
Union Properties

Union Properties (UP) is a real estate development, contracting, property investment 
and services company, operating out of Dubai in the United Arab Emirates (UAE). The 
company has emerged from being a subsidiary of Emirates Banking Group (EBG) to 
become one of the leading real estate developers in Dubai.

In total UP is expected to develop and deliver an estimated 0.9 mn sqm of net sellable 
area (NSA) in Dubai between 2007 and 2010. UP’s current rental portfolio consists of 22 
properties in different areas in Dubai, with a total estimated net leasable area (NLA) of 
254,000 sqm, with further additions worth AED 4.7 bn underway. 

The company is projected to achieve a CAGR in revenue between 2006 and 2009 of 
63%, with revenue rising from AED 2.53 bn to peak at AED 10.99 bn on the back of strong 
property sales, and high expected project deliveries that year. Net profit during the same 
period is expected to record a CAGR of 48%, and appreciate from AED 614 mn to AED 1.99 
bn, before dropping back again over the rest of our forecast period.

We estimate the adjusted net asset value (NAV) per share for UP to be AED 2.38, while 
the current share price is AED 3.3. This means that UP is trading at a premium of 39% to its 
NAV per share. 

We re-initiate coverage on Union Properties with a BUy recommendation and a target 
value of AED 3.79 per share, implying a moderate upside of 14.8% to the current market 
price of AED 3.30 per share, driven primarily by the real estate development arm of the 
company. The target value was based on a Discounted Cash Flow (DCF) valuation.
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UP performance vs. SC UAE Index
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Union Properties (AED)
SC UAE Index rebased

Year Net profit 
(AED ‘000)

BV 
 (AED ‘000)

 EPS 
(AED)

BVPS 
(AED)

RoAE 
 (%)

 P/E 
(x)

P/BV 
 (x)

Dec-09E 1,989,787 7,802,181 0.72 2.80 29.2% 4.61 1.18

Dec-08E 589,038 5,815,588 0.21 2.09 10.7% 15.59 1.58

Dec-07E 679,038 5,229,454 0.24 1.88 13.9% 13.52 1.76

Dec-06 613,968 4,553,056 0.22 1.64 14.5% 14.96 2.02

52-week high (AED)   3.88

Number of shares (‘000) 2,782,526

Free Float (%) 51%

Market cap (AED ‘000) 9,182,336

Market cap (USD ‘000) 2,500,160
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Investment highlights

Union Properties (UP) is a real estate development, contracting, property investment 
and services company, operating out of Dubai in the United Arab Emirates (UAE). The 
company emerged as a separate legal entity from what used to be the real estate unit of 
Emirates Bank Group (EBG) in 1987. Six years later (1993), UP went public and later listed 
on the Dubai Financial Market (DFM) in 2000. 

UP is recognized in the UAE as a reputable and qualitative real estate developer, 
supported by the successful development and delivery of the Green Community and 
Uptown Mirdiff. 

Having utilized the Green Community brand successfully twice and the Uptown brand 
once, UP is now utilizing these brands again, this time in its MotorCity development. 
The aim of creating these brands is to re-use almost the same designs and thus reduce 
development cost, in addition to, benefiting from the relatively high market awareness of 
these concepts and thus reduce marketing expenses. In a regional expansion, the major 
benefit would be the utilization of existing designs.

UP has secured the global master franchise rights for Formula One (F1) theme parks 
from the F1 administration. The first F1 park will be located in Dubai MotorCity and it is 
expected to be completed by 2009.

In total UP is expected to develop and deliver an estimated 0.9 mn sqm of net sellable 
area (NSA) in Dubai between 2007 and 2010. The company has not announced real 
estate developments outside Dubai yet. The total NSA is spread over three locations in 
Dubai: Mirdiff, DIFC and Dubai Land. In terms of NSA, Uptown MotorCity is the largest 
development followed by Green Community MotorCity and Index. An estimated 82% of 
the total NSA is residential, 11% is office and 7% is retail.

UP’s current rental portfolio consists of 22 properties in different areas in Dubai, with a 
total estimated net leasable area (NLA) of 254,000 sqm. The largest part of the portfolio 
is residential property followed by retail, office and industrial space. In addition to a fully 
owned and two partially owned hotel properties.

The company is planning further additions to its investment property portfolio with a 
total development cost of AED 4.7 bn. Most of these additions are expected to be ready 
by 2009.

