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• Bahrain, with a population of a little over one million and more than 8mn 
tourists visiting the country annually, is strategically well placed to serve as a 
commercial and tourist avenue for a number of neighbouring GCC countries. 
The rise in local population backed by the increase in business establishments, 
favourable demographics, a growing middle class, high disposable income and 
rising oil wealth should boost retail spending in the country.   

• Seef Properties is the only listed Real Estate Company on the Bahrain Stock 
Exchange and provides a unique opportunity to gain exposure to Bahrain’s 
growing real estate and retail sectors. Seef Properties, operator of Bahrain’s 
most popular Seef Mall, remains the most successful mall operator in the country 
with revenues growing over the past five years by 16% CAGR. The Book Value of 
the company has also grown at a stable pace of 13% (5 year CAGR) to reach 
BHD94mn in 2007 from BHD52mn in 2002.  

• Strong capex amidst diversification plans: Seef Properties went on an 
aggressive expansion plan during the past three years spending more than 65% 
of its operating cash flows as capital expenditure, leading to medium term 
strongly sustainable rental income. In our view Seef has a strong portfolio of 
properties, ranging from small shops, garages, showrooms, industrial units in Isa 
and Hamad Town to the prime Seef Mall. The company is also on the move to 
diversify into other property related business segments including setting up 
serviced apartments and managing other types of leasable properties.  

Optg Recurring Net Profit EPS Normalized Normalized 
BHD mn Profit Income chg (%) (BHD) ROE (%) ROA (%)
CY06A 8.0 4.8 6.1 43.7% 0.013 8.1% 7.6%
CY07A 11.7 8.2 8.2 34.7% 0.018 12.8% 11.8%
CY08F 13.3 9.6 9.6 17.4% 0.021 13.8% 12.6%
CY09F 14.2 10.4 10.4 8.2% 0.023 14.0% 12.9%
CY10F 14.9 11.0 11.0 5.8% 0.024 13.8% 12.8%
CAGR (07-10F) 8.4% 10.3% 10.3% NA 10.3% NA NA

Key Financials

Revenues

 

VALUATION RATIOS 

  2007A 2008E 

P/E x 11.3 9.8 

P/BV x 1.1 0.9 

EV/EBITDA x 12.6 10.8 

Div Yld % 5.0 5.5 

TRADING DATA 

Daily Vol (1Y Avg) 340,552 

Daily T/o (1Y Avg $) 158,278 

Issued Ord. shares (mn) 460 

^Closing Price @ May 19, 2008 

 

• Increase in tourists to lead spending growth: The success of Bahrain’s retail 
segment is due to the popularity of the island as a tourist destination for the 
residents of the neighbouring GCC countries. The construction of the USD3bn Al 
Mahaba Causeway linking Qatar to Bahrain shall provide further impetus to the 
inflow of tourists from the world’s highest per capita earner to Bahrain. 

• Immunity from sudden price drop: Permitted foreign ownership in the new 
development areas including the Seef District underlies the expected strong 
demand for retail and hospitality properties in the area. As more than half of 
Seef Properties’ Investment Property lies in the Seef district, we feel that the risk 
of losses in case of any correction in real estate prices is minimal. 

• Initiating with an ‘Over-weight’ rating: Our fair value of BHD0.235 per share 
is based on a blended valuation method and represents an 18% upside potential 
from the current price, while the attractive dividend yield of 5.5% limits the 
downside. The DCF valuation of BD 0.253 per share indicates a potential upside 
of 25%. We expect Seef Properties to continue its growth momentum  amidst 
potential triggers namely (1) launch of Fraser Suites (2) future expansion plans 
post approval of the strategic plan . The stock currently trades at a P/E and P/BV 
of 9.8x and 0.9x based on 2008E earnings and equity, at a discount to the 
broader Bahrain market.  
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Investment Arguments 

Investment Case 

 High-margin sustainable business - Seef Mall, the flagship project of Seef 
Properties, is the best known shopping mall in Bahrain. The company 
earned high sustainable operating margins of around 68% over the last 
two years driven by its core mall operations. Mall operations which 
generates regular income stream in the form of lease rentals are likely to 
remain the “cash-cow” for the company in the long term. 

 Solid dividend yields – Expected operating cash flow of around BHD9-
12mn per year for the next five years guarantees a strong cash position 
to support dividends. We expect payout ratios on recurring income to 
stay above 50% going forward. The stock gives a solid dividend yield of 
5.5%, based on expected dividends in 2008, compared to the key policy 
rate of 2% offered by the Central Bank Bahrain. Nonetheless, if interest 
rates rise going forward, a strong yield minimizes downside to the stock 
price.  

In addition, as more than 51% of the company’s ownership is indirectly 
held by the government (Needy Families and Pension Commission); we 
feel that the company would continue to maintain a high dividend yield, 
ensuring a steady stream of income. 

 Diversification to support business growth – Seef’s plans to develop and 
operate the ‘Fraser Suites’ in collaboration with the Fraser Serviced 
Residency Group would be the key growth driver for the business during 
the next two years. According to the management, a strategy has been 
planned to align the company’s goals with its operational activity, which 
is yet to be approved by the Board of Directors. According to our 
understanding, the company may consider: 

o Opening up of new Magic Island outlets, which currently 
contributes 10% to the total revenue;  

o Becoming a regional mall management company, by 
developing and operating malls in other GCC countries; and  

o Try to exploit its expertise in mall management and expand into 
other real estate management operations. 

We have not included expected revenues from any of these new 
avenues that the company may venture into in the future in our 
forecasts. In our view, these new ventures will offer further upside to 
our fair value making the stock further more attractive.   

 No drastic fall in leasing agreements expected due to tough competition 
- We expect Seef Mall to face tough competition and an initial drop in 
footfall (from approximately 25,000 per sq. ft.) post opening of the 
Bahrain City Centre (BCC) Mall which is expected during the last quarter 
of 2008. However, we do not anticipate any drop in leasing agreements 
considering that BCC is likely to lease out more than 80% of its Gross 
Leasable Area to existing clientele from its Dubai operations. The 
remaining space is offered at excessively high rentals (almost three times 
the rates offered by Seef), hence, catering to a different business 
segment. Moreover, with the shortage of retail space in the country, we 
feel even this new retail space would not be able to satiate the demand 
for retail outlets in Bahrain. 
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Risks and Mitigants 

The major risks faced by the company are discussed include: 
 

 Risk of sudden price drop: Permitted foreign ownership in the new 
development areas including the Seef District underlies the expected 
strong demand of retail and hospitality properties in the area. As more 
than half of Seef Properties’ Investment Property lies in the Seef district, 
we feel that the risk of loss in case of price drop is minimal and the 
company’s property remains relatively immune from a sudden correction 
in real estate prices. 

 Drastic fall in leasing agreements due to tough competition: We expect 
Seef to face tough competition and a drop in footfall post opening of 
Bahrain City Centre in September 2008. However, no drop in leasing 
agreements is expected as BCC is likely to lease out more than 80% of its 
GLA to existing clientele from Dubai. The remaining space is let out at 
triple the rates offered by Seef, catering to a different category of 
patrons altogether. However any price based competition from this mall 
or any new mall in Bahrain can be detrimental to Seef in the long run. 

 Risk of delay in plans: Delay in approval and implementation of plans is 
likely to pressurize growth in the company. We have incorporated 
growth in revenues expected from the service apartments being 
developed by the company. The completion of ‘The Fraser Suites’, was 
previously expected by 2007, however, had been delayed by 9 months as 
a result of changes in the initial project plan. Though we do not expect 
any further delays and expect it to begin commercial operations by the 
last quarter this year, any further unexpected delays can affect 
profitability during the current year. A delay of 3 months will have a 
marginal impact of 0.8% on the 2008 estimated earnings.  

 Risk of profit booking by major shareholders: “Needy Families Trust” 
owns a 30% stake of the company which was awarded to them by the 
King in 2002. These shares are under the trust and management of 
Ministry of Justice and were under a lock up arrangement of five years, 
ending in 2007. In case the organization decides to offload its stake by 
selling shares in the open market, the share price may come under short 
term pressure. However we do not expect this to happen for two 
reasons: 

o In case the Trust wanted to exit from Seef, it would have done 
it post IPO. The fact that it has retained its benefit in the 
company is a clear indication of the long term interest. Seef is 
also providing attractive dividend yields. 

o In case the Trust decided to sell the stake, it would be through 
a negotiated deal at a significant premium to market, as this 
stake will make the new investor, the controlling stakeholder 
in the company. In our opinion, any such deal will act more as 
a support for the share price, or trigger a rally depending on 
the premium offered. 
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Valuation & Recommendation 
We initiate our coverage on Seef Properties with an “Over-weight” 
rating and a fair value of BHD0.235 per share. At current levels the stock 
provides an upside of 18%. 
 

Seef's Fair Value per share, BHD 0.235
Current Price, BHD 0.200
% Up (Down) Side from Current Price 18%

 
We have used a blended valuation method considering both absolute 
and relative valuation methods. Equal weightage has been assigned to 
the absolute (Discounted Cash flow) valuation method and combined 
relative valuation methods (Price to Book Value and Price to Earnings 
multiples).  
 

Price Weightage
Discounted Cash Flow Method 0.254           50.0%
Price/ Book Value 0.217           25.0%
Price/ Earnings 0.216           25.0%
Seef - Share Price, BHD 0.235           
Source: SICO Research  

Discounted Cash Flow Method 

Considering Seef’s ability to generate stable cash flows in the coming 
years, we feel that DCF is the most appropriate valuation method. The 
DCF valuation is based on a five-year forecast period, backed by cash 
flows from existing and already announced projects, which in our view is 
a reasonable period of analysis for the company. We have assumed a 
conservative perpetual growth rate of 1% to derive the terminal value 
of the company considering the margin of safety required for the cyclical 
nature of a real estate company. This represents a discount to both the 
expected 2.5% population growth rate in Bahrain which will be a key 
driver of growth in the segment, and the longer term real GDP growth 
of 4-5%.  
 
Beta: A beta of 1.29 has been computed based on the (weekly) trading 
history of the company’s stock for the past 11 months.  
 
Risk Free Rate: Given the peg of the Bahraini Dinar to the USD we have 
used the average of US 10-year and 30-year Treasury yields as the 
benchmark Risk Free Rate.  
 
Equity Risk Premium: We have assumed an equity risk premium of 6.0%. 
 
Based on these assumptions, the equity value of the company stands at 
BHD117mn, translating to BHD0.253 per share (25% higher than its 
current price). 

