
 

 

Dubai’s growth in real estate, especially during the last decade is attributed 
to government efforts aimed at establishing the Emirate as a leading desti-
nation for business and travel. These efforts are manifested in a robust mi-
croeconomic model for households, which acts as a primary driver for skilled 
expatriates to flood into Dubai, in pursuit of higher living standards, thus 
creating significant demand, predominantly for residential real estate. 
 
The recent downturn in residential prices with reductions of ca. 9% in prices 
during the last quarter of 2008 has however, cast doubt over the credibility 
of the real estate boom. We believe that the current state of the market 
reflects, in addition to the presence of speculative elements, a decline in 
local and foreign investor demand in the property asset markets due to the 
infusion of the global recessionary environment in Dubai, which threatens to 
create an oversupply of 25,000 residential units in 2009. Accordingly, we 
foresee a continuation of the current declining sentiment, forecasting a 23% 
reduction in prices to AED1,580 per square foot in the same year. 
 
Leveraging strong government patronage, Emaar Properties, the twelfth 
largest real estate developer globally, is well positioned to weather the cur-
rent slowdown, having benefited significantly from the real estate boom in 
Dubai by extending its land bank from 18 million square meters in 2003 to 
519 million square meters in 2007 while increasing its NAV to AED16.89 per 
share. By the end of the year 2008, Emaar managed to develop a portfolio 
of development projects which has a construction value in excess of 
USD100 billion across 17 countries. 
 
Based on operations which are fully consolidated into Emaar Properties fi-
nancials, Emaar has engaged itself in projects which are expected to in-
crease its current stock  of residential deliveries from ca. 22,000 in 2008 to 
ca. 156,000 residential units over the next decade, representing unrealized 
revenues and costs of AED196 billion and AED148 billion. 
 
Consolidated revenues of an anticipated AED18,876 million in 2008 are ex-
pected to grow at a CAGR of 33% to AED33,400 million in 2010. Concur-
rently, net profits of AED7,224 million in 2008 are expected to grow at a 
CAGR of 12% to cross the AED9,000 million mark in 2010.   
 
We have derived an AED13.51 per share value for Emaar incorporating a 
sum of the parts methodology to value company operations in different 
countries. On the basis of a 497% upside potential, we initiate coverage 
with a strong buy recommendation on the stock. 
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Stock Performance Chart 
(AED / Share) 

Fiscal Year 2006a 2007a 2008e 2009f 2010f 
Revenues  

14,006 17,566 18,876 24,726 33,399 
Growth 68% 25% 7% 31% 35% 
EBITDA Margin 41% 28% 38% 30% 23% 
Net Income  6,371 6,575 7,224 8,777 9,003 
Net Attributable  Income 6,371 6,575 7,224 8,777 9,003 
EPS (AED) 0.78 1.05 1.08 1.19 1.50 
EPS Growth 35% 3% 10% 26% 5% 
DPS (AED) 0.39 0.20 0.20 0.24 0.21 
Book Value / Share (AED) 

4.92 6.00 6.88 8.08 9.35 
P/E (x) 2.16 2.09 1.91 1.51 1.44 
Dividend Yield  17.2% 8.8% 8.8% 10.8% 9.1% 
P/BV (x) 0.46 0.38 0.33 0.28 0.24 
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The global banking crisis 
has manifested itself in 
emerging concerns regard-
ing the financing of the 
real estate boom in Dubai  
and the concurrent decline 
in investor demand for the 
purchase of property has 
induced concerns over 
declines in prices 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Residential property prices 
appreciated to a peak of 
AED2,147 per square foot 
in October 2008, repre-
senting a 41% increase, 
versus the year opening 
price of AED1,523 per 
square foot, before declin-
ing by 9% to AED1,954 
per square foot 
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Dispelling Myths Surrounding the Dubai Market 

Dubai has experienced an unprecedented boom period since the first half of the current decade that has  
presented significant opportunities for investment in real estate in the Emirate. In our 1HFY08 outlook on 
Dubai real estate titled “Medium Term Outlook Suggests Continued Buoyancy” we presented our opinion that 
Dubai’s prices across all segments of the real estate property market were expected to remain buoyant, 
premising our assertion on robust macroeconomic and demographic fundamentals. Subsequent to the pub-
lishing of our previous report however , the dynamics of the property markets have changed appreciably, 
leading us to review our position on the future of the Dubai real estate market. These unforeseen circum-
stances that have compelled us to revisit the market, represent an extension of the initially United States-
centric subprime credit crunch into the global banking crisis, which has more specifically manifested itself in 
emerging concerns regarding liquidity in the UAE banking sector and the refinancing of debt for Dubai’s gov-
ernment-owned companies in real estate and other businesses. Hence, Dubai has experienced a reduction in 
demand, predominantly for residential real estate, that has induced concerns over declines in prices. In the 
market section of this report, we present our revised demand and supply estimates for residential real estate, 
which in our opinion is the most susceptible to the current bearish sentiment. Furthermore, we also comment 
on the implications of the rapidly evolving market conditions for real estate developers in Dubai. 

Residential Real Estate – Absence of Investor Demand Infuses Bearish Concerns 

Real estate prices of residential units have experienced corrections, which appear to be marginal on a cumu-
lative basis. The basket of residential units that we track appreciated to a peak of AED2,147 per square foot 
in October 2008, representing a 41% increase, versus the year opening price of AED1,523 per square foot, 
before declining by 9% to AED1,954 per square foot as of December 6, 2008. The reversal in price apprecia-
tion trends appears to be a fairly recent phenomenon with apartment and villa prices peaking respectively in 
September and October 2008. This declining pattern in our opinion is reflective of the rapidly evolving de-
mand-supply dynamics of residential real estate in Dubai. In an effort to model these changing fundamentals, 
we derive two separate demand estimates based on the asset and rental markets; the former represents the 
market where properties are bought and sold, and the latter where purchased housing is let to households 
either by investors who buy properties for obtaining rental yields, or by property developers themselves. The 
distinction between these two segments of demand, in our opinion is critical to determining the future course 
of direction for prices. Before detailing the numbers however, we briefly present the framework for analysing 
the two markets individually. 

Asset demand in any local real estate market is lesser than the comparable demand in the rental market due 
to microeconomic factors relating to affordability, as a lesser number of households should potentially be able 
to buy property as opposed to renting it. There is therefore a gap in housing demand for tenancy in the 
rental market, that needs to be supplied either by investors offering buy-to-let options or direct leasing of 
properties by real estate developers to prospective tenants who cannot afford or choose not to buy property 
for their personal accommodation needs. In our view, during the past few years, developers did not feel the 
need to lease out property directly to tenants since a significant number of investors were lured by the suc-
cessful branding of the Emirate as a prime global destination for business and tourism and the dynamics of 
the supply-constrained residential real estate market where shortages in supply for housing needs, specifi-
cally in the rental markets, ensured that historical rental yields remained well-above global averages; current 
evidence points to the presence of rental yields in excess of 10% in newly developed residential accommoda-
tions like the International City. These investors were dominated initially by locals and GCC nationals who 
were allowed to own property in the earlier part of the current decade and were complemented at a later 
stage by expatriates and non-resident foreign investors from European countries including Britain and Russia, 
as  freehold ownership  was  gradually instituted in  Dubai, in an  effort to liberalise the market; investors 
from the United Kingdom injected AED1.6 billion in 2007. During the recent past however, driven by declining  
 

 

Note: Dotted lines represent rental market transactions and solid lines represent asset market transactions;  Housing demand is determined 
by the addressable market for rentals, and includes rented and owner-occupied residential units; Owner-occupied housing demand is de-

rived by households willing and able to afford accommodation for personal needs 
Source: Prime Emirates 
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property values and increasingly challenging political circumstances in their home countries, expatriates and 
non-residents from the Indian Sub-continent have emerged as the leading investors in the Emirate. Indians 
were ranked first amongst investors in the Dubai property market in 2007 and were followed by Pakistanis, 
who achieved the top position in 2008 by investing in excess of AED2 billion in the year. This changing mix 
however, exposed the market to speculative elements with evidence suggesting the presence of investors 
who did not intend to buy property for letting to prospective tenants but were increasingly focussed on arbi-
trage opportunities. In fact, there is appreciable evidence that points to development of speculative buying in 
off-plan properties, specifically from medium income families in the South Asian countries, in the hope of 
selling properties well in advance of making additional payments on their mortgages, subsequent to the initial 
5%-25% down payment. Cognizant of this issue, the real estate industry in Dubai introduced measures to 
ensure that flipping properties was not allowed in cases where the original buyer had not paid a significant 
proportion of the market value of the property. Hence, a market mechanism was introduced during the recent 
past which limited speculative transactions by requiring the payment of a minimum of 30% of the market 
price of a property prior to resale. 

The current market situation, where corrections in property prices – on average – are being experienced, 
reflects the near absence of local or foreign investor demand, and the weeding out of the speculative ele-
ments which has been encouraged by the withdrawal of the condition of the 30% minimum payment against 
the value of the property before resale. With a global recession on the horizon, local & foreign, resident & 
non-resident, and speculative & fundamental investor demand is expected to scale down, exposing the cur-
rent market to reduced purchase and sentiment driven declines in prices. We believe that the current con-
cerns over declines in the prices are primarily due to the dynamics of the asset market where demand is ex-
pected to fall below supply in 2009 despite the presence of surplus demand in the rental market. This asser-
tion represents a slight deviation from the premise presented in our 1HFY08 review for Dubai real estate. In 
the aforementioned report, we expressed the opinion that persisting investor demand would ensure that the 
accommodation needs of the Dubai market would be fully provided for by owner-occupied housing demand 
and investors. In this report however, we choose to distinguish between the two markets, since investors 
would not be willing to buy property due to the increasingly less certain demand outlook which is attributed 
to the current liquidity squeeze in the local and global markets. Before presenting the numbers for the asset 
market however, we revise our assumptions for rental demand and supply, which were originally presented in 
the previous publication. 

Residential Forecasts for the Rental Market 

Dubai’s growth, especially during the last decade is attributed to government efforts aimed at establishing the 
Emirate as a leading destination for business and travel. These efforts are manifested in a robust microeco-
nomic model for households, which acts as a primary driver for skilled expatriates to flood into Dubai, in pur-
suit of higher living standards afforded by the absence of taxes, and low fuel costs, in addition to improved 
salary prospects. The recent infusion of the global recessionary environment into Dubai however, has com-
pelled us to revise our assumptions for the microeconomic model for households, which estimates the num-
ber of individuals belonging to households willing and able to rent a one bedroom apartment based on an 
income-expense analysis. 

In order to arrive at the proportion of the population capable of renting an apartment, we estimate the mini-
mum salary requirement for an individual who would be able to afford housing based on 2008 estimates for 
living expenses. More specifically, we determine, that an individual living alone in a one bedroom apartment 
with a conservative rent and utilities expense of AED152,000 per year or AED12,600 per month would need 
to earn a minimum salary of AED15,000 per month. Mapping this salary on our income distribution data by 
population for Dubai, we conclude that 62.8% of the Emirate’s 1.8 million population – or 1,096,000 individu-
als, which is defined as our addressable residential market – belongs to households who can afford accom-
modation in a one bedroom apartment. This population, with a household size of four leads us to our esti-
mated 282,000 residential unit demand for Dubai at the end of 2008. The 282,000 unit demand represents a 
3.1% decline versus our original estimate of 291,000 units, which was provided in our earlier report on Dubai 
real estate. 