The company is projected to achieve a CAGR in revenue between 2006 and 2009 of 
63%, with revenue rising from AED 2.53 bn to peak at AED 10.99 bn on the back of strong 
property sales, and high expected project deliveries that year. Net profit during the same 
period is expected to record a CAGR of 48%, and appreciate from AED 614 mn to AED 1.99 
bn, before dropping back again over the rest of our forecast period.

The adjusted net asset value (NAV) per share for UP is estimated to be AED 2.38, in 
contrast, the share price currently stands at AED 3.3. This means that UP is trading at a 
premium of 39% to its NAV per share. Unlike the major real estate developers in the UAE, 
UP is not a large receiver of free land from the government

We re-initiate coverage on Union Properties with a BUy recommendation and a target 
value of AED 3.79 per share, implying a moderate upside of 14.8% to the current market 
price of AED 3.30 per share, driven primarily by the real estate development arm of the 
company. The target value was based on a Discounted Cash Flow (DCF) valuation.
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Overview of Union Properties

Union Properties (UP) is a real estate development, contracting, property investment 
and services company, operating out of Dubai in the United Arab Emirates (UAE). The 
company emerged as a separate legal entity from what used to be the real estate unit of 
Emirates Bank Group (EBG) in 1987. Six years later (1993), UP went public and later listed 
on the Dubai Financial Market (DFM) in 2000. 

The company’s initial focus was on the development of its own investment property 
portfolio and the provision of property management and facility maintenance services, 
both to its own properties and to those of third party clients. During this phase, the 
company managed to amass one of the largest and most diversified investment property 
portfolios in Dubai. UP’s progressive evolution enabled it to move gradually towards 
including a number of additional related business activities, such as electro mechanical 
contracting (Thermo), project management, interior design and fit out, serviced offices, 
executive apartments and other services.

However, the single most important strategic shift came in anticipation of changes in 
Dubai’s property law at a time of highly favorable demographic and economic trends. 
Having realized the level of opportunity that would come to existence as a consequence 
of a change in the property law allowing home ownership for the first time to all residents 
and non-residents of Dubai, the company established a strategic partnership with Dubai 
Investment Company (DIC). This strategic partnership led to the formation of a joint 
venture (JV) between UP and DIC, the vehicle for this JV became Properties Investment 
LLC (PI). The two companies combined their strengths and ventured into developing 
properties, to be initially offered on a long-term leasehold basis (90 years). UP brought to 
the table its real estate development, management experience and capacity, while DIC 
owned the required land. Consequently UP took responsibility for developing The Green 
Community, Lake Apartments and subsequently the Green Community West under the 
umbrella of PI. The Green Community West is scheduled for completion in 2008.

The next natural move was to do it alone, and that is exactly what UP did. In 2004 the 
company launched the large scale Uptown Mirdiff project, which includes residential, 
office and retail components. The residential units has since been almost entirely 
delivered, while both the office and retail elements have been integrated into UP’s 
investment property portfolio. In 2006 the company initiated the development of two 
sellable properties and one hotel in the Dubai International Financial Centre (DIFC). This 
was followed more recently with the launch of the largest development to be undertaken 
by UP, up to date, namely Dubai MotorCity. This development has several component 
projects, two of which will leverage on UP’s established community brand names: 
Green Community and Uptown. A third component will primarily target the regional 
automotive sector, through a mixed offering of retail and office space. In addition to the 
Dubai Autodrome, which is located in MotorCity and has been operational for almost two 
years, UP is also in the process of developing: a Formula One (F1) theme park, two hotel 
properties and a retail boulevard in MotorCity. The planned developments in the DIFC and 
MotorCity are scheduled for completion in 2009 and 2010. 

Union Properties is a Dubai 
based real estate and 
contracting company

Large investment 
property portfolio

Strategic shift fuelled by 
change in property law

Union Properties is undertaking 
its largest developments to date
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Ownership structure

EBG remains UP’s single largest shareholder to date, as the bank holds a 48.9% stake. 
EBG is one of the largest financial services groups in the UAE, with 77% of its shares in 
possession of the Dubai government. EBG is currently in the process of merging with 
another Dubai-based bank, namely the National Bank of Dubai (NBD), thus forming the 
largest financial institution in the UAE. The government of Dubai will remain a majority 
shareholder in the new entity, as it also owns a 14% stake in NBD.

UP thus enjoys direct support from a strong financial institution and indirect support of 
the government of Dubai. Today, UP is the UAE’s fourth largest listed real estate developer 
in terms of market capitalization, after Emaar Properties, Aldar Properties, and Sorouh Real 
Estate.