The table below highlights the key assumptions underlying the DCF 
valuation. 
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(Values in mn BD except where stated)
Cost of Debt
Post Tax Cost of Debt 6.00%

Cost of Equity
Risk-free rate (10-year G-Sec) 4.12%
Equity Risk Premium 6.00%
Beta (x) 1.29             
Cost of Equity 11.86%

Weighted Average Cost of Capital
Debt/Total Capital 0%
Equity/Total Capital 100%
WACC 11.86%
Terminal Growth Rate 1.0%

% of total
PV of expected cashflow (2008-2012) 33.35 34%
PV of Terminal Value 64.09 66%
Enterprise Value as of Dec 31, 2007 97.44 100%
EV (adj to curr. date) 101.75

Existing Debt (as on Dec 2007) 0.05
Existing Cash (as on Dec 2007) 15.07
Net Debt -15.02

Net Equity Value 116.8
No. of Shares Outstanding (mn) 460
Value per share (BHD) 0.254

Seef Properties - DCF Valuation

 
Around 65% of the DCF based value is derived from the terminal value. 
The sensitivity of the valuations to the assumed WACC and terminal 
growth rate is presented in the table below. This indicates that the 
valuation is more sensitive to the terminal growth rate assumption 
however it also shows the limited downside from the current levels as 
even at 0% terminal growth, the DCF value offers 19% upside from the 
current price. 
 

0.254    0.0% 0.5% 1.0% 1.5% 2.0%
9.9% 0.285 0.295 0.306   0.319 0.333 

10.9% 0.260 0.269 0.277   0.287 0.298 
11.9% 0.240 0.247 0.254   0.262 0.270 
12.9% 0.223 0.229 0.234   0.241 0.248 
13.9% 0.209 0.213 0.218   0.223 0.229 C
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st
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f 
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Terminal Growth

 

Comparative Valuation based on Industry Multiples 

We have used the PER and PBV multiples based on global companies 
that have similar real estate operations. Selection of comparable peers 
has also been based on the relative size of company. For the comparable 
universe, the median P/B and P/E multiples are 1.14x and 12.2x which we 
think are on the conservative side due to differing dynamics of markets 
and interest rates scenario. However we have used these multiple to 
estimate the fair value for Seef using 2007 recurring earnings and book 
value. 
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 Relative valuations indicate that despite earning higher gross margins 
than comparable global peers, based on market capitalization, Seef is 
trading at a lower Price to Book Value multiple as shown in the graph 
below. For detailed information about our peer set, please refer to 
Appendix A. 
  
Graph 1: Undervalued compared to global peers on PBV multiple 
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Source: Bloomberg & SICO Research 

 
Based on trailing PE multiples and ROEs observed during 2007, the stock 
seems fairly priced (based on recurring income) if outliers from China are 
removed. However based on our estimates, ROE is expected to improve 
from 12.8% in 2007 to 13.8% in 2008, making the stock attractive 
compared to peers while the 10% expected earnings growth in 2008 
provides further upside from this level. 
 
Graph 2: Fairly valued on  PE multiple 
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Source: Bloomberg & SICO Research 
Note: Seef’s ratios are based on recurring income

 
Nonetheless, we feel that most of the company’s peers are based in 
countries with developed real estate markets entering the maturity 
stage, while we believe that Seef has relatively better growth 
opportunities being established in a comparatively new market. 
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Significant gains post listing 

The stock has outperformed the market since its listing in July 2007 
giving a return of 80% to its retail investors (in less than a year) 
excluding dividends to date. Activity in the stock has averaged around 
313k shares per day making it one of the more liquid stocks in Bahrain. 

 

Graph 3: Excellent price performance post IPO 

0.100

0.130

0.160

0.190

0.220

0.250

29
-J

u
l-

07

29
-A

u
g

-0
7

29
-S

ep
-0

7

29
-O

ct
-0

7

29
-N

o
v-

07

29
-D

ec
-0

7

29
-J

an
-0

8

29
-F

eb
-0

8

29
-M

ar
-0

8

29
-A

p
r-

08

in
 B

D

 

Overwhelming response to IPO 

The privatisation of Seef can be considered as one of the most successful 
initiatives undertaken by the Government of Bahrain. The issue was well 
received by the investor community and the offering was oversubscribed 
by 3.5 times, excluding the green shoe option. The company offered  
179.4mn shares to  retail and institutional investors, representing 39% of 
the total shareholding of the company. A green shoe option of 9% 
(43.5mn shares) was also applied and fully exercised. Priority was given 
to retail investors and 96.1mn shares ( representing 43% of the total 
offering and 100% of the subcriptions) were allotted. Institutional 
investors offered subscriptions for 524mn shares out of which only 24% 
were alloted. 

The pricing of the issue was done in a unique way to attract retail 
investors and to support government’s intention to distribure wealth 
among nationals. The retail investors subscribing for 50k shares or below 
were issued shares at a price of BHD 0.110 per share. However, the 
institutional investors and remaing retail investors were offered shares 
at a price of BHD 0.125 per share. 

Potential Triggers: 

Seef Properties have provided investors with more than 80% gains since 
its IPO in May 2007. We feel that the stock has further upside potential 
and the triggers can be (1) the launch of Fraser Suites and (2) 
announcement of future expansion plans post approval of the strategic 
plan. The stock is currently trading at a P/BV of 1.1x and 0.9x based on 
2007A and 2008E equity. The company is also trading at a discount to 
the broader Bahrain market with Price to Earnings (PE) multiples of 
11.3x and 9.8x based on 2007A and 2008E recurring earnings.   
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Seef Properties’ 1Q08 – Result Review 
Seef properties announced its financial results for the first quarter ended 
March 31, 2008 on May 11, 2008.  

Strong growth in revenues 

Growth in Property rentals was the major driver of earnings growing by 
around BHD400k (19% YoY). This source of income contributed almost 
75% to the total revenues followed by Other Operating Income and 
Leisure and Recreational income with 15% and 10% share in revenue.  

Solid growth in rental revenues was witnessed as a result of increase in 
gross leasable land due to expansion of Seef West which started 
operations in January 2007. We believe that revenues from this source 
were not contributing substantially during 1Q2007, as most of the 
expanded area remained under the rent-free tenure for the first few 
months of operations commencement. 

Interest Income drives Other Operating Income 

Other operating income jumped up by 46% YoY. We believe this rise is a 
consequence of interest earned on cash deposits held by the company at 
banks. The company had very substantial cash balances of around 
BHD15mn as of March 31, 2008. 

Expenses grew at a faster pace 

Backed by General and Administration expenditure, total expenses 
incurred by Seef during the 1Q08A rose by 36%. We believe this is due 
to higher marketing activity conducted by the company, in preparation 
for impending competition.  

A decline in depreciation expense has been witnessed over the past few 
quarters, indicating fully depreciated plant and equipment. The 
company added BHD12.2k worth of assets to Plant and Equipment 
during the quarter.  

Capital Expenditure of BHD785k was incurred in the development of the 
BHD9mn worth apartment building above the Seef West expansion. Seef 
has already incurred costs of BHD3.8mn for the project so far as 
indicated by the Capital Work in Progress. 

Net profits rose by a healthy 14% 

Gross margins of Seef showed a decline of 200bps dropping from 70% in 
4Q07 to 68% in 1Q08. This is the consequence of higher expense 
incurred in the management of mall operations. 

(BD '000) 1Q 08 1Q 07 Growth
Revenues 3,091 2,567 20%
Property rentals and service charges 2,308 1,932 19%
Leisure and recreational income 302 304 -1%
Other operating income 481 330 46%
 
Expenses (984) (723) 36%
Staff costs (275) (243) 13%
General and Admininstrative (659) (410) 61%
Depreciation (50) (70) -28%

Net Profit 2,107 1,844 14%
EPS (BHD) @ 460mn shares 0.005           0.004            
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Business Background 
Seef Properties – The experts in Mall Management 

Seef Properties was formed in 1999 as a wholly owned subsidiary of The 
Housing Bank with a paid up capital of BHD200k. It was involved in the 
business of developing and managing commercial property with the Isa 
Town Mall being its key asset. The paid up capital was later raised to 
BHD 46mn in 2002 to carry out expansion of major business units. It was 
converted from a closed company to a public joint stock company in 
2006. On April 26, 2007, the Ministry of Finance (MoF) disposed off 
around 49% of Seef’s shares through an IPO. At present the company 
has an authorized capital of BHD100mn (1 bn shares) having a par value 
of BHD0.100/share, out of which 460mn shares have been issued. The 
company has only one class of equity shares and all shareholders have 
equal voting rights. 

Shareholding Pattern post IPO in 2007 

The shareholding pattern of Seef Properties shown in the graph below 
indicates that the Needy Families Trust hold the largest stake in the 
company. The 30% stake was allocated to the Trust in accordance to the 
Amiri gesture of the King in 2002 and was under a lock up period of 5 
years. The Ministry of Justice represents the interests of the Trust on the 
Board of Directors of the Company. The Pension Fund Commission is the 
next biggest shareholder, holding 21% stake in the company. 
Subsequent to the sale of shares in IPO by MoF, the Bayan Group for 
Property Investment, Bahrain Islamic Bank and Kuwait Financial House 
also entered the list of major stakeholders. 

Seef Properties is the only listed Real Estate Company on the Bahrain 
Stock Exchange having a weight of 0.9% in the index. 

  

Graph 4: Shareholding Pattern as of Dec 31, 2007 
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Business Segments 

Seef Properties - under going horizontal integration 

Seef Properties is primarily involved in the development and 
management of retail property complexes. Additionally, it operates 
recreational facilities by the name of the ‘Magic Island’, offering 
entertainment facilities at two locations in Bahrain.  Additionally, it is in 
process of expanding into other real estate development and 
management service in the future. The development of ‘Fraser Serviced 
Apartments’ in the Seef District shall be the company’s first step towards 
entering the hospitality business. The expected business structure of the 
company is portrayed in the chart below. 
 
 
Chart 1: Expected business structure of Seef post 2007 
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Structure
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Mall operations – The cash cow! 
 
Mall operations can are the most dominant business segment of Seef 
Properties. In our view Seef Properties has a strong portfolio of 
properties ranging from small shops, garages, showrooms, industrial 
units in Isa and Hamad Town to its flagship property ‘Seef Mall’. The 
revenue from mall operations comes in the form of highly secured 
rentals from leased shops as well as in the form of variable revenue from 
specialty leasing and others. 
 