Our latest projections for population are revised downwards from a population growth rate of 7.8% to 4.7% 
in 2009, considering the current slowing down in economic activity in the region which we believe could tem-
per down the flow of expatriate populations to Dubai. Going forward, growth is expected to resume in the 
ensuing years as current liquidity concerns are addressed, both locally and internationally. The resultant im-
pact on population expectations is that the 1.8 million population in 2008 grows to 2.8 million in 2015 as 
against 2.9 million in the previous forecast, representing 2009-2015 CAGRs of 6.7% versus our earlier 7.6% 
assumption. Concurrently, salary forecasts have also been brought down, with past salary increases in double 
digit percentages proving highly unlikely in the wake of the current liquidity crisis. Subsequent to achieving 
our estimated 9.3% growth in salaries in 2008, we forecast a conservative 4.7% percent growth in 2009, 
followed by a 9% increase year-on-year. These assumptions for 2009 are validated by emerging news in Du-
bai that several real estate developers like Damac Properties and Nakheel have already announced layoffs 
equivalent to 2.5% and 15% of their workforces, respectively. 
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Going forward, our revised assumptions for 2009 lead us to conclude that the addressable market grows mar-
ginally by 4.4% to 1,144,000, before resuming normal growth at a CAGR of 6.8% to 1.7 million in 2015. As 
our assumption for household size is maintained in later years, the 282,000 demand for housing units in 2008 
grows to 325,000 units by 2010. 

On the supply side, our captive database for residential deliveries which is validated by several industry 
sources suggests that there should be a supply of 219,000 residential units at the end of 2008 - versus 
254,000 residential units in our earlier report - reflecting an increase in supply of 27,000 residential units by 
the end of the year. The premise for the incremental supply of 27,000 residential units is based on an exten-
sion of a 40% year-on-year delay factor - as presented in our previous publication - to 70% for the following 
reasons: 

• it is in the interest of government affiliated developers to delay projects in the hope of lending sup-
port to prices; and 

• financing constraints, especially in the case of developers who have shelved plans to raise funding 
from the equity market because of deteriorating market conditions. 

In later years, we project a supply of 296,000 residential units in 2009 followed by 354,000 residential units 
representing respective yearly increases of 77,000 residential units and 58,000 residential units; the 77,000 
unit number for the 2009 appears inflated since it reflects the spill over effect of the delays in supply from 
2008. The implication of the aforementioned for the latest supply demand imbalances in the market is that 
there is a shortage of 63,000 units in 2008 or 29% of supply, which is eroded completely in 2009 before the 
market achieves an excessive housing capacity of 29,000 units, or 8% of supply in 2010. 

Residential Forecasts for the Asset Market 

The asset market is the market for individuals who purchase residential units, either for their personal accom-
modation needs, or for investment purposes which could either be speculative in intent, or aimed at obtaining 
rental yields or long term price appreciation. The investors, local or foreign, residents or non-residents pro-
vide significant support for the development of the real estate sector in a city or country. As mentioned ear-
lier, the need for these investors arises since purchasing an accommodation is an expensive proposition as 
compared to renting, leading us to conclude that less people can afford to buy residential units required to 
meet the housing needs of the population. We try to capture this critical facet of residential real estate mar-
kets with the objective to arrive at insightful forecasts for real estate prices and rents; the former being 
driven by the asset market and the latter by the rental market. 

Source: Prime Database/ Estimates 

Rental Market for Residen-
tial Real Estate ('000) 2008 2009 2010 

Population 1,755  1,837  1,979  

Addressable Population for 
Rental Demand 1,096  1,144  1,245  

Rental Demand for Residential 
Units 282 296 325 

Supply of Residential Units 
219 296 354 

Surplus/ (Deficit) in Residential 
Units -63 0 29 
Gap - % of Supply -29% 0% 8% 

Source: Prime Database/ Estimates 

Asset Market for Residen-
tial Real Estate ('000) 2008 2009 2010 

Population 1,755  1,837  1,979  

Addressable Population for 
Assets Demand 993  1,054  1,169  

Asset Demand for Residential 
Units 254 272 305 

Supply of Residential Units 
219 296 354 

Surplus/ (Deficit) in Residential 
Units -35 25 49 
Gap - % of Supply -16% 8% 14% 
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We differentiate between 
rental and asset market 
demand by conducting an 
affordability analysis, 
which reveals that the 
addressable size for the 
rental market is apprecia-
bly greater than the ad-
dressable market size for 
the population of house-
holds that can afford to 
purchase residential prop-
erties 
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In order to arrive at estimates for demand in the asset market, we extend our microeconomic income-
expense analysis to incorporate mortgage expenses as opposed to rental expenses in the expense structure 
for households. Building a representative monthly mortgage for a 1,000 square feet one bedroom apartment 
at a price of AED2,000 per square foot, the yearly payment required to service the mortgage priced at 8.5% 
and with a loan to value ratio of 60% is ca. AED125,000. Additionally, we also include an opportunity cost of 
capital at the mortgage rate of 8.5% against the 40% down payment, leading us to a combined mortgage 
related cost of AED208,000 annually. 

Mapping this expense structure on the income profile data for Dubai, we conclude that 56.6% of the popula-
tion of Dubai belongs to households capable of purchasing residential units in 2008. The addressable market 
size in the asset market is therefore 993,000 households at the end of 2008, leading us to our local asset 
market demand of 254,000 residential units based on a household size of four. When compared with the ex-
pected supply of 219,000 residential units, there is a deficit of 35,000 residential units. This turns into a sig-
nificant 25,000 residential units surplus in the ensuing year, which nearly doubles to 49,000 residential units 
in 2010. 
Distinction between Asset and Rental Markets for Residential Real Estate 

The presence of variations in rental yields clearly leads to the assertion that the drivers for prices and rents in 
the respective real estate asset and rental markets are different. It is important, therefore to identify the spe-
cific factors that distinguish between the dynamics of the two markets. In terms of demand, we differentiate 
between the two by conducting the aforementioned affordability analysis, which reveals that the addressable 
size for the rental market is appreciably greater than the addressable market size for the population of house-
holds that can afford to own housing. 

 

 

 

 

 

 

In our opinion, the addressable market size for rentals, representing 1,096,000 individuals in 2008, includes 
populations or households that can either afford to buy residential accommodations, or can afford to rent 
them only. However, the corresponding 993,000 individual addressable asset market only includes house-
holds who can afford to purchase accommodation. Practically, individuals who can afford to buy apartments 
or villas could consider renting premises for their personal accommodation needs. However, we are more 
interested in the 103,000 individual difference in the two addressable market sizes, which represents house-
holds who cannot afford to buy property and hence are forced to rent to provide for their accommodation 
needs. We use this difference in the addressable market size, and its associated 28,000 demand for housing 
units to explain the variation in dynamics for prices and rents in the asset and rental markets. We believe that 
there is a need for investors to buy these ca. 28,000 properties in 2008 before they can be rented out. In the 
past, this void in the market, in our opinion was filled either by investors from the UAE, or abroad, and in the 
current market conditions where there is shortage of liquidity, the impending risk to the real estate market is 
that these investors will no longer be willing to purchase properties, which is what could be the primary factor 
in influencing the current pricing direction in the market.  
Rents, Prices and Yields for Residential Real Estate 

In our previous report, our premise for Dubai was that the asset market dynamics did not differ significantly 
from the rental market since there were enough investors, both local and foreign to buy property which could 
be further lent to prospective tenants irrespective of the presence of a gap in the demand for asset and rental 
residential real estate markets. The current state of the market where there are concerns over bearish senti-
ments in prices is reflective of the absence of global investor demand which has been induced by a general 
erosion in wealth of investors and a lack of liquidity in the global banking sector, as a result of the fallout of 
the predominantly United States led subprime crisis. Additionally, the liquidity issues facing local banks which 
have been precipitated by the lack of liquidity in the global banking sector have also impacted demand nega-
tively by creating uncertainty amongst investors and through a tightening of LTV ratios.  

The rental market is independent of LTVs and continues to be dominated by the demand supply market dy-
namics presented in our previous publication. We utilize information regarding the relationship between the 
historical deficit measured as a percentage of supply and price changes to forecast rents in the coming years. 
Additionally, we incorporate inflation expectations to come up with our estimates which suggest that rents in  

Source: Prime Database/ Estimates 

Rental and Asset Residen-
tial Real Estate ('000) 2008 2009 2010 

Addressable Population for 
Rental Demand 1,096  1,144  1,245  

Addressable Population for 
Assets Demand 993  1,054  1,169  

Rental Demand for Residential 
Units 282  296  325  

Asset Demand for Residential 
Units 254 272 305 
Investor Demand 28  24  21  
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We expect a 23% reduc-
tion in prices during 2009 
to AED1,580 per square 
foot 
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the leasing markets for residential real estate are expected to experience a net 35% appreciation to close at 
AED152 per square foot in 2008. During 2009, the higher demand in the rental market due to the arrival of 
more expatriates in Dubai, albeit at slower growth rates, in addition to inflation expectations ensure that 
rents grow to ca. AED160 per square foot. Going forward, however, we expect the market to experience re-
ductions in rents to AED148 per square foot in 2009 with an 8% surplus capacity in the market. It is pertinent 
to note however, that the 5% rental cap introduced in the Dubai market in recent years should no longer be 
required given our forecasts. In general though, we believe that the 5% rental cap has exerted a downward 
impact on the rental rates. However, the intended effect was not fully realised as the regulation was only 
applicable to renewals of contracts. This is evidenced by a rental rate increase of 13% and 11% respectively 
in International City and Jumeirah Lake Towers from 2QFY08 to 3QFY08; with significant fresh rollouts of 
these properties in the rental market from these areas, the quarterly rental increases are well above the 
regulatory cap. On a cumulative basis, however, rents only managed to grow by 4% for apartments during 
the quarter suggesting a definite slowdown which is induced by two factors in addition to the rental cap: in-
troduction in medium quality housing in International City; and a reduction in the gap in the rental market 
from 39% in 2007 – as highlighted in our previous report – to an expected 29% of supply at end of the cur-
rent year. As compared to apartments, villas posted a greater increase of 11% though with Asteco reporting 
an increase of 25% in Downtown Burj Dubai. 