Emirates Bank Group Free Float

Union Properties

Dubai Government

Union Properties Ownership Structure

48.9% 51.1%

77%

Source: Union Properties, SHUAA Capital

Corporate structure

The following corporate structure provides a birds-eye view of the various business 
ventures/activities UP is involved in, which we will cover in detail.

Union Properties’ Corporate Structure

Edara (100%):
Project management service 

provider

Nautilus (80%):
Three high-end �tness centres

Serve U (100%):
Facilities management service 

provider
 Thermo (100%):

Electrical, Mechanical & Plumbing 
contractor

OITC Thermo (85%):
Electrical, Mechanical & Plumbing 

contractor in Qatar

Emicool (50%):
District cooling service provider. 

Joint venture with a subsidiary of 
Dubai Investment Company

Properties Investment (50%):
Joint venture with Dubai 

Investment Company

Dubai Autodrome (100%):
Fully intergrated motor sports 

facility

Union Properties
Real estate development and 

investment company 

Source: Union Properties, SHUAA Capital

Emirates Banking Group 
is Union Properties’ 
largest shareholder
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Strategy

Although UP’s principal geographic market remains the UAE, and specifically the city of 
Dubai, the company is actively planning to pursue a geographic expansion drive into the 
wider Middle East and North Africa (MENA) region. The strategic objective is to reduce 
the reliance on the Dubai market while establishing presence and operations in regional 
markets, which are on the verge of an economic and real estate boom. The company’s 
objective is to specifically expand its real estate development and investment operations 
both locally and regionally. The core business is expected to continue evolving from 
development of investment properties and to an extent also MEP (mechanical, electrical 
and plumbing) contracting, towards property development for sale and investment. This 
increased focus on real estate development and investment is expected to lead to a re-
organization of organizational capabilities and the corporate structure. 

In its expansion drive, the company expects to leverage on existing real estate experience, 
reputation, brands, community concepts and designs. Both the Green Community and 
Uptown are names of successful master planned communities developed by UP and sold 
on leasehold and freehold basis in Dubai. These names have since been developed by 
the company to become brands that stand for complete concepts of living environment. 
These brands continue to represent a tranquil, green, pedestrian oriented and low density 
living environment in a city with limited offerings with this profile to date.

Having utilized the Green Community brand successfully twice and the Uptown brand 
once, UP is now utilizing these brands again, this time in its MotorCity development. 
The aim of creating these brands is to re-use almost the same designs and thus reduce 
development cost, in addition to, benefiting from the relatively high market awareness of 
these concepts and thus reduce marketing expenses. In a regional expansion, the major 
benefit would be the utilization of existing designs.

Moreover, UP has secured the global master franchise rights for Formula One (F1) theme 
parks from the F1 administration. This is in our view an opportunity and potentially an 
additional platform for UP’s geographic expansion and diversification of its investment 
properties. The first F1 park will be located in Dubai MotorCity and it is expected to be 
completed by 2009, meanwhile UP will seek to develop F1 theme parks around the world 
independently and through partnerships with local players.

Planning to expand 
geographically

Increasing focus on real 
estate development 

and investments

Leveraging on its 
strong reputation and 

established brands

Secured exclusive global 
F1 theme park rights
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Business lines

UP’s core business gradually evolved from being property development for lease 
focused to property development for sale with the liberalization of Dubai’s real estate 
market, which encouraged and facilitated private sector investment and allowed foreign 
ownership of property. This change began to gather momentum in Dubai and UP in 2002. 
By 2006, property sales was the largest contributor to the company’s gross profit.

Meanwhile, the company continued to grow its investment property portfolio, with 
additions of office, retail and hospitality space in Dubai. This portfolio also witnessed 
significant rise in its gross profit contribution on the back of strong growth in rents and 
GOPPAR (gross operating profit per available room), during the past three years.

Contracting, which is the largest contributor to UP’s revenues, is only the third largest 
contributor to gross profit. UP is engaged in MEP contracting through its fully owned 
subsidiary Thermo.

The company is also involved in a number of other business lines such as project 
management, facilities management and interior design and fit out. These have all been 
grouped together as others. 

Source: Union Properties, SHUAA Capital

Real estate development

UP started with the development of the Green Community (GC) on the outskirts of Dubai 
city, together with Dubai Investment Company (DIC) through a 50-50 JV in Properties 
Investment LLC (PI), offering a mixture of villas and low rise apartment buildings on 90 
year lease contracts. The units sold-out rapidly and UP has since introduced a number of 
new projects on the back of this success both on its own and through PI. 