Leasing Operations: 

Lease agreements in various properties owned by Seef are signed for a 
period of 1-3 years, are renewable and can be re-priced after the 
completion of the lease period. The contracts vary on a case to case basis 
and rentals are set considering the location inside the mall. Some 
properties which are located outside the vicinity of the main mall areas 
are leased at lower rates (for example, areas under lease to Toys R Us 
and Chillis restaurant in the vicinity of Seef Mall). The leasing rate is set 
in terms of BHD/sq metre according to a pre assigned formula adjusted 
for inflation on an annual basis.  
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 However, the lease rates can only be adjusted upward until certain 
agreed limit, set at the time of agreement, is reached. No downward 
revision clause has been included in any of the contracts, leading to 
minimized downside risk in rates in the short term. 
 
A number of leasing agreements of Seef’s properties have been signed 
on a long term basis and hence rate revision with the pace of rise in 
market rates has not been available to properties in Old Seef Mall. We 
see this as a potential upside in the medium term though we have not 
included it in our assumptions. 

Specialty Leasing Operations: 

Leases for a shorter span of time on relatively higher rates are accounted 
under specialty leasing agreements. Space let out to set up kiosks for 
special events such as Formula 1 tickets, car launch, perfume launch etc. 
are the most common types of contributors to this source. The leasing 
rates per sq. metre under this category are exceptionally high relative to 
the usual rates earned on ordinary leases. This is mainly due to (1) new 
leases set at market rates which can be adjusted upwards in case of high 
demand and (2) the unstable nature of activity requiring the company to 
charge higher rates to generate a stable stream. We feel that specialty 
leasing agreements provide great amount of leverage to the company 
permitting it to decide upon rates taking seasonality into effect. 

Advertising, Promotion and Car Park: 

Despite the fact that space let out for advertisement and promotions 
have a lower contribution to Seef’s revenue compared to the leasing 
revenue, they are still noteworthy. The Car Park facilities set up by Seef 
in its managed properties also provide support to the operating income. 
Revenue from these sources is accounted for in Other Revenue by the 
company. 

Magic Island – the indoor entertainment concept 

Seef initiated its family entertainment services in 1999, which is one of 
the leading gaming zones in the Kingdom. ‘Magic Island’ is operated at 
two different locations namely Seef Mall (4,500 sq. metres) and Marina 
Mall (800 sq. metres). It offers around 70 arcade games and 19 
entertainment attraction to its visitors. 
 
Serviced Apartments 

Seef is set to enter the hospitality business in 2008, with the completion 
of its serviced apartments, Fraser Suites.  

The Fraser Serviced Apartments: Seef is constructing a Serviced 
Apartment Tower above the completed West Expansion of the Seef 
Mall. The project is expected to be completed and commence 
commercial operations in the third quarter of 2008. The 91 apartments 
and penthouses are to be managed by the Fraser Serviced Residency 
(FSR) Pty. Ltd, which is an internationally recognised serviced residence 
management company. FSR will also be responsible to accommodate its 
existing global clientele visiting Bahrain, giving Seef an edge over other 
apartment management companies. The apartment building is expected 
to be built at a cost of BHD9 mn. An amount of around BHD3.5 mn had 
been incurred by the company until 2007 year end.  
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Seef’s Balance Sheet Analysis 

Seef Properties - Assets concentration in Seef 

Seef Properties has been developing its asset base on a consistent basis 
since its inception which helped them to grow their assets at an average 
rate of 13% over the past five years to reach BHD93.7mn by end 2007.   
 
Almost 80% (BHD74.73) of the total assets are held as ‘Investment 
Property’. Investment Property principally comprises of freehold land & 
buildings which is held for the purpose of capital appreciation and to 
earn long term rental yields. Investment Property is initially recorded at 
cost; however, it is later revalued and held at market values on Seef’s 
books. As seen from the graph below, Seef Mall and Seef West 
combined are the company’s most valued assets. 
 
Graph 5: Break up of Investment Property as of Dec 31, 2007 
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Expenditures incurred on construction of new properties, prior to 
commencement of commercial use, are capitalized into the ‘Capital 
Work in Progress’ at cost. Post commencement, the properties are 
transferred to ‘Investment Properties’. Gains from revaluation of 
transferred properties as well as existing properties are transferred to 
equity through the income statement. Therefore, Seef is well positioned 
to benefit from the rise in prices of property as its Investment Properties 
are revalued each year by independent property analysts. 

Key Properties 

Seef has developed and manages over 700 retail outlets in 45 different 
locations throughout Bahrain. The majority of the units are 
concentrated in Isa Town followed by the Seef Area. 
 

No.of units Land area Sq m Built up area Sq m
Hammad Town 138                                   32,609                      16,561                            
Isa Town 287                                   82,674                      56,994                            
Other Prop. Incl. Seef Mall 250                                   138,177                    110,591                          

Total 675                                   253,460                    184,146                          
Note: All properties have not been included 
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 In terms of land area, Seef Mall ranks the highest covering an area of 
135,400 sq metres, which is followed by Saar Cinema with an area of 
10,226 sq metres. 
 
Map 1: Key assets of Seef Properties  

 
 
The map above indicates that most of Seef’s properties are concentrated 
in the Northern portion of Bahrain where most of the economic 
activities are concentrated. The Seef Mall is located along the Sheikh 
Khalifa Bin Salman Highway, in the Seef District of Manama. It is 
surrounded by other popular malls namely Al A’Ali Mall, Bahrain Mall, 
Marina Mall and Dana Mall.  The area in blue in the above map indicates 
the Seef and Sanabis districts were most malls are located. 
 
Other properties operated by the company include 138 units covering 
32,000 sq. metres of land in Hamad Town. The features of major 
properties are discussed below: 
 
The Seef Mall – the flagship mall 
 
The original Mall building block and the two detached outbuildings 
were completed in 1997. There have been 6 expansions to the Mall 
building block undertaken in subsequent years. All expansions are 
contiguous to the original Mall building block. The most recent 
expansion towards the West was completed in January 2007, at a cost of 
about BHD11.2mn. It involves two-stories of shopping floors topped by a 
5-level car park at the western wing of the Mall building block. The 
expansion consists of around 56 new leasable shops (22,000 sq metres) 
and provides for additional 500 car parking spaces. 
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 The Seef Mall opened in 1997 has turned into Bahrain’s most popular 
shopping mall as well as a key asset of Seef Properties over the past 10 
years. It currently offers customers with a selection of various 
international brands through its 250+ unit set up including four anchor 
stores (occupied by Marks & Spencer, Debenhams, Bhs/Shoe City, and 
Zaina specialize in fashion, shoes, clothing, apparels, personal accessories 
etc). These 4 anchor stores are on ground floor, while two of them have 
extensions to the first floor.  The Mall also includes a 16 screen cinema 
operated by Bahrain Cinema Company. In addition, more than 40 
restaurants are operating in the two available Foot Court areas leased by 
the company. 
 
When compared to competing malls on the basis of leasing rates and 
average weekly footfall/sq metre, we believe  that Seef Mall positions 
slightly higher than Dana, Marina and Bahrain Mall while it is below the 
expected footfall/sq metre in Bahrain City Centre, Moda Mall (both our 
estimates) and Al A’Ali Mall. 
 
Graph  6: Seef Mall’s positioning relative to competitors 
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Source: Company Reports 

Note: We have used estimated numbers for malls not operational yet. 

 
ISA Town properties 

ISA Town, where Seef Properties owns more than 250 units and occupies 
an area of around 83,000 sq. metres, is the second most valuable 
property owned by Seef. Approximately 47,000 sq. metres out of the 
total land area occupied at Isa Town is engaged by the ISA Town Mall. 
This mall was opened in 1993 and is split into three parts namely main, 
east and west and provides parking space for 500 cars. It is the only mall 
around the commercial district of Isa Town and has an average weekly 
footfall of 10,000. 
 
Other properties 

Properties held in Hamad Town, Um Al Hassam, Qudaibia, Saar and 
Salmaniya account for 160 units operated by Seef Prop.  The two phases 
of Rowdha combined is the major property held in Hamad Town. 
 

15 



Seef Properties                                                                               SICO Research 

 
Under-utilized cash balances  

The company has accumulated significant cash balances of around 
BHD15mn as of March 31, 2008; out of which more than 90% was 
invested in fixed deposit earning an interest of 4.7% p.a. which is 
relatively lower than other avenues present in the financial markets. We 
feel that the company has room to improve cash management   
increasing yield substantially. In 2007, bank interest contributed 5.1% to 
the total revenue earned by the company. Nevertheless, we have 
assumed the company will maintain its current cash-management 
attitude in our projections.  

Unleveraged Balance Sheet  

Seef balance sheet has no long term liabilities or debt apart from around 
BHD55k under Employee benefits. However, we feel that higher 
leverage would add value to the company and improve its ROE and ROA 
in the long run. The company earned a normalized ROE and ROA 
(equity, earnings and assets excluding fair value gains) of 12.8% and 
11.8% during the full year ended 2007 and this can be improved further 
by leveraging its debt free balance sheet. However we feel that the 
regular operating cash flows generated by the company shall be 
sufficient to finance the company’s upcoming projects based on our 
current outlook on the company. This would leave the company with a 
strong balance sheet giving it lot of room to expand geographically or 
for taking up bigger projects in the future. 

Dividend Outlook – attaching strings to potential projects 

Seef Properties is expected to come up with a new strategic plan as most 
their announced expansion projects will be completed by this year. The 
strong cash flows generated by the company give it enough room to 
take up new projects without affecting the current dividend yields. 
However in the likelihood of bigger projects the company may opt for 
maintaining current dividend levels rather than increasing it as we have 
forecasted. We expect the company to maintain current robust dividend 
yields as we forecast dividend payouts to average around 55% of 
recurring income during 2008-2012, subject to further project 
announcements as discussed above. 
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Seef’s Income Statement Analysis 

Robust growth in revenues backed by expansions  

Over the past five years, the company has maintained strong revenue 
growth achieving a CAGR of 16%, with major contributions coming from 
leasing revenue and other income. Revenues earned by Seef Properties 
can be categorized into three major segments namely (1) Leasing 
Revenue, (2) Recreational Income and (3) Other income including 
revenue from Car Park facilities, Advertisement and Promotion, and 
bank interest.  
 
Graph  6: Revenue Break up 2007 
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Source: Company Reports 

 
Revenues dominated by lease rentals 
 
During the past 5 years, Revenue from lease rentals proved to be the 
most significant contributor to the overall revenue stream as more than 
75% of the total revenues were generated through this source. Rental 
revenues grew at a reasonable pace of 14% CAGR over the said period. 
The high concentration of this source of income is positive as it provides 
the company with a sustainable revenue stream. Our estimates indicate 
that, out of the total leasing revenue of BHD11.7mn in 2007, more than 
95% was contributed by the Seef Mall and its West Extension.   
 