Prices of residential properties experienced a significant appreciation during the first three quarters in 2008 
by an average of 41% to AED2,147 per square foot before experiencing marginal corrections in the last quar-
ter. During the first 9-10 months however, villas registered greater price increments versus apartment at 

43% and 35% respectively. As mentioned in the rentals market section, this is partially due to the introduc-
tion of apartments targeted at the middle income class in the International City. The bulk of the price in-
creases across villas were concentrated in Downtown Burj Dubai, Palm Jumeirah, Emirates Hills and The 
Meadows in the 35%-61% range. Subsequently, however, prices appear to have taken a downturn which 
appears to be persisting more in villas as opposed to apartments. Subsequent to the peak villa price of 
AED2,067 per square foot observed in September 2008, villa prices have fallen by ca. 12%. Apartment prices 
however, have fallen by 7.8% versus their late October 2008 peak of AED2,182 per square foot to AED2,011 
per square foot.  
The direction established by these pricing trends points towards an increasing lack of confidence among in-
vestors, which in our opinion is fuelled primarily by liquidity factors including the introduction of lower LTV 
ratios. Based on our analysis of the direction established by prices in 4QFY08 and incorporating a fast eroding 
16% supply deficit in the asset markets in 2008, our expectation for the year-end price is AED2,053 per 
square foot, representing a cumulative 32% appreciation versus the 2007 price of ca. AED1,500 per square 
foot. Going forward, the perpetuation of the current slowdown in the markets in 2009 and the emergence of 
an 8% surplus supply in the asset market leads us to conclude that prices should fall by 23% to AED1,580 
per square foot. Subsequently, a possible return of demand to the asset market as the liquidity crunch settles 
down leads us to conclude that the prices of residential units are expected to hold their ground closing at 
AED1,548 per square foot.  

Source: Prime Database/ Estimates 

Prices and Rents for Resi-
dential Real Estate (AED 
per square foot) 

2008 2009 2010 

Gap in Asset Markets (%) -16% 8% 14% 

Price Appreciation (%) 32% -23% -2% 

Price 2,053 1,580 1,548 
     
Gap in Rental Markets -29% 0% 8% 

Rents Appreciation (%) 35% 5% -7% 

Rent 152 159 148 
        
Rental Yields (%) 7.4% 10.1% 9.6% 

Source: Alineah 

Price Evolution in 
2008 

Price - AED Per Square Foot Growth vs. Previous 
Year Decline 

versus 
Peak 

Peak Price 
Date 3-Jan-08 Peak Current Peak Current 

Apartment 1,567 2,182 2,011 39.2% 28.3% -7.8% 25-Oct-08 

Villa 1,419 2,067 1,821 45.7% 28.3% -11.9% 15-Sep-08 
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The Way Ahead – Implications of Current Pricing Trends for Dubai Real Estate 

Dubai has achieved significant success in recent years, attracting huge investor interest in its real estate in-
dustry by marketing itself as a destination for business and tourism, and capitalising on its infrastructure 
driven boom. This period of continued growth in real estate that commenced in the early part of current dec-
ade was realised through the gradual liberalisation of the real estate sector and through successful execution 
of landmark projects like the Dubai Mall and the Downtown Burj Dubai development subsequent to the initial 
success achieved with the completion of Burj Al Arab. Even though Dubai real estate has grown appreciably 
in recent years, the industry, in a manner consistent with property market cycles is susceptible to a down-
turn. In our opinion, the precedents set by the realisation of excessive returns – either through rental yields 
or property price appreciation – on investment in Dubai, invited significant investor attention, resulting in a 
splurge in project launches in the market, thus threatening oversupply. Even though supply concerns were 
not expected to set in before the end of next year, the fallout of the global recessionary environment and its 
implications for investor demand, specifically for the residential property market have led to an early com-
mencement of the downtrend in prices. In this section, we comment on important patterns that are likely to 
emerge in the coming future in the real estate market, in light of the Risks and Opportunities which are pre-
sented in the exhibit on page 9. 

Rental Caps Proving Ineffective in Averting Oversupply Concerns 

The government of Dubai, in conjunction with real estate developers has instituted several regulatory 
changes to manage the pace of increase in supply in the property sector. During the last few years an impor-
tant measure was to manage rental growth on contract renewals which was introduced as 5% during the 
current year. The intent, in addition to making housing more affordable, was to artificially depress rental 
yields, thus limiting the return on investment in the property sector with the objective to limit potential in-
vestments that could lead to oversupply. The desired impact of this regulation, however was not fully 
achieved due to two reasons. The actual rental growth levels were observed to be much higher because of 
the abundant supply of new property which were not subject to the 5% cap. Also, significant investor de-
mand from the Gulf, South Asian and European countries drove prices high enough to obtain excessive re-
turns through appreciation in property values. More recently, the government has been managing oversupply 
by asking government owned companies to slow down deliveries on their projects. This is an effective tool as 
the government indirectly controls ca. 70% of the upcoming supply through its affiliations with real estate 
developers. 

Crisis Committee Formed to Review the Current Market Conditions 

During the recent past, the government set up a crisis committee which is responsible for coordinating a re-
sponse to the current risk exposure for the Dubai real estate market that aims at realising the prospective 
benefits from the opportunities on offer by the current state of the market. Among the primary risks that 
have been the cause of the recent concern regarding property in Dubai is falling demand, which should po-
tentially imply that the surplus capacity, which could translate into falling prices could eventuate earlier as 
opposed to later. However, liquidity concerns facing the real estate developers is an important mitigant, lead-
ing us to conclude that supply would not exceed demand on or before 2009. Also, the current premature fall 
in investor demand is primarily due to non-Dubai factors which include a liquidity squeeze that is induced by 
the global market conditions, since it would not be advisable for investors to lock their funds in property, 
which has a relatively long term investment horizon. Nevertheless, it is evident that the current decline in 
property prices would help in weeding out speculative elements, thus mitigating the risks associated with 
property investments in Dubai and the industry appears to be prepared to promote the fazing out of specula-
tion even at the cost of declining prices by removing the restriction on resale of properties, prior to the pay-
ment of 30% of the market value. 

Crisis Committee Recommends Restrictions in Supply Despite Significant Launches 

Although, the crisis committee is in the process of reviewing the current state of the market in order to coor-
dinate an effective policy response to the bearish sentiments in the market, it has been publicly announced 
that Dubai would consider scaling supply down so that demand continues to outgrow supply. A recent state-
ment by the Director General of the Department of Finance for the government of Dubai, Mr. Nasser Bin Has-
san Al Shaikh, referring to the projected supply of residential units in the Emirate highlighted that the govern-
ment expects a ca. 28,000-34,000 residential units in 2008, followed by 32,000 residential units in 2009. 
These numbers represent a significant deviation from our forecasts and suggest that the government is com-
mitted to ensuring that supply continues lag behind demand in an effort to prevent a decline in prices. The 
implication of this statement however is that projects which have been already launched and partially sold 
during the last one to two years would need to be scaled down despite commitments by developers to deliver 
on properties one to two years subsequent to the launch of sales; even though we assume a 70% year-on-
year delay on rollouts versus launches by the leading real estate developers, the expected 32,000 residential 
units supply in 2009 is less than one-half of our estimate of 77,000 residential units for 2009. 
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Supply Scale-Downs Concentrated on Highly Leveraged Big and Small Developers 

Given the current announcements by the highly leveraged Nakheel and Damac Properties to review their cur-
rent project pipeline, it appears that the majority of the reduction in supply will accrue from these, and other 
government-owned developers; Damac is privately owned by the Sajwani family. Also, projects which have 
recorded substantial sales are less likely to be cancelled suggesting that companies like Emaar which have 
already invested heavily in Burj Dubai and other similar developments are expected to complete these pro-
jects. Projects that will suffer however, in addition to those for  Nakheel and Damac Properties are for smaller 
developers who cannot afford to raise financing at high borrowing rates. These small developers are also less 
likely to obtain further financing from investors by selling their projects off-plan since sales on such projects 
have virtually disappeared from the market. The large listed developers who have managed to raise funds 
from the equity market like Emaar are exposed to fixed costs on their projects in a declining cost environ-
ment, but they are more likely to survive the current liquidity crunch because of the significant appetite for 
greater leverage on their balance sheets. Issues related to small developers have already surfaced and the 
large developers also have the capacity to absorb these small players in the market. We have built a 70% 
delay factor in our numbers for supply, to accommodate for the slowdown in the real estate development 
businesses but believe that investor demand needs to return to market to support prices from 2010 onwards. 

Construction Segment of the Real Estate Value Chain Continues to Exhibit Buoyancy 

The UAE Central Bank Governor, in a recent statement on the pace of the economic activity mentioned that 
the local economy is expected to experience a slowdown in the pace of growth, specifically in the real estate 
and finance sectors, but construction will continue to grow unabated. A possible implication of this statement 
is that the layoffs in the real estate sector, which forms the backbone of the UAE economy will be confined to  

Emerging Risks for Dubai Real Estate 

Depreciating Property Prices: Depreciations in prices fuelled by the absence of investor demand in the 
market is the key risk facing all real estate developers in the Dubai market 

Decreasing Demand: Declining loan to value ratios, in addition to the fallout of the subprime crisis in the 
United States, has forced local and foreign investors to view opportunities in the real estate markets with 
greater scepticism, resulting in reduced demand in property asset markets 

Fixed Contract Costs: Developers in the market exercised their bargaining power to enter into fixed cost 
contracts with construction companies in a construction cost inflationary environment. These developers 
could remain exposed to high costs on current projects in the face of declining construction costs 

Financing Constraints for Developers: The real estate development and construction market remains 
exposed to the reduced capacity of local and multinational banks in the region to finance the real estate 
boom, which is reflected in high costs of financing 

High Leverage: Real estate developers with excessive leverage on their balance sheets are likely to find it 
increasingly difficult to sell units, with the resultant reduction in cash inflows presenting significant chal-
lenges for the completion of their projects 

Off-Plan Loses Appeal: Real estate developers will not be able to sell properties in advance before com-
pletion of their projects 

Emerging Opportunities for Dubai Real Estate 

Reduced Cost of Construction: Sharp reductions in commodity and metals prices are likely to induce 
reductions in the cost of construction. The impact of these reduced construction costs will emerge during 
the next year as current inventories of construction materials for contracting companies deplete 

Flexible Contract Costs: Developers in the market who entered into flexible contracts could benefit from 
reduced construction costs 

Decreasing Land Prices: Developers with significant cash resources should be able to capitalise on the 
global decline in property values by enhancing their land bank 

Low Leverage: The global downturn should present significant opportunities for developers with strong 
balance sheets to acquire businesses in distress, in the local and global markets 

Investment Property: The property rental market is expected to benefit as unsold properties are made 
available for tenancy by developers. There is anecdotal evidence stating that some developers are reducing 
the size of individual apartments in residential buildings to accommodate more rental units in buildings 

Source: Prime Emirates 
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sales and marketing and will not spill over to the construction projects which have already commenced, thus 
ensuring that the infrastructure driven boom for Dubai will continue despite a possible slackening in growth. 
Furthermore, a reduction in the growth of material prices is expected to provide relief, thus enabling con-
struction companies like Arabtec which has a huge backlog of construction projects amounting to USD43 bil-
lion, to continue to grow. Also, it is worth mentioning that to date there is no significant news of financing 
issues faced by construction companies, with the bulk of the liquidity issues concentrated on small real estate 
developers and big non-listed developers like Nakheel and Damac Properties who have not managed to raise 
funds from the equity market during the recent years. Most of the big real estate developers, who have 
raised funds from the equity market are adequately capitalised to meet their future obligations. In terms of 
the financial sector, the problems are confined predominantly to multinationals whose origins do not lie in 
Dubai. Moreover, the strong support extended by the UAE and Dubai governments to support all government 
owned and affiliated business is expected to ensure that all local liquidity strapped banks scrape through the 
current slowdown. 