It is worth mentioning that income from property sales through PI is recorded as 
investment income below the operating line, in accordance with the International 
Accounting Standards (IAS), which we believe to be somewhat misleading, as sales from 
this subsidiary represent core operating income for the company. Revenue is recognized, 
in both cases, on the basis of the completed contract method. Unlike the percentage of 
completion method, which recognizes revenue from sales in tune with the progress made 
in construction and sales, the completed contract method recognizes all revenues in one 
go once the property is completed and handed over to the buyer. Consequently, the 
method used by UP does not reflect the real progress in sales in a timely manner. Between 
the sales start and actual recognition of that sale in the income statement the time lag 
can be two-three years. 

Gross Profit Contribution by Business Line 2006 
Contracting, 

22%

Others, 
8%

Property  sales, 
38%

Hotel and 
rental properties, 

32%

Gross Profit Contribution by Business Line 2006 
Contracting, 

22%

Others, 
8%

Property  sales, 
38%

Hotel and 
rental properties, 

32%

Growing contribution 
of property sales

Rental and hotel 
properties

MEP contracting 
through its subsidiary

UP developed the Green 
Community with Dubai 

Investment Company

Revenue is recognized on 
completed contract basis



Equities research

August 14th, 2007   �

Union Properties

Sellable real estate developments
UP has so far fully completed and delivered an estimated 90% of Uptown Mirdiff, which is 
UP’s first sellable real estate development outside the JV framework with DIC. In 2006, the 
company launched two properties located in the DIFC, Index and Limestone House. These 
two properties are in advanced stages of the construction process. UP has also launched 
its largest master planned development to date, Dubai Motor City, which includes several 
component projects in the vicinity of Dubai Land.

In total UP is expected to develop and deliver an estimated 0.9 mn sqm of NSA in Dubai 
between 2007 and 2010. The company has not announced real estate developments 
outside Dubai yet. The total NSA is spread over three locations in Dubai: Mirdiff, DIFC and 
Dubai Land. In terms of NSA, Uptown MotorCity is the largest development followed by 
Green Community MotorCity and Index. An estimated 82% of the total NSA is residential, 
11% is office and 7% is retail.

Source: Union Properties, SHUAA Capital

The next project delivery is expected to take place in 2009, with the exception of the final 
batch of Uptown Mirdiff, which is expected to take place in 2007. The final phase of Uptown 
Mirdiff constitutes an estimated 10% of the total Uptown Mirdiff NSA. The majority of the 
project was completed and delivered in 2006. Based on the completed contract method 
of revenue recognition, which is the current practice at UP, the above would mean limited 
revenue from property sales will materialize in 2007 and no revenue will be recognized from 
property sales before 2009. 

Source: Union Properties, SHUAA Capital

Breakdown of UP's Expected NSA 2007-2010
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Uptown Mirdiff
Uptown Mirdiff is UP’s first sellable real estate development, outside the JV with DIC. 
The development offers 147 townhouses and 395 low-rise apartments with a residential 
NSA of 79,000 sqm in a suburbian location outside central Dubai. UP also developed an 
extensive retail component for this project, which was transferred to the rental portfolio 
of the company. Properties in Uptown Mirdiff have been fully sold, with an estimated 90% 
delivered in 2006 and the remaining 10% expected to be delivered in 2007.
Uptown Mirdiff

Description townhouses and low-rise apartments

location Upmarket Dubai suburb

Year of completion 2006-2007

nsA (sqm)  79,000 

NSA composition:  

Residential 100%

Office n/A

Retail transferred to rental portfolio

proportion sold 100%

proportion Delivered 90%

Source: Union Properties, SHUAA Capital

DIFC: Index and Limestone House
DIFC is the financial centre not only of Dubai but arguably the region as a whole. It is 
located in the heart of Dubai’s new central business district (CBD), which is taking shape on 
Sheikh Zayed Road (SZR). The new CBD will constitute of the DIFC, the Burj Dubai area and 
Business Bay. The DIFC is flanked by the Emirates Towers Hotel and the World Trade Centre 
on one side and the Burj Dubai Tower and Business Bay on the other. 

This financial services industry cluster also serves as a free zone, allowing 100% foreign 
ownership of companies based within its borders, in a country where the company law 
restricts foreign ownership to a maximum of 49%. Companies operating out of the DIFC are 
regulated according to international standards, by the Dubai Financial Services Authority 
(DFSA). The establishment of regional headquarters of most global investment banks, some 
of the big-four consulting firms and the top-regional investment banks testify in favor of the 
stature achieved by DIFC. The result is a long waiting list for office space in the DIFC, leading 
to a further growth in the working populace of DIFC. This, we believe, will further fuel 
demand for residential, office and retail space, in addition to hospitality services and other 
facilities in the area.