We expect revenues from leasing to grow by 22% over the next year 
based on: 

(1) Full year’s revenues earned on shops leased in Seef Mall 
compared to partial revenues produced in 2007 as a result of 
rent-free property allowed to tenants. 

(2) Revenues from Fraser Suites which shall be operational in the 
last quarter of 2008. We expect Seef to pay Fraser Serviced 
Residency management fees on a floating rate based on 
revenues earned.    

 
Excluding expenses incurred on ‘Magic Island’ and assuming that the 
remaining was spent on managing mall operations, it is evident that the 
business is a high margin proposition. Gross margins on mall operations 
averaged around 50% over the past 4 years, increasing sharply in 2007 as 
a result of higher leasing rates being earned on Seef West.  
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 We expect gross margins to ease off slightly in 2008 as a result of 
increased cost pressures and inability to raise leasing rates further. 
However, some portion of the increased cost shall be offset by higher 
specialty leasing rates offered.  
 
Graph 7: Gross Margins on leasing on a rising streak 
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Source: Company Reports & SICO Research 

 
Magic Island – the cushion 

Leisure and recreation income generated a steady stream of income and 
grew at an average rate of 7% over the past 5 years. Its share in total 
revenue, however, dropped from 13% in 2003 to 11% in 2007. We 
expect steady revenues from ‘Magic Island’ going forward and expect 
Seef to initiate a number of other outlets as indicated by management.  
 
Graph 8: Gross margins on Magic Island supporting overall margins 
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Source: Company Reports & SICO Research 

 
Share of Other Income rising substantially  

Income from car park facilities, free cash invested in banks, promotion 
and advertising income improved significantly during the past few years, 
increasing from BHD0.11mn in 2003 to BHD1.54mn in 2007. Bank 
interest revenue was a result of substantial cash balances of 
BHD13.77mn held by the company as of end 2007. The share of other 
income has increased from 2% in 2003 to 13% in 2007, however, going 
forward we do not expect other income to increase at the historical 
pace, stabilizing at a normal CAGR growth of 2% over the next 5 years.   
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Excellent Cost Management 

Despite a healthy rise in revenue, management cost showed no 
significant increase over the past 5 years.  Costs mainly comprise of 
general & admin. Expenses, and staff costs which grew by 2% each. 
However, a 16% drop in depreciation expenses has suppressed overall 
costs. Nonetheless, costs increased by 11% in 2007 with the initiation of 
the Seef West Expansion. G &A expenses which contributed 57% to the 
total costs incurred comprises mainly of electricity, marketing, cleaning, 
operating expenses of ‘Magic Island’ and other maintenance costs. We 
expect costs to rise by 4% CAGR (2008-2012) as a result of higher 
marketing expenses. 

Margins touching new heights 

Operating margins over the past couple of years have been rising and 
touched 70% in 2007.  We expect margins to be maintained at these 
levels backed by the launch of the ‘Fraser Serviced Apartments’ 
contributing strong margins. Seef is projected to earn a recurring net 
income of BHD9.6mn in 2008, growth of 17% YoY. However, we expect 
it to average around 8% CAGR over the next 5 years, since we have only 
incorporated announced projects in our model.  
 
Graph  9:  Operating margins to be maintained despite competition 
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Source: Company Reports & SICO Research 

 
EBITDA margins 

An EBITDA of BHD8.4mn with 64% YoY growth was achieved by Seef 
Properties in 2007. Strong EBITDA margins of 62% were observed over 
the past five years and are expected to improve further during the next 
five years, averaging around 75%. The high EBITDA margins are the 
result of high sustainable operating profits earned by the company 
rather than high depreciation charges. A major portion of the company’s 
assets classified as Investment Properties (80%) are not considered as 
depreciable assets and are reported on market prices, keeping 
depreciation expense at low levels. The stock is trading at an EV/EBITDA 
multiple of 10.8x on 2008E EBITDA. 
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Unrealized Fair Value gains boosting reporting earnings 

Unrealized Fair Value gain which is transferred through the income 
statement to Equity has boosted reported earnings during the past  
years. We have assumed developer’s margin of 50% and 2.5% in prices 
of major properties of the company. Having said this, we would 
emphasize that all our analysis and valuation ignores the unrealized 
gains as it does not reflect the company’s operational performance; and 
considers recurring cash flows as the appropriate measure of 
performance.  
 
Graph  10: Volatility in reported net margins due to FV Gains 
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Industry Overview and Outlook 

The retail industry in Bahrain is dependent on two major factors namely 
(1) increased disposable income land (2) rising population leading to 
higher demand of housing and other necessities. 
 
Consumption to lead GDP growth 

The cyclical upswing in the Bahraini economy has been maintained over 
the past five year with the real GDP growth rate averaging around 6.8% 
until 2007. In 2006, according to government statistics, more than 49% 
of GDP was contributed by Consumption followed by Investments (25%). 
Over 2003-2007, real domestic demand grew by 7.8%, indicating strong 
purchasing power of the population. Nonetheless, the retail sector’s 
share in the overall GDP at current market prices has remained stable at 
around 10%, which is positive considering the overall growth of the 
economy. Approximately 90% of the total Gross National Income was 
classified as disposable income amounting to BHD5.2bn in 2006. 
 
Graph 11: GDP growth remains firm 
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Population growth to be the icing on the cake 
 
One of the major factors boosting real estate development and retail 
markets in Bahrain is the increase in population. Population grew at a 
startling 42% YoY, to reach 1.05mn people by the end of 2007, as stated 
by the CIO. This growth, however, largely tilts the historical (2002-2006) 
average rise of 2.5%, to a CAGR of 9.2% for the past 5 years.  Demand 
for residential properties has increased following the rise in population, 
causing residential rentals to go up by 10-15% over the past two years. 
Likewise, lack of retail space in existing malls has pushed up leasing rates 
to new highs.  
 
Working population in Bahrain has increased at a decent pace of 11% 
per annum over the past four years, which is in line with the overall 
growth in population. Increase in the working population shall give rise 
to a stronger middle class and increase retail spending. Around 27% of 
the total population is below 14 years of age, while 70% are between 
14-65 years. This attractive demographic profile is also expected to help 
boost consumption in the coming years.  
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 Graph  12: Population growth to remain strong 
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Around 90% of total employed are engaged by the private sector, of 
which 80% are non-nationals. The average monthly wage levels of these 
employees increased by 10.5% YoY in 2007 to reach BHD232, yet are 
relatively lower to the public sector employees who have an average pay 
scale of BHD774/month. Overall weighted average wages have grown 
relatively slower by 1.3% compared to the CPI inflation which rose by 
1.9%, over the past four years. This indicates that the growth in the 
retail sector is mainly contributed by tourists. The development of the 
local retail market is owed to Bahrain’s image as a tourist destination for 
neighbouring countries. More than 7.4mn tourists arrived in Bahrain 
during 2007, which is 7 times the country’s existing population out of 
which 5.8mn (78%) people came across the Saudi Causeway. 
 
Graph 13: Tourist Arrivals in Bahrain  over the years (million) 
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The Formula One Grand Prix arranged by Bahrain each year also attracts 
a large number of tourists from around the world. The completion of 
the USD3bn Qatar-Bahrain Causeway in 2009 should also strengthen 
tourism related commerce and retail.  
 
Retail space spreading its wings 

Retail activity in Bahrain was BHD648mn (10% of GDP) during 2006 
amounting to around BHD870 per person per annum. Retail activity is 
mainly spread around the Seef area in Manama where most of the high 
profile malls such as the Seef Mall, Bahrain Mall, Dana Mall, Al A’ali Mall 
and Bahrain Commercial Complex are located. 
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 Apart from extensions of A’ali Mall and BCC, Bahrain’s biggest mall 
‘Bahrain City Centre’ with an approximate size of 150k sq meters is set to 
open in September 2008. It is interesting to note that 41% of the total 
licenses issued by the Ministry of Commerce were issued to set up new 
Wholesale & Retail trade, Motor Vehicle and Personal Household 
establishments. 
 
Hospitality sector offers room to grow  

With 117 hotels and more than 7,000 rooms, Bahrain’s hospitality 
segment is highly underserved especially during the peak vacation 
season. However a number of 5-star, 4-star and low budget hotels and 
serviced apartments are available during the remaining parts of the 
year. An average of 19,000 people, visit the country per day, which is 
above the room capacity available. Out of the 7,477 commercial licenses 
issued during 2007, around 1,500 were granted to Hotels & Restaurants 
and Real Estate & Rental business operators.  New hotels and Serviced 
apartments are expected to add 500 units to the market by 2009. 
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Financial Statements and Key Ratios 

ANNEXURE 

All Figures in BHD '000 2004A 2005A 2006A 2007A 2008E 2009F 2010F

Revenues 6,591 7,248 8,023 11,710 13,090 13,990 14,703 
Property, rental Income and Service charges 5,099 5,356 5,664 8,915 10,075 10,777 11,133 
Leisure and recreational Income 791 974 1,096 1,253 1,340 1,434 1,535 
Other operating Income 701 918 1,264 1,542 1,674 1,779 2,035 

Expenses 3,140 3,029 3,199 3,546 3,679 3,807 3,934 
Staff cost 1,093 1,129 1,138 1,282 1,346 1,387 1,428 
G & A expenses 1,540 1,588 1,521 2,008 2,151 2,254 2,363 
Loss on sale of available for sale investments - - 233 - - - - 
Depreciation 507 313 306 255 181 166 142 

Operating Profit 3,451 4,219 4,825 8,164 9,411 10,182 10,769 

Realized fair value gains transferred from fair value -reserve - - 1,238 - - - - 
Un realised fair value gains on investment properties 4,614 1,507 517 14,639 6,451 2,200 2,255 

Profit available to Shareholders 8,065 5,726 6,579 22,804 15,862 12,382 13,024 
Recurring  profit after tax 3,451        4,219          6,063        8,164        9,411         10,182       10,769       

All Figures in BHD '000 2004A 2005A 2006A 2007A 2008E 2009E 2010E

Total non current assets 52,996      57,965         60,071      78,512      90,981        93,182        95,442        
Property Plant & Equipment 719           583              399           373           390             392             398             
Capital work in progress 249           3,776           10,968      3,145        -             -             -             
Investment Properties 46,407      47,923         48,440      74,730      90,326        92,526        94,781        
Available for sale properties 5,621        5,683           264           264           264             264             264             