Developers Likely to Fill Gap in Housing Demand Through Leasing in the Rental Market 

Additionally, another pattern that is likely to emerge in the near future is that developers are forced to resort 
to renting out properties as opposed to selling them. There is evidence in this regard as Emaar has reintro-
duced the Rent-to-Own feature to provide prospective tenants the opportunity to purchase their rented ac-
commodations, thus providing an incentive to develop the market for potential owner occupiers when the 
market conditions improve in the coming years. The rent-to-own feature also makes economic sense since 
rents would continue to lag the trends established by declining prices, thus offering the prospects for increas-
ing rental yields. Furthermore, the introduction of extended payment plans are also expected to provide sup-
port to the market.  
Challenging Local Business Environment Necessitates Diversification of Risk Exposures to Dubai 

The current challenging environment in the Dubai real estate market presents different risks and opportuni-
ties for individual developers in the Emirate. However, all developers are likely to be exposed to the risk that 
prices in Dubai would not continue to appreciate at excessive rates as had been the case during the early 
part of the current decade. Although the government of Dubai is making concerted efforts to provide support 
to the market, the currently prevailing uncertainty in the market suggests that developers would need to di-
versify their risk exposures to the Emirate in the long term. Hence, companies like Emaar Properties, which 
have been aggressively pursuing a strategy to expand to emerging market countries, with strong fundamen-
tals including significant populations and low housing penetration rates, are therefore likely to benefit from 
the current market conditions more as opposed to developers whose business is primarily concentrated in the 
Emirate alone. 
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Emaar Properties PJSC 
Emaar Properties PJSC is best described by the company vision which aspires to grow Emaar to become the 
most valuable company in the world by developing integrated communities in significant growth markets. 
During the first eleven years since its inception in 1997, the company has exhibited significant growth in both 
its operational and financial performance indicators and appears to be forging ahead at a rapid pace towards 
achieving this vision with Emaar’s 2007 revenues of USD4,781 million positioning the company at the twelfth 
place amongst the leading global real estate companies in the world and as the number one company in Mid-
dle East and North Africa. Within the UAE, Emaar’s significance is evidenced by its historic one-half to two-
thirds contribution to the market capitalisation for the Dubai Financial Market, clearly highlighting that Emaar 
is the primary driving force behind the movements in the Dubai financial and real estate markets. Emaar, 
therefore, is integrally linked with the perception of Dubai in the eyes of the investors. This, in our opinion is 
the key reason why the Dubai government uses its leverage to support Emaar. This mechanism for support is 
instituted through the ownership of a 32% stake by the Investment Corporation of Dubai – ICD – in the busi-
ness; ICD, which also owns Nakheel via its investment in Dubai World, is one of the two leading organisations 
in Dubai that manage the full operations and investments of the Dubai government, with the other being 
Dubai Holding. Furthermore, Mr. Mohamed Ali Alabbar, the Chairman for Emaar Properties holds key positions 
in the Dubai government. He is a Director for the ICD, the Director General of the Department of Economic 
Development, Government of Dubai, and a member of the Dubai Executive Council. Along with Mr. Alabbar, 
Mr. Mohammed Ibrahim Al Shaibani, the Executive Director and CEO of ICD also represents the government 
of Dubai as a non-executive Director on Emaar’s board. These multiple roles for Mr. Alabbar and Mr. Al Shai-
bani ensure that Dubai government’s strategic priorities are effectively rendered in the business plans for the 
company. 

Leveraging strong patronage from the government, Emaar has, extended its land bank from 18 million square 
metres in 2003 to 519 million square meters in 2007. This has provided significant impetus to the growth 
model for the business, driven primarily by deliveries on residential units which formed the core of Emaar’s 
business portfolio during these years. Over the same period, fuelled by increases in real estate asset prices, 
predominantly in Dubai and to a lesser extent in the global markets, the value of Emaar’s land bank grew 
nearly six folds to AED118 billion in value prior to the fallout of the subprime crisis on the Dubai market in the 
form of declining investor demand and a concurrent retrenchment of liquidity in the banking sector. Emaar, in 
our opinion, managed to realise significant gains from the property boom in Dubai, managing to deliver ro-
bust growth in sales of residential units. Emaar benefited from this conducive environment by recording con-
sistent growth in sales for every quarter since the first quarter of 2006. Quarterly sales grew from AED1,332 
million in 1Q FY06 to AED5,565 in 1Q FY08, representing a four-folds increase. Although this pace in growth 
is expected to ease down because of the current absence of investor demand, it does, nevertheless represent 
a significant achievement, highlighting that the company has realised phenomenal growth in the value of its 
shareholders, well in advance of the reversal of the historical trend for consistent increases in prices. On a 
cumulative basis, the total cash inflow that can be expected from these sales is AED30 billion. Henceforth, 
with payment plans extending two-three years beyond the actual closure of sale on a property, substantial 
cash inflows should be realised over the period providing for the cash requirements for the completion of the 
current developments, considering especially that margins on individual development property segments of 
the business have historically ranged between 35%-75% in Dubai.   

The strong growth model of the business is reflected in appreciable increases in Net Asset Values - NAV for 
the company through the years 2003-2007. Over the associated period, Emaar managed to more than double 
its NAV from AED7.59 per share in 2003 to AED16.89 per share in 2007. Furthermore, the company acquired 
a land bank of 74 million square meters in Istanbul, Turkey, at a cost of USD400 million which is expected to 
further contribute to an increase in the NAV per share for the company. Hence, despite concerns over declin-
ing prices in Dubai and in the international markets, Emaar’s NAV is expected to benefit from substantial in-
creases in property prices in Dubai during the first three quarters of 2008. 

Source: Emaar Properties; Prime Emirates 
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Emaar’s Growth Story 

In this section, we briefly provide a short history for Emaar in an effort to understand the evolution of the 
business since inception in 1997 and to identify the historical influences which are critical to determining the 
future of the company. We divide the history into four phases, each representing a general theme that is 
distinct from the other; since each phase represents a different strategic priority for the company, there is an 
overlap in the timings for individual phases. Later, we identify the key tenets of Emaar’s current business 
model and present our view on the company’s current positioning with respect to company- and market-
specific risks, challenges and opportunities that confront the developer in the coming years. 

Phase I: Building Market Presence 
Emaar Properties PJSC was established in June 1997 by the government as a master developer with the pri-
mary mandate to develop residential communities which could provide for the housing needs of the Emirate 
through its predominant property development business. This business model was significantly different in 
comparison with Union Properties – the only other listed developer in the Emirate before the introduction of 
Deyaar Properties in recent years – relying on investment properties as a source of income since property 
ownership rights were not available in the market prior to the launch of Emaar. With significant funding re-
sources required for Emaar to develop properties, the company engaged in sequential rights issues which 
provided the initial cash for deployment in the business. These injections of funds provided the early impetus 
as the company launched its first projects including the Emirates Hills, The Greens, Lake Towers, Palm 
Springs & The Meadows – which are all classified as segments of the Emirate Living project in this report, 
Dubai Marina and the Arabian Ranches by the end of 2002. Also, the government provided additional support 
by granting free land to Emaar while gradually instituting limited free foreign ownership, thus creating greater 
visibility to real estate in Dubai and hence attracting the interest of foreigner investors in an effort to develop 
the local property asset markets. 

Expanding the Scope of Business – Horizontal and Vertical Integration 

Although the business remained focussed on developing properties as the primary contributor to long term 
revenues and profitability, Emaar also extended its scope horizontally and vertically during the first phase of 
its evolution. Access to the recurring investment property business was afforded by the introduction of three 
properties – Gold and Diamond Park, Emaar Towers and Emaar Business Park – which remained the main 
source of lease income during the first three phases of the development of the company; the financing for 
the procurement and development of these investment properties was obtained in the form of a USD65 mil-
lion sukuk which was launched in 2004 for a five year term that expires in July 2009. Further, Emaar verti-
cally integrated into the mortgage finance business through the establishment of Amlak Finance PJSC with a 
45% equity stake, which has emerged since its inception in 2001 as the leading property finance company 
controlling around one-third of the share of the market at present. Later on, Amlak also appears to provide 
the basis for establishing Dubai Bank in 2002, making it possible for Emaar to benefit from the infrastructure 
driven banking- and finance- boom in Dubai and the Middle East. 

 

Phase I: Building Market Presence
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Among the key milestones during this incubation phase for the company, however, was the commencement 
of delivery on projects like The Greens, The Meadows and Dubai Marina. This enabled Emaar to acquire a 
durable competitive edge by completing the full development cycle for the delivery of projects much earlier 
than most competing developers in Dubai and the UAE, thus establishing the company as one of the leading 
developers in the region. Most other developers are still in the process of completing this cycle and hence are 
well behind Emaar on the learning curve. Additionally, this achievement also realised significant confidence in 
the company management to embark on developing projects on a much larger scale like the Dubai Mall with 
a 325,000 square metre gross leasable area – GLA – making it one of the largest malls in the world and Burj 
Dubai, the current tallest standing structure in the world at 700 metres. Both these developments are adja-
cent to the AED50 billion Burj Dubai downtown development which is expected to house 28,000 residents.  

Other developments during this phase which chartered the course for the future direction of the business in 
later periods were Clubhouse and Hotel developments at The Montgomery which provided a base for supple-
menting recurring income, but were primarily designed within the broad framework of developing residential 
communities, the concept for which revolved around self sustainability; this concept implies that office, hotel, 
residential and retail, all needs for the tenants of the community were fulfilled within the same development. 
Nevertheless, at the end of this phase, which culminates in the launch of the Burj Dubai downtown develop-
ment, Emaar surfaced as a leading player in the property development business in the Middle East having 
achieved the important milestone of handing over 5,000 homes in October 2004 . The delivery of these 
homes meant improved cash flows for the business as it coincided with the emergence of an increasingly 
favourable environment for the property development business model with prices beginning to grow at un-
precedented levels and the real estate boom gaining increasing credibility with demand driven primarily by 
Asian and Western expatriate workforces who were willing to buy properties well in advance of their comple-
tion. 

Phase II: Establishing a Global Footprint 
The aforementioned announcement for the launch of the Burj Dubai downtown development as early as 2003 
also marked the beginning of the second phase of growth, with the success of the initial phase enabling the 
company to foster global aspirations. An international presence was initially marked by efforts to liaise with 
Giorgio Armani to specifically design hotel rooms and serviced apartments for Emaar in February 2004 in the 
Burj Dubai development. Later the concept was broadened in scope to include similar developments in the 
leading international cities of the world. Concurrent initiatives towards enhancing the land bank were initiated 
with the Jordanian and Libyan governments as Emaar worked in parallel to complete 10,000 homes in the 
year 2005 and launched developments in the UAE including Umm-ul-Quwain Marina and the Shaikh 
Mohammad Bin Rashid Housing Programme. 

Focus on Emerging Markets – Exposure to Countries with Untapped Potential for Growth 

Emaar gained increased acceptability as an important developer on the global map through the publicity gen-
erated by the Burj Dubai project and international alliances with leading names, thus enabling increased ac-
cess to several emerging markets in addition to Jordan and Libya. By the end of 2005, Emaar managed to 
increase its land bank to 40 million square meters of which 29 million square meters belonged to four key 
countries in the Middle East North Africa and South Asia – MENASA – region, namely India, Saudi Arabia, 
Morocco and Egypt. All these countries offered significant opportunities for growth affording access to mar-
kets representing one-fifth of global population in addition to having low penetration of housing by global 
standards. 

