figures in AED millions 2Q 08 2Q 07 YoY 1H08 1H07 YoY
Revenues 4,240 4,234 0.1% 8,201 8,203 0.0%
Cost of Revenues (2,318) (2,679) -13% (4,349) (4,686) -7.2%
Gross Profit 1,922 1,555 24% 3,852 3,517 10%
Gross Margin 45% 37% 47% 43%
Selling, General and Admin Expenses (623) (490) 27% (1,249) (962) 30%
Other Income 263 463 -43% 479 673 -29%
Share of Results from Associated Companies 104 23 357% 242 50 387%
Profit Before Tax 1,666 1,551 7.4% 3,324 3,278 1.4%
Income Tax Expense (1) (3) -67% (2) (11) -78%
Profit After Tax 1,665 1,548 7.6% 3,322 3,267 1.7%
Profit attributable to Minority Shareholders (5) 10 -149% (7) 12 -156%
Profit available to Shareholders 1,660 1,558 6.5% 3,315 3,279 1.1%
EPS - Rep. in AED @6.091bn shares 0.27             0.26         0.54        0.54        

 
 Stock Performance remains a concern - The stock has grossly 

underperformed the DFM index over the past year on various concerns.  

 Emaar’s recent run of ill-timed events which dragged its share 
performance; starting with its abandoned land swap deal (which 
raised corporate governance concerns) with the Dubai Government. 

 Emaar’s strategic decision to move away from land sales in favour of 
high value add development business (which we view as a positive 
move) affected short terms earnings growth of the company, much 
to the disappointment of retail investors who continue to have a big 
sway on the stock performance.  

 Emaar’s decision to reduce the cash dividend and the lack of clarity 
among investors initially added to their woes. Emaar clarified its 
dividend policy subsequently however damage had been done 
already. 

 Dubai Government’s latest “policy” about granting resident visas to 
property investors in Dubai led to more concerns. The Dubai 
Government recently announced that property investors in Dubai 
will “not necessarily” get a guaranteed resident visa, which was 
contrary to the general perception in the market. 

 Emaar’s Indian subsidiary’s (Emaar MGF) decision to postpone its IPO 
and the subsequent correction of Indian real estate stock prices has 
led to a lower implied valuation of Emaar’s Indian subsidiary. The 
Mumbai Stock Exchange real estate sector index has lost about two 
third of its value from its peak during Jan 2008, when Emaar MGF 
announced its IPO. 
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  Emaar’s international operations are expected to be a key driver 
going forward. However we feel that the market is waiting to see 
Emaar replicating its success abroad, as the company’s strong 
performance has so far come from a relatively safe domestic market 
where they benefitted from government support. 

 Subdued earning growth expected in 2008 has contributed to 
dampened investor sentiment. The performance of the US subsidiary 
affected by the correction in North American real estate prices also 
affected sentiment this year. 

 Additionally the subdued stock performance of Emaar has 
disappointed investors; leading to a situation where investors exit 
their positions whenever the stock stages even a small rally, pulling 
the price down further. As a result Emaar has during the past few 
quarters been trading in a narrow range. 

 
Chart 2: Emaar Properties Share Performance 
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Source: SICO Research, Company Data 
 

 Nevertheless , we feel that Emaar is set to post strong earning 
growth of about 50% during 2009 contributed by an increase in 
share of profits from associated companies (mainly from King 
Abdullah Economic City in Saudi Arabia) as revenue gets recognized 
by Emaar Economic City (Emaar’s Saudi associate) from next year 
onwards. Strong sales from Emaar’s JV with Bawadi are also 
expected to contribute to profits going forward. 

 
 Valuations remain appealing – We maintain our “Over-weight" stance 

on Emaar Properties with a fair value of AED18.4/share. Our earnings 
and valuation estimates shall be reviewed once the detailed quarterly 
statements are released by the company. Emaar currently trades at a 
P/NAV of 0.59x based on the reported Dec. 2007 NAV. It also trades at a 
P/E and PBV of 9.0x and 1.4x based on 2008 expected earnings and 
equity. These represent a steep discount to the overall UAE market, 
which trades at a forward PE of 13.2x and PBV of 2.9x.  

 Lack of triggers – We do not see any triggers for the time being which 
can actually lead a reversal of Emaar’s fortunes and to a rally in share 
price. We believe that higher visibility of 2009 earnings (which we see 
towards the end of the year) and project updates on international 
operations can help realize the upside.  
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Past performance is not necessarily a guide to future performance. Nothing in this report should be construed as investment or 
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offer to buy or sell such securities or any related investments. Additional information on the contents of this report is available on 
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