Totalcurrent assets 6,066        9,163           12,843      15,174      13,229        18,416        23,733        
Trade and other recivables 765           1,544           1,323        1,405        1,497          1,565          1,605          
Cash and cash equivalent 5,301        7,619           11,520      13,769      11,732        16,851        22,128        

Total Assets 59,062      67,128        72,913      93,686      104,209     111,598     119,175     

Total Equities 58,067      64,545         67,587      87,566      98,113        105,186      112,441      
Total non-current liabilities 30             38                45             55             60               66               73               
Total current liabilities 965           2,545           5,282        6,066        6,036          6,345          6,661          
Total Liabilities & Equity 59,062      67,128        72,913      93,686      104,209     111,598     119,175     

Seef Properties - Balance Sheet

Seef Properties - Income Statement
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All Figures in BHD '000 2004A 2005A 2006A 2007E 2008E 2009E 2010E

Operating Activities
Net profit for the year 8,065        5,726           6,579        22,804      15,862        12,382        13,024        
Adjustments for
Depreciation 507           313              306           255           181             166             142             
Unrealised fair value gains on investment properties (4,614)       (1,507)          (517)          (14,639)     (6,451)        (2,200)        (2,255)        
Net Cash from operating activities 3,126        5,342          8,329        9,105        9,476         10,596       11,194       

Investing Activities
Purchase of property plant and equipment (588)          (177)             (122)          (230)          (198)           (168)           (148)           
Expenditure incurred on capital work in progress (249)          (3,527)          (7,192)       (3,828)       (6,000)        -             -             
Net Cash used in investing activities (1,056)       (3,024)         (2,128)       (4,031)       (6,198)        (168)           (148)           

Financing Activities
Dividend paid -            -               (2,300)       (2,760)       (5,250)        (5,244)        (5,704)        
Directors remuneration -            -               -            (65)            (65)             (65)             (65)             
Net Cash from financing Activities -           -              (2,300)       (2,825)       (5,315)        (5,309)        (5,769)        

Increase in Cash and Cash Equivalents 2,070        2,318          3,901        2,249        (2,037)        5,119         5,277         
Cash and Cash Equivalents at the beginning of year 3,231        5,301          7,619        11,520      13,769       11,732       16,851       

Cash and Cash Equivalents at the end of the year 5,301        7,619          11,520      13,769      11,732       16,851       22,128       

Year to December 31 2004A 2005A 2006A 2007E 2008E 2009E 2010E

Operating performance ratios
EBITDA margin (%) 60.0% 62.5% 64.0% 71.9% 73.3% 74.0% 74.2%
Operating margin (%) 52.4% 58.2% 60.1% 69.7% 71.9% 72.8% 73.2%
Net margin incl. non rec. (%) 122.4% 79.0% 82.0% 69.7% 121.2% 88.5% 88.6%

Annual Growth
Revenues (%) 13.6% 10.0% 10.7% 46.0% 11.8% 6.9% 5.1%
EBITDA (%) 35.2% 14.5% 13.2% 64.1% 13.9% 7.9% 5.4%
Operating profit (%) 40.9% 22.2% 14.4% 69.2% 15.3% 8.2% 5.8%
Net profit incl. non rec. (%) 496.3% -29.0% 14.9% 246.6% -30.4% -21.9% 5.2%

Per Share Ratios
EPS (BD) 0.02          0.01             0.01          0.05          0.03            0.03            0.03            
Recurring EPS (BD) 0.01          0.01             0.01          0.02          0.02            0.02            0.02            
CEPS (BD) 0.01          0.01             0.01          0.02          0.02            0.02            0.02            
BVPS (BD) 0.13          0.14             0.15          0.19          0.21            0.23            0.24            
DPS (BD) -            -               0.01          0.01          0.01            0.01            0.01            
Payout ratio (%) 0.0% 0.0% 35.0% 20.2% 31.9% 44.6% 45.9%

Valuation Ratios
PER (x) 26.7 21.8 19.1 11.3 9.8 9.0 8.5
PCER (x) 23.2 20.3 14.4 10.9 9.6 8.9 8.4
PBV (x) 1.6 1.4 1.4 1.1 0.9 0.9 0.8
Dividend yield (%) 0.0% 0.0% 2.5% 5.0% 5.5% 6.0% 6.5%
EV/EBITDA (x) 24.6          22.0             20.2          12.6          10.8            10.5            10.5            

Capital structure & Long-term Solvency
Equity to assets (%) 98.3% 96.2% 92.7% 93.5% 94.2% 94.3% 94.3%
Financial Leverage (%) Debt/Equity Ratio 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%
ROAE (%) 6.4% 6.9% 7.3% 10.5% 10.1% 10.0% 9.9%
ROAA (%) 6.2% 6.7% 6.9% 9.8% 9.5% 9.4% 9.3%

Seef Properties - Financial Ratios

Seef Properties - Cashflow Statement

Note: All ratios have been calculated using recurring earnings.
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APPENDIX – A 

 

List of comparable companies used in valuation 

 

Ticker Name Country Market Cap. Gross Margin ROE P/BV P/E
184 HK Keck Seng Investment Hong Kong 91.34 86.15 13.0% 0.99 7.53
2538 TT Kee Tai Properties Co. Ltd Taiwan 91.84 7.13 -7.4% 2.06 12.08
296 HK Emperor Ent. Hotel Hong Kong 88.05 80.67 20.3% 1.15 6.03
367 HK Chuang's Consortium Intl' Ltd. Hong Kong 83.35 13.15 6.9% 0.53 7.43
600193 CH Xiamen Prosolar Real Estate China 91.35 -2.65 35.3% 4.61 196
600684 CH Guangzhau Pearl River China 95.27 26.21 4.5% 2.68 56
600696 CH Shanghai Duolon Industry China 94.08 14.47 1.5% 4.05 259
600732 CH Shanghai Xeimi Real Estate China 99.28 13.41 1.2% 4.59 349
755 HK Shanghai Zendai Property Limited Hong Kong 94.87 25.49 22.9% 1.13 5.4
8818 JP Keihanshin Real Estate Japan 88.15 44.02 3.1% 0.68 10.3
8842 JP Tokyo Rakutenchi Co. Ltd. Japan 94.72 28.61 5.0% 0.99 18.5
8889 JP Apamanshop Holding Japan 88.94 33.24 11.0% 1.95 18
ASRI IJ Alam Sutera Realty Indonesia 86.07 24.08 1.4% 1.24 85
EAST MK Eastern Oriental Malaysia 86.76 27.59 12.8% 0.98 6.2
GNT PW Gant Dev. SA Poland 84.34 3.31 5.5% 1.02 32
SMRA IJ Summarecon Agung TBK Indonesia 88.08 51.19 11.8% 1.43 12.3
THG LN Terrace Hill Group United Kingdom 89.07 29.65 12.3% 0.87 7.8
SEEF BI Seef Properties Ltd. Bahrain 91.55 70 10.5% 1.05 11.3
Median 90.21 26.90 9% 1.14 12.19

Source: Bloomberg 

Note: Earnings for comparable companies have not been adjusted for unrealized gains. 

 

 

26 



Seef Properties                                                                               SICO Research 

NOTES 

Securities & Investment Company BSC 
 
Disclaimer 
 
This report does not constitute or form part of, and should not be construed as, any offer for sale or subscription of, or 
any invitation to offer to buy or subscribe for any securities. The information and opinions contained in this report have 
been compiled or arrived at from sources believed to be reliable and in good faith, but no representation or warranty, 
express or implied, is made as to their accuracy, completeness or correctness and are subject to change without notice. 
Investors must make their on investment decisions. Past performance is not necessarily a guide to future performance. 
Nothing in this report should be construed as investment or financial advice or as an advice to buy or sell the securities 
of the company referred to in this report. SICO and/or its clients may have positions in or options on the securities 
mentioned in this report or any related investments, may effect transactions or may buy, sell or offer to buy or sell such 
securities or any related investments. Additional information on the contents of this report is available on request. 
 
Copyright Notice 
 
© SICO Investment Bank 2008. This report is being supplied to the recipient for information and not for circulation and 
may not be reproduced, redistributed or passed on to any other person or published, in whole or in part. 
 

27 


	  
	May 21, 2008
	Seef Properties BSC
	Bahrain, with a population of a little over one million and more than 8mn tourists visiting the country annually, is strategically well placed to serve as a commercial and tourist avenue for a number of neighbouring GCC countries. The rise in local population backed by the increase in business establishments, favourable demographics, a growing middle class, high disposable income and rising oil wealth should boost retail spending in the country.  
	 Seef Properties is the only listed Real Estate Company on the Bahrain Stock Exchange and provides a unique opportunity to gain exposure to Bahrain’s growing real estate and retail sectors. Seef Properties, operator of Bahrain’s most popular Seef Mall, remains the most successful mall operator in the country with revenues growing over the past five years by 16% CAGR. The Book Value of the company has also grown at a stable pace of 13% (5 year CAGR) to reach BHD94mn in 2007 from BHD52mn in 2002. 
	Strong capex amidst diversification plans: Seef Properties went on an aggressive expansion plan during the past three years spending more than 65% of its operating cash flows as capital expenditure, leading to medium term strongly sustainable rental income. In our view Seef has a strong portfolio of properties, ranging from small shops, garages, showrooms, industrial units in Isa and Hamad Town to the prime Seef Mall. The company is also on the move to diversify into other property related business segments including setting up serviced apartments and managing other types of leasable properties. 
	 