The cumulative non-Dubai commitments by Emaar, during the year 2005 alone represented in excess of 
USD40 billion, as part of an aggressive plan to develop a well-diversified pipeline of projects that could guar-
antee sustainable growth in terms of profitability and shareholder value over the following decade with the 
individual development plans extending from a minimum of two to three years to around 10 years. These 
commitments include plans for the AED100 billion King Abdullah Economic City – the 168 million square me-
ters of land bank for which was inducted in Emaar’s portfolio in 2006 – and the USD4 billion planned foreign 
direct investment in India, the largest ever such foreign capital outlay in the country’s real estate markets. 
Additionally, the company also announced several other projects in the year 2006 representing a value of ca. 
USD20 billion in Turkey, Syria, Pakistan, Morocco, and Saudi Arabia, increasing the international portfolio of 
Emaar’s projects to ca. USD60 billion. 

Furthermore, the scope of business is also expected to expand with communication of plans for the develop-
ment of 150 malls in the MENASA region over the next decade , and Emaar’s ventures into education and 
healthcare. The vertical extension of the real estate value chain for Emaar into education and healthcare 
represents, in our opinion, a rendition of the concept of the development of the self-sustaining communities, 
in addition to promoting the corporate image of a firm which is being recognised increasingly as a leading 
multinational. Specific plans for education included the USD4.61 million acquisition of the Raffles Campus in 
Singapore and developing educational institutions that benefit from the same brand name as part of Emaar’s 
projects across the MENASA region. Similarly, healthcare plans include an envisioned USD5 billion investment 
in the region. 
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Phase III: Developing Operational Expertise 
Having chartered the growth of the business to develop a global footprint on the global real estate markets, 
Emaar entered the third phase of its development which was aimed at enhancing international capabilities 
and expertise in the professional management of company operations. The company engaged in three trans-
actions with well-established names including Watt Laing Homes – WL Homes – and Turner International in 
the United States, and Hamptons International in the United Kingdom. 

Watt Laing Homes – Facilitating Management and Project Design Capabilities 

Emaar acquired 100% of Watt Laing Homes in 2006 at a value of USD1 billion. WL homes is a United States 
based home builder, specialising in luxurious single family and multifamily homes in California and Colorado. 
The firm has a long history of operations that extends back to ca. 150 years. In addition to obtaining access 
to the luxury residential market in the United States, Emaar’s motivation for acquiring WL Homes was to ac-
quire international expertise in the development and construction business. To date, Emaar has been actively 
engaged in the process of importing technical knowledge from the United States affiliate, relocating manage-
ment from John Laing Homes – the company that merged with Watt Homes, in 1998 to form WL Homes – 
operations to Dubai and India. Emaar Design Centre has also been set up in California for conceptualization, 
master-planning, development, landscaping and interior design for global development projects for Emaar, 
thus enabling access to skill-sets which are available in the United States. However, Emaar has been experi-
encing difficulties in managing the United States operations, with the subprime crisis impacting the business 
negatively. These issues related to the business, are detailed in the financials section of the report. 

Turner Middle East– Improving Delivery on Projects 

Emaar has also entered into a joint venture named Turner Middle East, with Turner International, a global 
contractor, facilitating exposure to the regional construction industry. This joint venture is a critical part of the 
operations strategy for Emaar, aimed at enhancing project management capabilities which are critical to the 
success of any real estate developer. Subsequent to the joint venture Emaar has exhibited consistent im-
provement in execution of its projects which is evidenced by consistent deliveries of ca. 5,000 homes annu-
ally, during the last three years. 

Hamptons International – Developing Sales and Marketing 

In 3Q FY06, Emaar announced an all-cash 100% acquisition of Hamptons International – Hamptons, a UK-
based realtor. Hamptons was purchased from former parent Wheelock Properties for AED562 million. Hamp-
tons has, subsequently been mandated to handle property sales for the entire Emaar brand on an interna-
tional level, thus making it possible for Emaar to induct the best practices in sales and marketing from mature 
markets in the developed countries into its local and international operations. Additionally, the association 
with a UK based international company affords the company access to a large pool of clients from European 
countries. 

Affiliations in Ancillary Businesses – Importing Non-Core Operational Capabilities 

In addition to the above-mentioned three transactions that have complemented Emaar’s operational profile, 
Emaar has also employed a similar approach to its ancillary businesses including education and healthcare. 
The aforementioned acquisition of the Raffles Campus in Singapore was aimed at bringing in technical knowl-
edge related to an area that did not fall within the confines of Emaar’s core competencies. Similarly, Emaar 
has entered into a strategic partnership with Methodist International, the international subsidiary of the Meth-
odist Hospital in Houston, Texas, in an effort to develop hospitals. The two partners are planning on opening 
hospitals in the UAE, Algeria, Egypt, Saudi Arabia and Turkey in the next five years. In terms of hospitality 
though, Emaar is focussing on developing the capabilities to manage hotels internally. Also, Emaar included 
the serviced residences segment to its portfolio by launching Nuran  serviced residences with a combined 
room capacity of 322, during the year 2006. 

Phase IV: Reengineering the Business to Achieve Sustainable Growth 
A diverse business with multiple avenues for revenue generation, spread both geographically and across sev-
eral lines of businesses, presented a new challenge for Emaar, necessitating a thorough review of the busi-
ness model. Cognizant of the evolving nature of the business, Emaar introduced several changes in its organi-
sation to accommodate the changing business environment including a re-evaluation of the global organisa-
tional structure, a review of the financing strategy for business operations, and a shift in strategy focussing 
on developed properties as opposed to land sales for the generating growth in revenues and profitability. 

Organisational Restructuring – Realigning Focus on Profitability 

The corporate structure was reorganised in the year 2007, when Emaar PJSC was incorporated as the parent 
entity with  the company’s international  markets and  business segments structured as standalone profit 
centres. Within  this framework,  core project  driven businesses  were  split  into  Emaar  Dubai  and  Emaar  
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International with individual country operations structured under the latter. Various investments in the prop-
erty business extending the property development value chain vertically, including Hamptons International 
and Turner International  Middle East were  structured as part of  Emaar Investments.  Retail and  hospitality  
businesses were divided into three profit centres, namely Emaar Malls, Emaar Hospitality and Emaar Hotel 
and Resorts; Emaar Hospitality is a profit centre that manages conventional hotels as opposed to luxury ho-
tels and resorts – including the Armani chain – which fall under the ambit of Emaar Hotels and Resorts. Fur-
ther, Education, Healthcare, and several other businesses in the financial and industrial sectors were classi-
fied as individual profit centres as well. 

In terms of structures for individual country businesses however, Emaar’s engagement is divided into two 
steps. Initially, Emaar’s objective is to set up an entity which is mandated to explore the market for develop-
ment of new opportunities that can potentially be tapped by entering into partnership with local players. Later 
on, when specific plans for the projects are identified, Emaar engages into partnership-based arrangements, 
with local partners, contributing either land or to the construction of the project. This is critical since Emaar 
has predominantly focussed on emerging markets in which property rights are not well-established. Hence, 
Emaar mitigates country specific risks – political, regulatory and business – by liasing with local partners. With 
respect to Saudi Arabia for example, Emaar initially set up Emaar Middle East – EME – with a 61% stake in 
the business and the balance owned by a leading construction group Al Oula. Later on, EME engaged in a 
joint venture with Saudi Arabia General Investment Authority – a government entity – to develop the AED100 
billion King Abdullah Economic City with the local partners contributing land and local business expertise. Ad-
ditionally, EME is independently engaged in the Al Khobar Lakes and Jeddah Gate projects. 

Localised Financing Strategy – Creating Self-Sustainable Operations 

The growth of the business to an unprecedented scale also placed more exacting demands on the financing 
needs of the business with the acclaimed project values based on construction costs for Emaar extending 
beyond the USD100 billion mark. Emaar realigned its strategy by focussing on sourcing funding from debt 
and equity  markets in the individual  country operations,  thereby limiting the  financing  requirements at the  

Emaar Group PJSC

Emaar Dubai Emaar International

Emaar Investment Emaar Malls

Emaar Hospitality Emaar Hotels and Resorts

Emaar Middle East, 
Saudi Arabia – 61%

Emaar the Economic City, 
Saudi Arabia – 31%

Emaar APIC,
India – 74%

Emaar Education Emaar Healthcare

Dubai Bank – 30% Amlak Finance – 45%

Emaar Financial
Services – 38%

Emaar Industries 
and Investments – 40%

Turner International
Middle East – 50%

Hamptons International

Egypt

Emaar-ONA, 
Morocco – 60%

Emaar Morocco

Emaar IGO, 
Syria – 60%

Emaar Syria

Islamabad, 
Pakistan – 67%

Karachi, 
Pakistan – 67%

Emaar MGF,
India – 42%

Canada – 95%

Turkey – 60%Lebanon – 65%

Libya – 50%

ChinaIndonesia

Watt Laing  Homes, 
United States

Emaar Bawadi – 50%
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Emaar Hospitality Emaar Hotels and Resorts

Emaar Middle East, 
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Emaar the Economic City, 
Saudi Arabia – 31%
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Dubai Bank – 30% Amlak Finance – 45%
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Services – 38%
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and Investments – 40%

Turner International
Middle East – 50%

Hamptons International

Egypt

Emaar-ONA, 
Morocco – 60%

Emaar Morocco

Emaar IGO, 
Syria – 60%

Emaar Syria

Islamabad, 
Pakistan – 67%

Karachi, 
Pakistan – 67%

Emaar MGF,
India – 42%

Canada – 95%

Turkey – 60%Lebanon – 65%

Libya – 50%

ChinaIndonesia

Watt Laing  Homes, 
United States

Emaar Bawadi – 50%

Note: Emaar owns 100% - except for Indonesia and China - where share of ownership is not identified 
Source: Emaar Properties 
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corporate holding level. Initial financing needs are met through borrowing from banks as Emaar focuses on 
establishing the base for the project before coming up with specific medium to long term plans for develop-
ments. At later stages, when Emaar enters into long term commitments as in the case of the AED100 billion 
King Abdullah Economic City project, for example, Emaar considers raising funds from the equity markets in 
addition to financing through off-plan sales, the details for which are provided in the “Core Property Develop-
ment Business – Expected to be Robust in the Short-Medium Term”. Emaar the Economic City raised SAR2.5 
billion from the equity market in KSA in 3QFY06 as part of an Initial Public Offering which was oversubscribed 
2.82x. As of December 31, 2008, despite the slump in the global and regional stock markets, the stock was 
up 13% since its flotation to SAR9.10; the scrip has also achieved a high of SAR28 during the previous twelve 
months.  

Subsequent attempts at raising the funds through the equity markets have however, proved to be unsuccess-
ful, especially due of the onset of the subprime crisis on the global financial sector. The company approached 
the Indian equity markets during the first quarter of the year to raise INR60-70 billion for the purpose of the 
Indian subsidiary, Emaar MGF’s developments in the local market with a price band of INR610-INR690. How-
ever, a lacklustre response from the market forced Emaar to withdraw the IPO, with the company announc-
ing that the plans have been shelved for a year. Also, Emaar has deferred plans to raise funds from the 
United Kingdom and United States stock markets with the company announcing that it could revert to its 
strategy for raising funds from equity markets once global stock market conditions improve. The options for 
raising funds however, have been kept open with the possibility that Real Estate Investment Trusts could also 
be used as a vehicle to provide for long term funding needs. 