	 Increase in tourists to lead spending growth: The success of Bahrain’s retail segment is due to the popularity of the island as a tourist destination for the residents of the neighbouring GCC countries. The construction of the USD3bn Al Mahaba Causeway linking Qatar to Bahrain shall provide further impetus to the inflow of tourists from the world’s highest per capita earner to Bahrain.
	 Immunity from sudden price drop: Permitted foreign ownership in the new development areas including the Seef District underlies the expected strong demand for retail and hospitality properties in the area. As more than half of Seef Properties’ Investment Property lies in the Seef district, we feel that the risk of losses in case of any correction in real estate prices is minimal.
	Initiating with an ‘Over-weight’ rating: Our fair value of BHD0.235 per share is based on a blended valuation method and represents an 18% upside potential from the current price, while the attractive dividend yield of 5.5% limits the downside. The DCF valuation of BD 0.253 per share indicates a potential upside of 25%. We expect Seef Properties to continue its growth momentum  amidst potential triggers namely (1) launch of Fraser Suites (2) future expansion plans post approval of the strategic plan . The stock currently trades at a P/E and P/BV of 9.8x and 0.9x based on 2008E earnings and equity, at a discount to the broader Bahrain market. 
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	 High-margin sustainable business - Seef Mall, the flagship project of Seef Properties, is the best known shopping mall in Bahrain. The company earned high sustainable operating margins of around 68% over the last two years driven by its core mall operations. Mall operations which generates regular income stream in the form of lease rentals are likely to remain the “cash-cow” for the company in the long term.
	 Solid dividend yields – Expected operating cash flow of around BHD9-12mn per year for the next five years guarantees a strong cash position to support dividends. We expect payout ratios on recurring income to stay above 50% going forward. The stock gives a solid dividend yield of 5.5%, based on expected dividends in 2008, compared to the key policy rate of 2% offered by the Central Bank Bahrain. Nonetheless, if interest rates rise going forward, a strong yield minimizes downside to the stock price. 
	In addition, as more than 51% of the company’s ownership is indirectly held by the government (Needy Families and Pension Commission); we feel that the company would continue to maintain a high dividend yield, ensuring a steady stream of income.
	Diversification to support business growth – Seef’s plans to develop and operate the ‘Fraser Suites’ in collaboration with the Fraser Serviced Residency Group would be the key growth driver for the business during the next two years. According to the management, a strategy has been planned to align the company’s goals with its operational activity, which is yet to be approved by the Board of Directors. According to our understanding, the company may consider:
	o Opening up of new Magic Island outlets, which currently contributes 10% to the total revenue; 
	o Becoming a regional mall management company, by developing and operating malls in other GCC countries; and 
	o Try to exploit its expertise in mall management and expand into other real estate management operations.
	We have not included expected revenues from any of these new avenues that the company may venture into in the future in our forecasts. In our view, these new ventures will offer further upside to our fair value making the stock further more attractive.  
	 No drastic fall in leasing agreements expected due to tough competition - We expect Seef Mall to face tough competition and an initial drop in footfall (from approximately 25,000 per sq. ft.) post opening of the Bahrain City Centre (BCC) Mall which is expected during the last quarter of 2008. However, we do not anticipate any drop in leasing agreements considering that BCC is likely to lease out more than 80% of its Gross Leasable Area to existing clientele from its Dubai operations. The remaining space is offered at excessively high rentals (almost three times the rates offered by Seef), hence, catering to a different business segment. Moreover, with the shortage of retail space in the country, we feel even this new retail space would not be able to satiate the demand for retail outlets in Bahrain.
	Risks and Mitigants

	The major risks faced by the company are discussed include:
	 Risk of sudden price drop: Permitted foreign ownership in the new development areas including the Seef District underlies the expected strong demand of retail and hospitality properties in the area. As more than half of Seef Properties’ Investment Property lies in the Seef district, we feel that the risk of loss in case of price drop is minimal and the company’s property remains relatively immune from a sudden correction in real estate prices.
	 Drastic fall in leasing agreements due to tough competition: We expect Seef to face tough competition and a drop in footfall post opening of Bahrain City Centre in September 2008. However, no drop in leasing agreements is expected as BCC is likely to lease out more than 80% of its GLA to existing clientele from Dubai. The remaining space is let out at triple the rates offered by Seef, catering to a different category of patrons altogether. However any price based competition from this mall or any new mall in Bahrain can be detrimental to Seef in the long run.
	 Risk of delay in plans: Delay in approval and implementation of plans is likely to pressurize growth in the company. We have incorporated growth in revenues expected from the service apartments being developed by the company. The completion of ‘The Fraser Suites’, was previously expected by 2007, however, had been delayed by 9 months as a result of changes in the initial project plan. Though we do not expect any further delays and expect it to begin commercial operations by the last quarter this year, any further unexpected delays can affect profitability during the current year. A delay of 3 months will have a marginal impact of 0.8% on the 2008 estimated earnings. 
	 Risk of profit booking by major shareholders: “Needy Families Trust” owns a 30% stake of the company which was awarded to them by the King in 2002. These shares are under the trust and management of Ministry of Justice and were under a lock up arrangement of five years, ending in 2007. In case the organization decides to offload its stake by selling shares in the open market, the share price may come under short term pressure. However we do not expect this to happen for two reasons:
	o In case the Trust wanted to exit from Seef, it would have done it post IPO. The fact that it has retained its benefit in the company is a clear indication of the long term interest. Seef is also providing attractive dividend yields.
	o In case the Trust decided to sell the stake, it would be through a negotiated deal at a significant premium to market, as this stake will make the new investor, the controlling stakeholder in the company. In our opinion, any such deal will act more as a support for the share price, or trigger a rally depending on the premium offered.
	Valuation & Recommendation
	We initiate our coverage on Seef Properties with an “Over-weight” rating and a fair value of BHD0.235 per share. At current levels the stock provides an upside of 18%.
	 
	We have used a blended valuation method considering both absolute and relative valuation methods. Equal weightage has been assigned to the absolute (Discounted Cash flow) valuation method and combined relative valuation methods (Price to Book Value and Price to Earnings multiples). 
	 
	Discounted Cash Flow Method

	Considering Seef’s ability to generate stable cash flows in the coming years, we feel that DCF is the most appropriate valuation method. The DCF valuation is based on a five-year forecast period, backed by cash flows from existing and already announced projects, which in our view is a reasonable period of analysis for the company. We have assumed a conservative perpetual growth rate of 1% to derive the terminal value of the company considering the margin of safety required for the cyclical nature of a real estate company. This represents a discount to both the expected 2.5% population growth rate in Bahrain which will be a key driver of growth in the segment, and the longer term real GDP growth of 4-5%. 
	Beta: A beta of 1.29 has been computed based on the (weekly) trading history of the company’s stock for the past 11 months. 
	Risk Free Rate: Given the peg of the Bahraini Dinar to the USD we have used the average of US 10-year and 30-year Treasury yields as the benchmark Risk Free Rate. 
	Equity Risk Premium: We have assumed an equity risk premium of 6.0%.
	Based on these assumptions, the equity value of the company stands at BHD117mn, translating to BHD0.253 per share (25% higher than its current price).
	The table below highlights the key assumptions underlying the DCF valuation.
	 
	Around 65% of the DCF based value is derived from the terminal value. The sensitivity of the valuations to the assumed WACC and terminal growth rate is presented in the table below. This indicates that the valuation is more sensitive to the terminal growth rate assumption however it also shows the limited downside from the current levels as even at 0% terminal growth, the DCF value offers 19% upside from the current price.
	 
	Comparative Valuation based on Industry Multiples

	We have used the PER and PBV multiples based on global companies that have similar real estate operations. Selection of comparable peers has also been based on the relative size of company. For the comparable universe, the median P/B and P/E multiples are 1.14x and 12.2x which we think are on the conservative side due to differing dynamics of markets and interest rates scenario. However we have used these multiple to estimate the fair value for Seef using 2007 recurring earnings and book value.
	Relative valuations indicate that despite earning higher gross margins than comparable global peers, based on market capitalization, Seef is trading at a lower Price to Book Value multiple as shown in the graph below. For detailed information about our peer set, please refer to Appendix A.
	 
	Graph 1: Undervalued compared to global peers on PBV multiple
	 
	Source: Bloomberg & SICO Research
	Based on trailing PE multiples and ROEs observed during 2007, the stock seems fairly priced (based on recurring income) if outliers from China are removed. However based on our estimates, ROE is expected to improve from 12.8% in 2007 to 13.8% in 2008, making the stock attractive compared to peers while the 10% expected earnings growth in 2008 provides further upside from this level.
	Graph 2: Fairly valued on  PE multiple
	 
	Source: Bloomberg & SICO Research
	Note: Seef’s ratios are based on recurring income
	Nonetheless, we feel that most of the company’s peers are based in countries with developed real estate markets entering the maturity stage, while we believe that Seef has relatively better growth opportunities being established in a comparatively new market.
	Significant gains post listing
	The stock has outperformed the market since its listing in July 2007 giving a return of 80% to its retail investors (in less than a year) excluding dividends to date. Activity in the stock has averaged around 313k shares per day making it one of the more liquid stocks in Bahrain.
	Graph 3: Excellent price performance post IPO
	 
	Overwhelming response to IPO
	The privatisation of Seef can be considered as one of the most successful initiatives undertaken by the Government of Bahrain. The issue was well received by the investor community and the offering was oversubscribed by 3.5 times, excluding the green shoe option. The company offered  179.4mn shares to  retail and institutional investors, representing 39% of the total shareholding of the company. A green shoe option of 9% (43.5mn shares) was also applied and fully exercised. Priority was given to retail investors and 96.1mn shares ( representing 43% of the total offering and 100% of the subcriptions) were allotted. Institutional investors offered subscriptions for 524mn shares out of which only 24% were alloted.
	The pricing of the issue was done in a unique way to attract retail investors and to support government’s intention to distribure wealth among nationals. The retail investors subscribing for 50k shares or below were issued shares at a price of BHD 0.110 per share. However, the institutional investors and remaing retail investors were offered shares at a price of BHD 0.125 per share.
	Potential Triggers:
	Seef Properties have provided investors with more than 80% gains since its IPO in May 2007. We feel that the stock has further upside potential and the triggers can be (1) the launch of Fraser Suites and (2) announcement of future expansion plans post approval of the strategic plan. The stock is currently trading at a P/BV of 1.1x and 0.9x based on 2007A and 2008E equity. The company is also trading at a discount to the broader Bahrain market with Price to Earnings (PE) multiples of 11.3x and 9.8x based on 2007A and 2008E recurring earnings.  
	Seef Properties’ 1Q08 – Result Review
	Seef properties announced its financial results for the first quarter ended March 31, 2008 on May 11, 2008. 
	Strong growth in revenues
	Growth in Property rentals was the major driver of earnings growing by around BHD400k (19% YoY). This source of income contributed almost 75% to the total revenues followed by Other Operating Income and Leisure and Recreational income with 15% and 10% share in revenue. 
	Solid growth in rental revenues was witnessed as a result of increase in gross leasable land due to expansion of Seef West which started operations in January 2007. We believe that revenues from this source were not contributing substantially during 1Q2007, as most of the expanded area remained under the rent-free tenure for the first few months of operations commencement.
	Interest Income drives Other Operating Income
	Other operating income jumped up by 46% YoY. We believe this rise is a consequence of interest earned on cash deposits held by the company at banks. The company had very substantial cash balances of around BHD15mn as of March 31, 2008.
	Expenses grew at a faster pace
	Backed by General and Administration expenditure, total expenses incurred by Seef during the 1Q08A rose by 36%. We believe this is due to higher marketing activity conducted by the company, in preparation for impending competition. 
	A decline in depreciation expense has been witnessed over the past few quarters, indicating fully depreciated plant and equipment. The company added BHD12.2k worth of assets to Plant and Equipment during the quarter. 
	Capital Expenditure of BHD785k was incurred in the development of the BHD9mn worth apartment building above the Seef West expansion. Seef has already incurred costs of BHD3.8mn for the project so far as indicated by the Capital Work in Progress.
	Net profits rose by a healthy 14%
	Gross margins of Seef showed a decline of 200bps dropping from 70% in 4Q07 to 68% in 1Q08. This is the consequence of higher expense incurred in the management of mall operations.
	 