Limiting Focus on Land Sales – Delivering Long Term Value to Shareholders 

Another critical facet of Emaar’s strategy during the last year has been a deliberate effort to limit reliance on 
land sales as a source for generating growth in profitability. Land sales are a significant driver for growth in 
revenues and profitability for real estate developers in the early years since the inception of the business be-
cause they provide an earlier source of income and cash inflows as compared to developed properties. Devel-
oped properties require longer gestation periods extending from two-three years, but they realise greater 
value for shareholders in the long run since the company realises greater net profitability and net cash flow 
per square meter of land, despite higher margins on land sales. This marked change in strategy, therefore 
reflects an increasingly mature business profile for Emaar, considering especially that Emaar is expected to 
post limited growth in revenues and profitability during the year 2008. Although Emaar continues to record 
land sales, at present, their contribution to revenue has come down appreciably and is expected to average 
at around 5%-10% of total revenue. 

The Way Ahead- Challenges and Opportunities for Emaar 
Emaar has a well-established presence in 17 countries, which are spread across the developed and the devel-
oping world, with each individual country operation presently a unique set of challenges and opportunities. 
Overall however, the expected slowdown in global economic performance is expected to lead to decreased 
activity in the property asset markets across the globe, which could potentially negatively impact the com-
pany business.  However, Emaar has actively engaged itself in enhancing operational and financial capabilities 
that can enable the company to survive difficult economic circumstances. In this section, we identify the chal-
lenges and opportunities that face Emaar in the current market situation and also attempt to determine 
Emaar’s potential response to these individually. 

Huge Project Pipeline Limits Prospects of Significant New Launches 

The current market situation whereby small developers and debt-ridden big developers in Dubai – as high-
lighted in the market section of the report – presents significant opportunities for acquisitions by cash rich 
developers like Emaar. However, Emaar has already developed projects with estimated costs in excess of 
USD100 billion. Moreover, Emaar has also made global acquisitions which have enhanced the operational 
capabilities for the company. Hence, we do not expect Emaar to engage in further acquisitions, despite abun-
dant availability of cash at ca. AED 6 billion, since the primary focus of the business is currently diverted to-
wards developing its current projects. Also, the increasingly uncertain situation in the banking sector necessi-
tates that companies limit their cash commitments to ensure adequate availability for deployment in business 
activities. 

Emerging Market Specific Factors Present Unique Challenges 

Further Emaar also faces the challenge of developing projects in several emerging markets, with each country 
presenting its unique risks. Emaar, for instance was not successful in resolving an issue related to the devel-
opment of projects on a 200 million square metre of land in Libya. Although, local partners were identified in 
Libya as early as 2004, and a memorandum of understanding was signed in 2006 with Development Zone for 
Zwara and Kamasg, and later renewed in June 2007, the final agreement is still pending due to delays in ne-
gotiations with the government. Another issue which still remains unresolved is regarding a USD43 billion 
development of  Bundal and Buddo islands  off the coast  of Karachi in Pakistan.  Potentially, this project 
would  have been the  largest undertaking  by Emaar to date  but a dispute  between the  local and  federal  
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governments regarding the allocation of land to Emaar has halted any progress. Emaar has however not 
committed any capital to the prospective projects in both Libya and Pakistan, thereby limiting its exposure.  

Similarly, Emaar had problems in coordinating its efforts with its local Egyptian partner, ARTOC, which led to 
delays. Emaar eventually purchased the 60% stake owned by the local partner, thereby obtaining complete 
control over the business to resolve the issue. Similarly, Emaar was involved in a dispute over the terms of a 
Memorandum of Understanding with a prospective local partner in Saudi Arabia. Emaar subsequently won the 
dispute in the court, but as in other cases ensured that capital outlays in the country were limited. 

Despite the emergence of these issues which are characteristic of most emerging markets, Emaar has man-
aged to limit its exposure. Other issues related to ownership rights in countries like India still remain. Emaar 
for example has procured land, the ownership for which has not been completely transferred. Nevertheless, it 
must be recognised, that these risks should be expected when large scale investments are made in emerging 
countries. Emaar however, attempts to mitigate such risks by coordinating with local governments, or liasing 
with local partners who have the local knowledge of the market. 

Emaar Partially Insulated Against Market Risks 

Emaar’s diverse exposure to projects in excess of USD100 billion suggests that the perceived fears regarding 
declines in prices of the property markets in Dubai will not be as pronounced on profitability as implied by a 
23% decline in prices in 2009 since Emaar has already locked sales on its current pipeline of projects which 
are detailed in the next section. Also, perceived concerns regarding default on mortgage payments, which 
could potentially induce delayed cash inflows, are partially allayed by the presence of a significant Dubai in-
vestor population that can afford to make mortgage payments. The exposure to the expected slowdown 
should be confined to unsold segments of projects which on average represent one-fourth to one-thirds of all 
launches to date. 

The risks to cash flows and margins however predominantly lie in new launches of projects, both in Dubai 
and abroad. These risks are partially mitigated because of an expected reduction in the cost of construction 
which is attributed to sharp reductions in oil and construction based material prices. Although, our projections 
highlight a reversal in pricing trends in 2009, we employ a conservative approach by not incorporating the 
expected reduction in cost of materials in our financials section. Going forward, however, we do expect 
Emaar to change its policy of entering into fixed price contracts with construction companies which, in the 
past, partially insulated the real estate developer against substantial increases in costs of construction ex-
tending up to a maximum of 40% during the year leading to 1HFY08 end based on information available from 
company sources. 
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Operational Profile of the Business 
Emaar’s robust business model derives its strength from the favourable real estate investment environment 
that was partially induced by the gradual liberalisation of the real estate sector, the strong macroeconomic 
and demographic trends in Dubai, and the microeconomics of individual households and businesses, thus 
creating significant demand for the residential, office, retail and hospitality segments of the real estate mar-
kets. Additionally, the consequent high potential for rental yields and capital appreciation, which was a reflec-
tion of a significant undersupply in all the segments of the real estate market attracted investors from both 
the GCC countries and abroad to divert their investments towards real estate in Dubai, thus inducing signifi-
cant appreciation in prices through sales on both on- and off-plan properties. 

Core Property Development Business – Robust in the Short-Medium Term 

Although the increase in prices coincided with increases in cost of construction during the years leading up to 
3QFY08, Emaar has in the past and is expected to continue to achieve significant margins with the company’s 
developments commanding a premium over the market. The table below represents the profile for an aver-
age project as part of a Dubai-based development property for Emaar with a cost of AED347 million and a 
sales value of AED495 million, representing a margin of 43%; this project profile serves as a benchmark for 
all developments undertaken by Emaar in Dubai and abroad and also serves as the basis for our forecasts. 
Sales and hence cash inflows commence six month after the commissioning of the project which has a life of 
two and half years and continue till the delivery of the development to the prospective buyers. Over the 
course of the project, however, the cash inflows continue to offset the outlays required for the completion 
such that Emaar only needs to finance ca. 15% of the total AED347 million cost during the course of develop-
ment of the project. This need for cash financing is further minimised considering that Emaar has already 
entered a phase where Emaar is completing delivery on several big developments like Emirates Living which 
were initiated before the year 2000 or during the first half of this decade. Emaar therefore has generated 
significant cash from its development property business which has been effectively deployed in diversifying 
the income stream for Emaar, both geographically and across business lines.  

The cash flows for an average project are also supported by strong data for sales, which shows that Emaar 
has consistently managed to attract significant investor attention on launch of its projects. As of the end of 
2QFY08, Emaar had launched 12,042 residential units of which 70% or 8,452 had been sold. With the bulk of 
the sales on international projects commencing in the year 2007, this represents a significant achievement 
and clearly highlights the increasing acceptability of Emaar as one of the leading real estate developers glob-
ally. However, with current market conditions deteriorating, it is unlikely that such past success would be 
replicated in the coming one to two years. Nevertheless, the positive impact of these sales would flow 
through to financials during the years 2009 and 2010. 

 

Average Project Profile for 
Emaar in Dubai Start Month 6 Month 12 Month 18 Month 24 Month 30 

Cumulative Cash Flows  - AED Million  
Net Cash Flow (48) (46) (27) 3  88  148  

Cash Inflow 0  70  158  272  396  495  

Cash Outflow 48  116  185  269  308  347  

Percentage of Total For Project        
Net Cash Flow -32.4% -31.1% -18.2% 2.0% 59.5% 100.0% 

Cash Inflow 0.0% 14.1% 31.9% 54.9% 80.0% 100.0% 

Cash Outflow 13.8% 33.4% 53.3% 77.5% 88.8% 100.0% 

Net Cash Flow -13.8% -13.3% -7.8% 0.9% 25.4% 42.7% 

Cash Inflow 0.0% 20.2% 45.5% 78.4% 114.1% 142.7% 

Cash Outflow 13.8% 33.4% 53.3% 77.5% 88.8% 100.0% 

Percentage of Cost 

International Launches 
and Sales 

2QFY08 1HFY08   

Units Offered Units Sold Units Offered Units Sold Units Offered Units Sold 

Saudi Arabia 684  541  854  607  1,584  1,131  

Egypt 274  286  390  286  1,757  1,178  
Syria 49  34  259  251  455  318  
Turkey 48  73  48  76  208  141  
Pakistan 1,079  634  1,079  634  1,331  884  

Morocco 158  78  187  106  316  218  

India 536  426  931  932  6,391  4,581  
Total 2,828  2,072  3,748  2,892  12,042  8,451  

Launches to Date   

Source: Emaar Properties 

Source: Emaar Properties 
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Current Project Portfolio for Emaar 

Emaar has exposure to several markets across the globe with contributions to the business varying across the 
different countries. Noteworthy contributions to the top line that are fully consolidated in the financials for the 
company are derived from five countries including Saudi Arabia, Egypt, Pakistan, Morocco and Turkey in addi-
tion to the UAE. Based on operations which are more than 50% owned and are fully consolidated into Emaar 
Properties financials, combined with the UAE operations, Emaar has engaged itself in projects which are ex-
pected to increase its current stock  of residential deliveries from 22,000 to ca. 156,000 residential units over 
the next nine years. Adjusting for the share of ownership of Emaar in individual projects the cumulative num-
ber for residential deliveries is 137,349. Of these, UAE represents the predominant share with deliveries of 
90,408 ownership-equivalent residential units. The units which have not been delivered to date  represent a 
total construction cost of ca. AED150 billion which would need to be generated from Emaar’s internal re-
sources, or the equivalent of AED15 billion per year over the next decade. Although, Emaar is expected to 
generate combined revenues of ca. AED200 billion, representing a near 25% margin, an expenditure of 
AED15 billion per year presents exacting demands on the business. Emaar, however is expected to manage 
its cash flows based on the robust cash flow model which was presented above and serves as a benchmark 
for all international developments. It is important to note however, that in view of the deteriorating market 
conditions in the global real estate markets, we have assumed very conservative margins in the 13%-20% 
range, which we believe should be fairly conveniently achievable for the company in the present circum-
stances. 

 

Emaar Project Snapshot Freehold 
units Start Completion Ownership - 

% 

Unrealised 
Revenue - AED 

Million 

Unrealised 
Cost - AED 

Million 
Margin - % 

Dubai        
Burj Dubai 28,064  2003 2014 100.0% 51,783  26,535  48.8% 

Arabian Ranches 4,212  2002 2010 100.0% 1,063  496  53.4% 

Dubai Marina 5,029  1998 2009 100.0% 2,121  1,164  45.1% 

Emirates Living 14,020  1998 2009 100.0% 4,159  2,218  46.7% 

L'Ussaily 29,583  2009 2018 100.0% 40,787  35,394  13.2% 

JV with Bawadi 19,000  2008 2017 50.0% 26,030  22,220  14.6% 

 99,908     125,943  88,027  30.1% 

Saudi Arabia        
Al Khobar Lakes 3,300  2006 2014 61.0% 5,572  4,788  14.1% 

Jeddah Gate 6,000  2007 2014 61.0% 7,409  5,945  19.8% 

 9,300     12,981  10,733  17.3% 

Egypt         

Marassi 7,390  2008 2015 100.0% 12,827  11,067  13.7% 

Uptown Cairo 7,384  2008 2014 100.0% 10,127  8,738  13.7% 

 14,774     22,954  19,805  13.7% 

Pakistan         

Crescent Bay – Karachi   4,825   2008    2013   67.0% 1,317  1,137  13.7% 

 8,524     2,642  2,279  13.8% 

Morocco         

Tinja 2,950  2007 2013 100.0% 3,887  3,345  13.9% 

Saphira 16,500  2008 2018 100.0% 24,760  21,359  13.7% 

Bahia Bay 2,730  2007 2014 50.0% 1,859  1,601  13.9% 

Amelkis III 440  2006 2009 50.0% 84  71  15.3% 

Amelkis II 310  2006 2008 50.0% 27  21  19.8% 

  22,930     30,615  26,397  13.8% 

Turkey         

Tuscan Valley 555  2006 2010 60.0% 434  369  15.0% 

 555     434  369  15.0% 

         

Total 155,991     195,570  147,610  24.5% 

The Highlands - Islamabad   1,952   2009    2013   47.0% 739  638  13.7% 
Canyon Views - Islamabad   1,747   2007    2012   47.0% 586  504  14.0% 

Note: The above data incorporates projects which are fully consolidated in the financials 
Source: Emaar Properties; Prime Emirates 



 

 

Emaar Properties 
Replicating the Dubai Miracle Abroad 

December 31, 2008 

UAE 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Prime Research 19 

Recurring Sources of Leasing and Hospitality Income 

Apart from residential, other important segments of the business which are expected to derive growth while 
also providing a  recurring and stable  source of income in the  coming years  are leasing and hospitality. 
Currently Emaar has a retail space of 430 million square meters, which is expected to contribute to a leasing 
revenue of AED397 million during the current year as against an estimated ca. AED280 million during the 
year 2007. The majority of the 42% increment in current year revenues is expected to accrue from the 
launch of the Dubai Mall with a gross leasable area of 325,000 square meters in the November 2008. As a 
result of the induction of the Dubai Mall in the rental portfolio, cumulative retail space for Emaar increased to 
430 million square meters. Additionally, Emaar has just launched Dubai Marina Mall on December 22, 2008, 
increasing the gross leasable area by another 35 million square meters to 465 million square metres. Al-
though Emaar has opened the mall, it is not likely to contribute to revenues starting from next year. Going 
forward, the retail space at Emaar’s disposal is expected to grow by nearly three times to 1,366 million 
square metres in 2012. With fairly conservative assumptions for the occupancy for all fresh injections in the 
retail portfolio ranging from 35% in the first year, to a maximum of 85% which is achieved in the third year 
of operations, rental revenues are expected to grow at an impressive CAGR of 65% to AED2,954 million in 
2012. 

Hospitality is another important driver for the recurring revenues for the business with the current hospitality 
portfolio including conventional hotels and serviced apartments, in addition to golf resorts, health and fitness 
centers and Polo and Equestrian clubs. Presently, the contribution for the hotels and serviced apartment ac-
crues from four hotels and two serviced apartment complexes. Three of the four hotels, namely Al Manzil, Al 
Qamardeen and The Palace Hotel with a combined room capacity of 625 were launched during the year 2007 
and The Address Dubai Mall with 244 rooms commenced operations with the opening of the Dubai Mall in 
November 2008. The current room capacity of 869 is expected to generate a revenue of AED485 million with 
the majority contribution accruing from the three hotels which were launched in 2007. Going forward, as the 
number of hotel rooms increases to 1,425 with the induction of three new hotels, Dubai Marina Mall hotel, 
Burj Dubai Lake Hotel and Burj Dubai Armani hotel by 2009, we expect hospitality revenues to increase at a 
CAGR of 40% to AED1,856 million in 2012. These numbers represent an increase in occupancy from 65% in 
the first year of operations to a maximum of 75% in the third year. 
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Financial Performance 
Emaar’s strong historical and forecast financial performance is a direct reflection of the company capitalising 
on robust market environment in Dubai real estate which fuelled immense growth in off-plan sales and the 
company’s successful track record in executing delivery of large scale projects. The growth in off-plan sales, 
partially fuelled by the market and by Emaar’s appreciable record for execution, made it possible for the de-
veloper to sell projects well in advance of completion with cash inflows against sales structured to exceed 
30% of the sales value of a project 12 months after the commencement of work on a project. Similarly, 
Emaar’s quick execution ensured that nearly 50% of the construction costs were completed within the same 
12 months time frame. With Emaar’s percentage of completion methodology for recognition of revenues and 
matching costs necessitating that 20% of costs are incurred on a project in addition to cash receipts of 20% 
of the sales value of a project to assure revenues, Emaar managed to record sales one to two years after the 
commencement of work on a project. This enabled greater visibility on Emaar’s financial statements as com-
pared to the company peers who could not match the industry benchmarks set by the former for execution of 
projects. In this section, we present Emaar’s historical and forecast financial performance in light of the 
above and establish that over its decade long history, Emaar has gradually improved its operations to achieve 
the benchmarks defined to achieve the aforementioned visibility in terms of its financials. In terms of fore-
casts however, primarily because of the rapidly evolving market dynamics dictating a slowdown in off-plan 
sales, we believe there will be a slight extension in the time lag before operational performance flows through 
to financials. Therefore, we adjust our assumptions accordingly to reflect the impact of these emerging trends 
in the market.  

Revenues Increasingly Geared Towards Delivering Long Term Shareholder Value 

Emaar’s increasingly mature business model has manifested itself in an appreciable growth in sales and deliv-
ery of homes, and hence in growth in revenues. Subsequent to their launch in 1998, the two principal reve-
nue driving projects, Dubai Marina and Emirates Living representing ca. 19,000 residential units, Emaar has 
maintained a steady flow of residential deliveries, especially since 2003. During the same year, Emaar crossed 
the milestone of recording cumulative residential deliveries of 1,000 to close the year with residential units 
approaching 1,440 as the company recorded revenues of AED3,721 million. In the ensuing year, as the two 
principal projects gathered pace, Emaar managed to complete in excess of 5,500 residential units in each of 
the following two years, as 2005 closed with 12,918 units and a more than doubling of revenues versus 2003 
to AED8,361 million. Despite lower residential deliveries of 3,270 in the ensuing year, however, 2006 proved 
to be considerably successful as the percentage completion methodology provided increasing support to the 
top line, in addition to the increasing property prices and property sales that bolstered the cash flow position 
of the company. Supported by freehold land sales, which contributed 21.7% to the total, revenues grew by 
67.5% to AED14,006 million, thus establishing Emaar amongst the leading real estate developers in the 
world. 

Having achieved critical mass in 2006 by delivering a cumulative 16,192 residential units by year-end, and 
expecting resumption in the steady flow of deliveries to more than 5,000 in 2007, and as a result of the in-
creasingly favourable environment in Dubai, and globally, with an impressive project profile extending to 
Saudi Arabia and Egypt among other countries, Emaar introduced a conscious policy to reduce reliance on 
land sales.  This policy reflected a focus on delivering long term value to shareholders since, as mentioned in 
the section titled “Limiting Focus on Land Sales – Delivering Long Term Value to Shareholders” Emaar could 
expect to deliver greater revenue, and hence profitability per square meter of land bank in the long run by 
reducing sales on land. Growth in 2007, and predominantly in 2008 is therefore muted by historical standards 
as the company gradually brings about the proposed change in the structure of revenues. Despite a halving 
of  land revenues in 2007 to AED1,496 million versus  the previous year,  revenues  grew by ca. 25% to 
AED17,566 million, with  the one-fifth contribution  of international revenues amounting to  ca. AED3.5 billion 
or 20.2% of the total, predominantly from the United States subsidiary, WL Homes, compensating for the  
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reduction in the share of land sales from 21.7% in 2006 to 8.5%. Subsequently, in 2008, Emaar is likely to 
increase revenues to AED18,400 million representing a year-on-year increase of 4.7% with the contribution 
from land sales remaining below one-tenth of the total for revenues. 

An important accounting change, brought about by Emaar in 2008 was to relocate hospitality revenues from 
“income from other operations” to the top line, expectedly lifting revenues to AED18,900 million. Based on 
estimated comparable revenues of AED17,824 million in 2007, however, the revised AED18,900 million reve-
nues for 2008 reflects an increase of 5.9%. This change is also expected to gradually introduce recurring 
income from rental and hospitality businesses as important drivers of revenues, and hence profitability.  

Going forward, the currently prevailing market conditions in which investor demand continues to constrain 
growth in prices, not only in Dubai but in the global property markets as well, all property developers are 
likely to experience a significant challenge in replicating historical growth. Emaar however, is better posi-
tioned to weather the downturn as opposed to other smaller developers. Leveraging its strong balance sheet 
and a land bank of 519 million square meters, Emaar has successfully developed an impressive project pipe-
line that extends well beyond the coming ten years. Despite reductions in prices, Emaar is expected to rely on 
international development projects to increase revenues by a two year CAGR of 33% to AED33,400 million in 
2010. Concurrently, the contribution of international revenues increases from 20.2% in 2007 to 50.1% in 
2010 with primary contributors being Saudi Arabia, Egypt and Morocco. It is pertinent to note however, that 
international revenues for Emaar reflect consolidated international operations in which Emaar has an equity 
interest of 50% or more. All other international operations are accounted for by the equity method in income 
from associates. 

The primary risk to revenues however remains the United States operations for which we forecast revenues 
to fall from ca. AED3,500 million in 2007 as United States housing prices are expected to continue to decline 
while issues related to demand fuelled by defaults on mortgages are resolved. During the year 2008, we ex-
pect a revenue of AED1,962 million which represents a 44% decline versus 2007 revenues of AED3,511 mil-
lion; this is attributed to a ca. 30% reduction in construction activity in the country and a 16% decline in 
prices according to the data published by Standards and Poor's. Going forward, we expect revenues to 
achieve a low of AED1,319 million in 2010 as construction activity and prices continue to fall with the pres-
ence of 1.7 million excess housing inventory in the United States. In the following years, housing activity is 
expected to pick up with revenues of AED1,454 million expected to be achieved in 2010. 