	Business Background
	Seef Properties – The experts in Mall Management
	Seef Properties was formed in 1999 as a wholly owned subsidiary of The Housing Bank with a paid up capital of BHD200k. It was involved in the business of developing and managing commercial property with the Isa Town Mall being its key asset. The paid up capital was later raised to BHD 46mn in 2002 to carry out expansion of major business units. It was converted from a closed company to a public joint stock company in 2006. On April 26, 2007, the Ministry of Finance (MoF) disposed off around 49% of Seef’s shares through an IPO. At present the company has an authorized capital of BHD100mn (1 bn shares) having a par value of BHD0.100/share, out of which 460mn shares have been issued. The company has only one class of equity shares and all shareholders have equal voting rights.
	Shareholding Pattern post IPO in 2007
	The shareholding pattern of Seef Properties shown in the graph below indicates that the Needy Families Trust hold the largest stake in the company. The 30% stake was allocated to the Trust in accordance to the Amiri gesture of the King in 2002 and was under a lock up period of 5 years. The Ministry of Justice represents the interests of the Trust on the Board of Directors of the Company. The Pension Fund Commission is the next biggest shareholder, holding 21% stake in the company. Subsequent to the sale of shares in IPO by MoF, the Bayan Group for Property Investment, Bahrain Islamic Bank and Kuwait Financial House also entered the list of major stakeholders.
	Seef Properties is the only listed Real Estate Company on the Bahrain Stock Exchange having a weight of 0.9% in the index.
	 
	Graph 4: Shareholding Pattern as of Dec 31, 2007
	 
	Source: Company Reports
	 Business Segments
	Seef Properties - under going horizontal integration
	Seef Properties is primarily involved in the development and management of retail property complexes. Additionally, it operates recreational facilities by the name of the ‘Magic Island’, offering entertainment facilities at two locations in Bahrain.  Additionally, it is in process of expanding into other real estate development and management service in the future. The development of ‘Fraser Serviced Apartments’ in the Seef District shall be the company’s first step towards entering the hospitality business. The expected business structure of the company is portrayed in the chart below.
	Chart 1: Expected business structure of Seef post 2007
	 
	Mall operations – The cash cow!
	Mall operations can are the most dominant business segment of Seef Properties. In our view Seef Properties has a strong portfolio of properties ranging from small shops, garages, showrooms, industrial units in Isa and Hamad Town to its flagship property ‘Seef Mall’. The revenue from mall operations comes in the form of highly secured rentals from leased shops as well as in the form of variable revenue from specialty leasing and others.
	Leasing Operations:
	Lease agreements in various properties owned by Seef are signed for a period of 1-3 years, are renewable and can be re-priced after the completion of the lease period. The contracts vary on a case to case basis and rentals are set considering the location inside the mall. Some properties which are located outside the vicinity of the main mall areas are leased at lower rates (for example, areas under lease to Toys R Us and Chillis restaurant in the vicinity of Seef Mall). The leasing rate is set in terms of BHD/sq metre according to a pre assigned formula adjusted for inflation on an annual basis. 
	However, the lease rates can only be adjusted upward until certain agreed limit, set at the time of agreement, is reached. No downward revision clause has been included in any of the contracts, leading to minimized downside risk in rates in the short term.
	A number of leasing agreements of Seef’s properties have been signed on a long term basis and hence rate revision with the pace of rise in market rates has not been available to properties in Old Seef Mall. We see this as a potential upside in the medium term though we have not included it in our assumptions.
	Specialty Leasing Operations:
	Leases for a shorter span of time on relatively higher rates are accounted under specialty leasing agreements. Space let out to set up kiosks for special events such as Formula 1 tickets, car launch, perfume launch etc. are the most common types of contributors to this source. The leasing rates per sq. metre under this category are exceptionally high relative to the usual rates earned on ordinary leases. This is mainly due to (1) new leases set at market rates which can be adjusted upwards in case of high demand and (2) the unstable nature of activity requiring the company to charge higher rates to generate a stable stream. We feel that specialty leasing agreements provide great amount of leverage to the company permitting it to decide upon rates taking seasonality into effect.
	Advertising, Promotion and Car Park:
	Despite the fact that space let out for advertisement and promotions have a lower contribution to Seef’s revenue compared to the leasing revenue, they are still noteworthy. The Car Park facilities set up by Seef in its managed properties also provide support to the operating income. Revenue from these sources is accounted for in Other Revenue by the company.
	Magic Island – the indoor entertainment concept
	Seef initiated its family entertainment services in 1999, which is one of the leading gaming zones in the Kingdom. ‘Magic Island’ is operated at two different locations namely Seef Mall (4,500 sq. metres) and Marina Mall (800 sq. metres). It offers around 70 arcade games and 19 entertainment attraction to its visitors.
	Serviced Apartments
	Seef is set to enter the hospitality business in 2008, with the completion of its serviced apartments, Fraser Suites. 
	The Fraser Serviced Apartments: Seef is constructing a Serviced Apartment Tower above the completed West Expansion of the Seef Mall. The project is expected to be completed and commence commercial operations in the third quarter of 2008. The 91 apartments and penthouses are to be managed by the Fraser Serviced Residency (FSR) Pty. Ltd, which is an internationally recognised serviced residence management company. FSR will also be responsible to accommodate its existing global clientele visiting Bahrain, giving Seef an edge over other apartment management companies. The apartment building is expected to be built at a cost of BHD9 mn. An amount of around BHD3.5 mn had been incurred by the company until 2007 year end. 
	 Seef’s Balance Sheet Analysis
	Seef Properties - Assets concentration in Seef

	Seef Properties has been developing its asset base on a consistent basis since its inception which helped them to grow their assets at an average rate of 13% over the past five years to reach BHD93.7mn by end 2007.  
	Almost 80% (BHD74.73) of the total assets are held as ‘Investment Property’. Investment Property principally comprises of freehold land & buildings which is held for the purpose of capital appreciation and to earn long term rental yields. Investment Property is initially recorded at cost; however, it is later revalued and held at market values on Seef’s books. As seen from the graph below, Seef Mall and Seef West combined are the company’s most valued assets.
	Graph 5: Break up of Investment Property as of Dec 31, 2007
	 
	Source: Company Reports
	Expenditures incurred on construction of new properties, prior to commencement of commercial use, are capitalized into the ‘Capital Work in Progress’ at cost. Post commencement, the properties are transferred to ‘Investment Properties’. Gains from revaluation of transferred properties as well as existing properties are transferred to equity through the income statement. Therefore, Seef is well positioned to benefit from the rise in prices of property as its Investment Properties are revalued each year by independent property analysts.
	Key Properties

	Seef has developed and manages over 700 retail outlets in 45 different locations throughout Bahrain. The majority of the units are concentrated in Isa Town followed by the Seef Area.
	 Note: All properties have not been included
	In terms of land area, Seef Mall ranks the highest covering an area of 135,400 sq metres, which is followed by Saar Cinema with an area of 10,226 sq metres.
	Map 1: Key assets of Seef Properties 
	 
	The map above indicates that most of Seef’s properties are concentrated in the Northern portion of Bahrain where most of the economic activities are concentrated. The Seef Mall is located along the Sheikh Khalifa Bin Salman Highway, in the Seef District of Manama. It is surrounded by other popular malls namely Al A’Ali Mall, Bahrain Mall, Marina Mall and Dana Mall.  The area in blue in the above map indicates the Seef and Sanabis districts were most malls are located.
	Other properties operated by the company include 138 units covering 32,000 sq. metres of land in Hamad Town. The features of major properties are discussed below:
	The Seef Mall – the flagship mall
	The original Mall building block and the two detached outbuildings were completed in 1997. There have been 6 expansions to the Mall building block undertaken in subsequent years. All expansions are contiguous to the original Mall building block. The most recent expansion towards the West was completed in January 2007, at a cost of about BHD11.2mn. It involves two-stories of shopping floors topped by a 5-level car park at the western wing of the Mall building block. The expansion consists of around 56 new leasable shops (22,000 sq metres) and provides for additional 500 car parking spaces.
	The Seef Mall opened in 1997 has turned into Bahrain’s most popular shopping mall as well as a key asset of Seef Properties over the past 10 years. It currently offers customers with a selection of various international brands through its 250+ unit set up including four anchor stores (occupied by Marks & Spencer, Debenhams, Bhs/Shoe City, and Zaina specialize in fashion, shoes, clothing, apparels, personal accessories etc). These 4 anchor stores are on ground floor, while two of them have extensions to the first floor.  The Mall also includes a 16 screen cinema operated by Bahrain Cinema Company. In addition, more than 40 restaurants are operating in the two available Foot Court areas leased by the company.
	When compared to competing malls on the basis of leasing rates and average weekly footfall/sq metre, we believe  that Seef Mall positions slightly higher than Dana, Marina and Bahrain Mall while it is below the expected footfall/sq metre in Bahrain City Centre, Moda Mall (both our estimates) and Al A’Ali Mall.
	Graph  6: Seef Mall’s positioning relative to competitors
	 
	Source: Company Reports
	Note: We have used estimated numbers for malls not operational yet.
	ISA Town properties
	ISA Town, where Seef Properties owns more than 250 units and occupies an area of around 83,000 sq. metres, is the second most valuable property owned by Seef. Approximately 47,000 sq. metres out of the total land area occupied at Isa Town is engaged by the ISA Town Mall. This mall was opened in 1993 and is split into three parts namely main, east and west and provides parking space for 500 cars. It is the only mall around the commercial district of Isa Town and has an average weekly footfall of 10,000.
	Other properties
	Properties held in Hamad Town, Um Al Hassam, Qudaibia, Saar and Salmaniya account for 160 units operated by Seef Prop.  The two phases of Rowdha combined is the major property held in Hamad Town.
	Under-utilized cash balances 