Gross Profitability Exhibits Consistent Growth Despite Conservative Assumptions 

Emaar’s strong portfolio renders itself in growth in overall gross profitability from AED6,966 million in 2006 to 
AED10,284 million representing a CAGR of 10.2% in 2010 with the respective gross margins in the two years 
being 49.7% and 30.8%. Gross profitability for the predominant property development business asserts itself 
in blended margins for Emaar with its contribution to revenues being maintained in the 74%-90% range 
across the years 2006-2010. Hence, over this period, despite significant revenue contributions from land sales 
with margins in the 60%-96% band, overall margins remain constrained in the 30%-52% range. In terms of 
individual development margins, however, it is important to note that the current expectation for price de-
clines will flow through in terms of reduced margins 
over the course of the coming two years ending in 
2010, implying that development margins on apart-
ments and villas continue to decline in 2010 to 24.6% 
despite our forecasts which suggest that price declines 
will only be experienced in 2009 with properties ex-
pected to hold on to their values in the ensuing year. 
However, we must highlight that property develop-
ment margins are fairly conservative since we assume 
that costs of revenue for developments continue to 
grow at rates of 5% per annum despite the possibility 
that costs of construction could come down with 
global oil and commodities prices retracting apprecia-
bly. 

 

 

Source: Emaar Properties; Prime Emirates 

Contribution to Revenue 2006 2007 2008 2009 2010 
Land 21.7% 8.4% 9.5% 4.6% 5.5% 

Apartments and Villas 74.0% 82.8% 76.1% 88.8% 85.5% 

Rental 1.4% 1.6% 2.1% 3.4% 5.5% 

Hospitality n/a  1.4% 2.6% 3.2% 3.5% 

Other 2.9% 5.8% 9.7% 0.0% 0.0% 
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The decline in gross profitability margins is also partially attributed to the poor performance of Emaar’s United 
States operations. Even though the company has introduced several cost cutting measures, it has been 
largely unsuccessful in averting losses in the WL Homes business with 2008 gross margins of -8% expected 
to come down to -6% in 2009 before the business registers positive margins of 6% in 2010 as growth in the 
real estate sector is expected to revive after a slowdown of two years. 

Income from Associates and Other Non-Property Business Complements Growth in Profitability 

Emaar has a diverse array of sources for income with property related income from associates, in several 
businesses across the MENASA region in addition to income from Emaar’s ancillary business including Amlak 
Finance, Emaar Industries and Investments, and the education and hospital businesses. As opposed to a 
combined income of AED1,502 million in 2007, we expect a reduction to AED87 in the year 2008 as expenses 
related to the opening of malls and hotels exert their influence, and an AED750 million impairment provision 
is recorded against goodwill on WL Homes. Going forward, however, income from associates, predominantly 
from Saudi Arabia, ensures that overall income from associates and other sources grows significantly to 
AED2,274 million in 2009 and AED2,521 million in 2010.  

Net Profit Predominantly Follows Trends Defined by Gross Profitability 

Net profit grew by only 2.8% from AED6,355 million in 2006 to AED6,536 million in 2007 as Emaar reduced 
its focus on land sales and WL Homes, with gross margins as low as 6% exerted a downward pressure on 
profitability. Hence net margins fell from 45.5% in 2006 to 37.4% in 2007. However 2008 has proven to be a 
more promising prospect for profitability with our expectation for a profit of AED7,224 million, up 9.9% year-
on-year with an improved net margin of 38.3% despite an AED750 million impairment on goodwill provision 
on WL Homes and increased pre-operating expenses related to the opening of malls and hotels. The year 
2009 is also expected to fare even better as compared 
to the current year as Emaar continues to realise prof-
its against properties which were sold in the previous 
two years with net profit expected to reach AED8,777 
million representing a year-on-year growth of 21.5% 
despite Emaar’s increasing exposure to taxation and 
minority interest in its international operations which 
further contribute to a reduction in net margin to 
35.5%. The following year, however is expected to 
represent a significant achievement for Emaar as it 
crosses the threshold for achieving a net profit in ex-
cess of AED9 billion, despite the onset of the slow-
down in the property markets in the local and interna-
tional markets. 

 

 

Gross Profit Margins 2006 2007 2008 2009 2010 
Land 87.2% 79.2% 96.0% 60.0% 60.0% 
Apartments and Villas 37.2% 33.9% 42.3% 36.6% 24.5% 
Rental 93.6% 87.4% 81.9% 82.4% 82.9% 
Hospitality n/a 44.7% 58.9% 54.7% 56.1% 
Overall 49.7% 40.4% 51.1% 39.8% 30.8% 
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Valuation – Sum of The Parts Value of AED13.51 per share 

Emaar is exposed to differing risk profiles in its individual operations in different countries. We therefore util-
ise different weighted average costs of capital which are presented in the table below for individual countries 
that are fully consolidated in the financials for Emaar to arrive at a valuation for these operations. The range 
of WACCs employed to arrive at discounted free cash flows for Emaar extends from a minimum of 12.5% for 
Gulf countries reflecting their sound economic fundaments, to a maximum of 18.5% for Pakistan which is 
currently the highest risk exposure for Emaar. The 12.5% WACC for Dubai is based on a cost of 6.86% per 
annum for the AED8.88 million debt expected to be assumed by the company, a 7% market risk premium, a 
risk free rate of 5.71% and a beta of 1.4. Further, employing a conservative perpetual growth rate of 3%, we 
arrive at our DCF estimate of AED11.81 for Emaar’s fully consolidated operations. 

 

Additionally, value contributions from associate operations in India and Saudi Arabia are accounted for using 
the equity method are incorporated by utilising two different approaches. Emaar MGF Land Limited - India, 
which is 41.9% owned by Emaar Properties is valued at AED2.32 per share by applying a 50% discount to 
the minimum value for its IPO which was proposed as INR 610 before the company shelved its plans to raise 
funds from domestic equity markets in the first quarter of 2008. Emaar The Economic City, which is 30.6% 
owned by Emaar is valued at AED0.38 per share by using the company stock price of SAR8.95 as of Decem-
ber 31, 2008. 

In order to incorporate the market values for the aforementioned associate operations for Emaar, we add 
their combined AED2.70 value to the AED11.81 valuation for the fully consolidated operations and subtract 
their AED1.01 book value to arrive at our fundamental value per share of AED13.51. On the basis of an 497% 
upside potential versus the current price of AED2.26 per share, we assign a strong buy recommendation for 
Emaar. The proposed AED13.51 per share value for Emaar also represents a 20% discount to the AED16.89 
per share Net Asset Value per share which was disclosed by the company as part of its audited financials for 
2007. Additionally, the fundamental AED13.51 value also represents a 113% premium over the AED6.34 book 
value for Emaar based on financials for 3QFY08. 

 

Valuation Summary WACC Value Per Share 
- AED 

Emaar Dubai - United Arab Emirates 12.5% 9.26  

Emaar Middle East - Saudi Arabia 12.6% 2.03  

Emaar Egypt 16.5% 0.23  

Emaar Pakistan 18.5% 0.11  

Emaar Morocco 14.6% 0.16  

Emaar Turkey 16.5% 0.02  

Subtotal   11.81  

Emaar MGF Land Limited - India 2.32  

Emaar the Economic City - Saudi Arabia 0.38  

Subtotal 2.70  

Subtract Book Value of Associates 1.01  

Value Per Share 13.51  
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Recommendation Target-to-Market Price (x) 

Strong Buy x > 25% 

Buy 15% < x <25% 

Accumulate 5%< x <15% 

Hold -5% < x < 5% 

Reduce -15% < x < -5% 

Strong Sell x < -25% 

Stock Recommendation Guidelines  

Sell -25% < x < -15%  

Investment Grade Explanation 

Growth  3 Yr. Earnings CAGR > 20%  

Value Equity Positioned Within Maturity Stage of Cycle 

Income Upcoming Dividend Yield > Average LCY IBOR 

Speculative Quality Earnings Reflect Above Normal Risk Factor 
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FINANCIAL SUMMARY 
(Figures in AED million)) 

Source: Company Financials, Prime Projections 

Income Statement 2006a 2007a 2008e 2009f 2010f 

Revenues 14,006 17,566 18,876 24,726 33,399 

Growth 67.50% 25.42% 7.46% 30.99% 35.08% 

COGS 7,039 10,640 9,389 14,887 23,115 

S,G &  Admin. Expenses 1,282 1,938 2,319 2,498 2,667 

Other Operating Expenses - - - - - 

EBITDA 5,684 4,988 7,168 7,341 7,617 

Growth 47.52% -12.24% 43.70% 2.42% 3.77% 

EBITDA Margin 40.58% 28.40% 37.97% 29.69% 22.81% 

Depreciation & Amortization 118 181 227 641 641 

Operating EBIT 5,566 4,807 6,941 6,700 6,977 

Interest Income 367 396 399 439 483 

Non-Operating Income 563 1502 87 2274 2521 

Interest Expense 93 154 115 117 113 

Profit Before Tax 6,403 6,551 7,312 9,296 9,867 

Tax 47 14 28 173 307 

Net Income 6,356 6,536 7,283 9,123 9,560 

Minority Interest -15 -39 60 347 557 

Net Attributable Income - NAI 6,371 6,575 7,224 8,777 9,003 

Growth 34.7% 3.2% 9.9% 21.5% 2.6% 
ROS 45.5% 37.4% 38.3% 35.5% 27.0% 

Balance Sheet  2006a 2007a 2008e 2009f 2010f 

Cash & Marketable Securities 4,846 9,287 8,038 7,530 7,663 

Trade Receivables-Net 601 928 910 944 1,647 

Inventory 11,121 16,194 22,354 30,116 35,000 

Other Current Asset 2,941 3,243 5,716 7,867 12,708 

Total  Current Asset 19,510 29,653 37,019 46,458 57,017 

Other Assets 17,996 17,705 17,237 19,035 20,911 

Projects Under Implementation 3,168 5,480 3,398 6,326 4,533 

Net Fixed Assets 1,017 1,954 7,111 6,519 10,355 

Total Assets 41,690 54,791 64,765 78,338 92,817 

Accounts Payable 1,246 2,536 2,693 5,559 9,109 

Other Current Liabilities 5,019 6,290 9,524 13,030 17,914 

Total Current Liabilities 6,265 8,826 12,216 18,589 27,024 

Interest Bearing Debt 3,992 7,704 9,059 8,800 6,732 

Other Non-Current Liabilities 1,454 1,725 1,579 1,742 2,102 

Total Shareholders' Equity 29,979 36,536 41,911 49,207 56,960 
Total Liab.& Shareholders' Equity 41,690 54,791 64,765 78,338 92,817 

      

Free Cash Flow Statement 2006a 2007a 2008e 2009f 2010f 

NOPLAT 5,519 4,795 6,912 6,537 6,900 

Non-Cash Items 118 181 227 641 641 

Gross Cash Flow 5,637 4,976 7,138 7,178 7,541 

Gross Investments 4,673 6,767 10,770 6,859 4,939 

Non -Operating Cash Flow 435 1,097 -259 420 406 
Free Cash Flow Before Financing 1,398 -695 -3,891 738 3,008 
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