	The company has accumulated significant cash balances of around BHD15mn as of March 31, 2008; out of which more than 90% was invested in fixed deposit earning an interest of 4.7% p.a. which is relatively lower than other avenues present in the financial markets. We feel that the company has room to improve cash management   increasing yield substantially. In 2007, bank interest contributed 5.1% to the total revenue earned by the company. Nevertheless, we have assumed the company will maintain its current cash-management attitude in our projections. 
	Unleveraged Balance Sheet 

	Seef balance sheet has no long term liabilities or debt apart from around BHD55k under Employee benefits. However, we feel that higher leverage would add value to the company and improve its ROE and ROA in the long run. The company earned a normalized ROE and ROA (equity, earnings and assets excluding fair value gains) of 12.8% and 11.8% during the full year ended 2007 and this can be improved further by leveraging its debt free balance sheet. However we feel that the regular operating cash flows generated by the company shall be sufficient to finance the company’s upcoming projects based on our current outlook on the company. This would leave the company with a strong balance sheet giving it lot of room to expand geographically or for taking up bigger projects in the future.
	Dividend Outlook – attaching strings to potential projects

	Seef Properties is expected to come up with a new strategic plan as most their announced expansion projects will be completed by this year. The strong cash flows generated by the company give it enough room to take up new projects without affecting the current dividend yields. However in the likelihood of bigger projects the company may opt for maintaining current dividend levels rather than increasing it as we have forecasted. We expect the company to maintain current robust dividend yields as we forecast dividend payouts to average around 55% of recurring income during 2008-2012, subject to further project announcements as discussed above.
	 Seef’s Income Statement Analysis
	Robust growth in revenues backed by expansions 

	Over the past five years, the company has maintained strong revenue growth achieving a CAGR of 16%, with major contributions coming from leasing revenue and other income. Revenues earned by Seef Properties can be categorized into three major segments namely (1) Leasing Revenue, (2) Recreational Income and (3) Other income including revenue from Car Park facilities, Advertisement and Promotion, and bank interest. 
	Graph  6: Revenue Break up 2007
	 
	Source: Company Reports
	Revenues dominated by lease rentals
	During the past 5 years, Revenue from lease rentals proved to be the most significant contributor to the overall revenue stream as more than 75% of the total revenues were generated through this source. Rental revenues grew at a reasonable pace of 14% CAGR over the said period. The high concentration of this source of income is positive as it provides the company with a sustainable revenue stream. Our estimates indicate that, out of the total leasing revenue of BHD11.7mn in 2007, more than 95% was contributed by the Seef Mall and its West Extension.  
	We expect revenues from leasing to grow by 22% over the next year based on:
	(1) Full year’s revenues earned on shops leased in Seef Mall compared to partial revenues produced in 2007 as a result of rent-free property allowed to tenants.
	(2) Revenues from Fraser Suites which shall be operational in the last quarter of 2008. We expect Seef to pay Fraser Serviced Residency management fees on a floating rate based on revenues earned.   
	Excluding expenses incurred on ‘Magic Island’ and assuming that the remaining was spent on managing mall operations, it is evident that the business is a high margin proposition. Gross margins on mall operations averaged around 50% over the past 4 years, increasing sharply in 2007 as a result of higher leasing rates being earned on Seef West. 
	We expect gross margins to ease off slightly in 2008 as a result of increased cost pressures and inability to raise leasing rates further. However, some portion of the increased cost shall be offset by higher specialty leasing rates offered. 
	Graph 7: Gross Margins on leasing on a rising streak
	 
	Source: Company Reports & SICO Research
	Magic Island – the cushion
	Leisure and recreation income generated a steady stream of income and grew at an average rate of 7% over the past 5 years. Its share in total revenue, however, dropped from 13% in 2003 to 11% in 2007. We expect steady revenues from ‘Magic Island’ going forward and expect Seef to initiate a number of other outlets as indicated by management. 
	Graph 8: Gross margins on Magic Island supporting overall margins
	 
	Source: Company Reports & SICO Research
	Share of Other Income rising substantially 
	Income from car park facilities, free cash invested in banks, promotion and advertising income improved significantly during the past few years, increasing from BHD0.11mn in 2003 to BHD1.54mn in 2007. Bank interest revenue was a result of substantial cash balances of BHD13.77mn held by the company as of end 2007. The share of other income has increased from 2% in 2003 to 13% in 2007, however, going forward we do not expect other income to increase at the historical pace, stabilizing at a normal CAGR growth of 2% over the next 5 years.  
	Excellent Cost Management

	Despite a healthy rise in revenue, management cost showed no significant increase over the past 5 years.  Costs mainly comprise of general & admin. Expenses, and staff costs which grew by 2% each. However, a 16% drop in depreciation expenses has suppressed overall costs. Nonetheless, costs increased by 11% in 2007 with the initiation of the Seef West Expansion. G &A expenses which contributed 57% to the total costs incurred comprises mainly of electricity, marketing, cleaning, operating expenses of ‘Magic Island’ and other maintenance costs. We expect costs to rise by 4% CAGR (2008-2012) as a result of higher marketing expenses.
	Margins touching new heights

	Operating margins over the past couple of years have been rising and touched 70% in 2007.  We expect margins to be maintained at these levels backed by the launch of the ‘Fraser Serviced Apartments’ contributing strong margins. Seef is projected to earn a recurring net income of BHD9.6mn in 2008, growth of 17% YoY. However, we expect it to average around 8% CAGR over the next 5 years, since we have only incorporated announced projects in our model. 
	Graph  9:  Operating margins to be maintained despite competition
	 
	Source: Company Reports & SICO Research
	EBITDA margins
	An EBITDA of BHD8.4mn with 64% YoY growth was achieved by Seef Properties in 2007. Strong EBITDA margins of 62% were observed over the past five years and are expected to improve further during the next five years, averaging around 75%. The high EBITDA margins are the result of high sustainable operating profits earned by the company rather than high depreciation charges. A major portion of the company’s assets classified as Investment Properties (80%) are not considered as depreciable assets and are reported on market prices, keeping depreciation expense at low levels. The stock is trading at an EV/EBITDA multiple of 10.8x on 2008E EBITDA.
	Unrealized Fair Value gains boosting reporting earnings

	Unrealized Fair Value gain which is transferred through the income statement to Equity has boosted reported earnings during the past  years. We have assumed developer’s margin of 50% and 2.5% in prices of major properties of the company. Having said this, we would emphasize that all our analysis and valuation ignores the unrealized gains as it does not reflect the company’s operational performance; and considers recurring cash flows as the appropriate measure of performance. 
	Graph  10: Volatility in reported net margins due to FV Gains
	 
	 Industry Overview and Outlook
	The retail industry in Bahrain is dependent on two major factors namely (1) increased disposable income land (2) rising population leading to higher demand of housing and other necessities.
	Consumption to lead GDP growth
	The cyclical upswing in the Bahraini economy has been maintained over the past five year with the real GDP growth rate averaging around 6.8% until 2007. In 2006, according to government statistics, more than 49% of GDP was contributed by Consumption followed by Investments (25%). Over 2003-2007, real domestic demand grew by 7.8%, indicating strong purchasing power of the population. Nonetheless, the retail sector’s share in the overall GDP at current market prices has remained stable at around 10%, which is positive considering the overall growth of the economy. Approximately 90% of the total Gross National Income was classified as disposable income amounting to BHD5.2bn in 2006.
	Graph 11: GDP growth remains firm
	 
	Source: IMF & BMI
	Population growth to be the icing on the cake
	One of the major factors boosting real estate development and retail markets in Bahrain is the increase in population. Population grew at a startling 42% YoY, to reach 1.05mn people by the end of 2007, as stated by the CIO. This growth, however, largely tilts the historical (2002-2006) average rise of 2.5%, to a CAGR of 9.2% for the past 5 years.  Demand for residential properties has increased following the rise in population, causing residential rentals to go up by 10-15% over the past two years. Likewise, lack of retail space in existing malls has pushed up leasing rates to new highs. 
	Working population in Bahrain has increased at a decent pace of 11% per annum over the past four years, which is in line with the overall growth in population. Increase in the working population shall give rise to a stronger middle class and increase retail spending. Around 27% of the total population is below 14 years of age, while 70% are between 14-65 years. This attractive demographic profile is also expected to help boost consumption in the coming years. 
	Graph  12: Population growth to remain strong
	 
	Source: BMI
	Around 90% of total employed are engaged by the private sector, of which 80% are non-nationals. The average monthly wage levels of these employees increased by 10.5% YoY in 2007 to reach BHD232, yet are relatively lower to the public sector employees who have an average pay scale of BHD774/month. Overall weighted average wages have grown relatively slower by 1.3% compared to the CPI inflation which rose by 1.9%, over the past four years. This indicates that the growth in the retail sector is mainly contributed by tourists. The development of the local retail market is owed to Bahrain’s image as a tourist destination for neighbouring countries. More than 7.4mn tourists arrived in Bahrain during 2007, which is 7 times the country’s existing population out of which 5.8mn (78%) people came across the Saudi Causeway.
	Graph 13: Tourist Arrivals in Bahrain  over the years (million)
	 
	Source: CIO
	The Formula One Grand Prix arranged by Bahrain each year also attracts a large number of tourists from around the world. The completion of the USD3bn Qatar-Bahrain Causeway in 2009 should also strengthen tourism related commerce and retail. 
	Retail space spreading its wings
	Retail activity in Bahrain was BHD648mn (10% of GDP) during 2006 amounting to around BHD870 per person per annum. Retail activity is mainly spread around the Seef area in Manama where most of the high profile malls such as the Seef Mall, Bahrain Mall, Dana Mall, Al A’ali Mall and Bahrain Commercial Complex are located.
	Apart from extensions of A’ali Mall and BCC, Bahrain’s biggest mall ‘Bahrain City Centre’ with an approximate size of 150k sq meters is set to open in September 2008. It is interesting to note that 41% of the total licenses issued by the Ministry of Commerce were issued to set up new Wholesale & Retail trade, Motor Vehicle and Personal Household establishments.
	Hospitality sector offers room to grow 
	With 117 hotels and more than 7,000 rooms, Bahrain’s hospitality segment is highly underserved especially during the peak vacation season. However a number of 5-star, 4-star and low budget hotels and serviced apartments are available during the remaining parts of the year. An average of 19,000 people, visit the country per day, which is above the room capacity available. Out of the 7,477 commercial licenses issued during 2007, around 1,500 were granted to Hotels & Restaurants and Real Estate & Rental business operators.  New hotels and Serviced apartments are expected to add 500 units to the market by 2009.
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