The Index building is a freehold mixed-use 80 storey tower under construction in the heart 
of the DIFC. Out of the Index building’s 129,500 sqm in NSA, 58% is distributed over 520 
residential units, 38.5% as office space and the 
remaining 3.5% is retail. 
Index

Description high-rise mixed-use tower

location DiFc, Downtown Dubai

Year of completion 2009

nsA (sqm)   129,500

NSA composition:  

Residential 57.8%

Office 38.6%

Retail 3.6%

proportion sold 10-15%

proportion Delivered n/A

Source: Union Properties, SHUAA Capital

Breakdown of NSA per Segment 
in the Index Building

Residential
57.8%

O�ce
38.6%

Retail
3.6%

Breakdown of NSA per Segment 
in the Index Building

Residential
57.8%

O�ce
38.6%

Retail
3.6%

90% of Uptown Mirdiff 
was delivered in 2006

DIFC is the financial 
centre of the region

Free zone status allows 
100% foreign ownership 

of companies in DIFC

UP is developing an 
80 storey freehold 

property in DIFC
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The Limestone House is a luxurious freehold property located in the DIFC, close to the Index 
building. This property holds 14 floors of apartment units with proportionate retail space. 
Limestone House will be attached to a five star hotel managed by the Ritz Carlton, which 
will form part of UP’s hotel portfolio. The NSA of Limestone House is 64,400 sqm out of 
which 94% is spread over 323 residential units while 6% is retail. 

Limestone House

Description 14 storey luxury building

location DiFc, Downtown Dubai

Year of completion 2009

nsA (sqm)  64,400

NSA composition:  

Residential 94.4%

Office n/A

Retail 5.6%

proportion sold 15%

proportion Delivered n/A

Source: Union Properties, SHUAA Capital

UP has yet to launch the Index and Limestone House aggressively on the market, as the 
company is considering offers from buyers who are looking to acquire the entire buildings. 
Nevertheless, around 15% of the combined space has already been sold.

Property prices in the DIFC are among the highest in the UAE: one bedroom flats in 
residential towers are priced in the range of AED 18,200 to more than AED 20,000 per sqm. 
A one bedroom apartment in the Index is priced at AED 18,850 per sqm on average. In the 
Limestone House, which is more luxurious and not a high-rise tower, one bedroom flats are 
priced at an average of AED 20,100 per sqm. Our comparative price analysis indicates that 
UP’s pricing of the Index and Limestone House is competitive. In comparison, properties 
with similar characteristics to the Index are selling at an estimated AED 27,000 per sqm 
in the Burj Dubai area across the road. Meanwhile comparable properties in the DIFC are 
priced at an estimated AED 19,700 per sqm.

Source: Union Properties, Better Homes, SHUAA Capital

Moreover, in our opinion, UP is a highly reputable developer, which is a key ingredient 
in the home-buying decision. In addition, it became obvious during our site visit, that 
UP’s projects in DIFC are noticeably ahead of most other projects in the area in terms of 
completion. We therefore, do not at this stage, envisage any difficulty in the sale of the 
above properties at these prices.

While office space in the DIFC area is selling at prices in the range of AED 21,500 to AED 
27,450 per sqm, we estimate that the average price in the Index building will be around 

Breakdown of NSA per Segment 
in the Limestone House
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Retail, 
5.6%

Breakdown of NSA per Segment 
in the Limestone House

Residential, 
94.4%

Retail, 
5.6%
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AED 24,000 per sqm. In addition to the factors in favor of UP’s developments salability that 
we mentioned earlier, office space in DIFC currently has a waiting list that exceeds one 
year. Numerous companies are eager to move into the region’s new financial hub, which is 
regulated by the DFSA and allows 100% foreign ownership of companies and property.

Source: Union Properties, Better Homes, SHUAA Capital

MotorCity
With its total NSA of 0.7 mn sqm, MotorCity is the largest development to be undertaken 
by UP to date. MotorCity is a master development with residential, office, retail and leisure 
space. The idea is to build a community, automobile business centre and an automobile 
oriented leisure destination powered by an F1 theme park, around UP’s existing 
Autodrome in the area. In effect, UP is consolidating a number of its assets in creating 
MotorCity. The company is utilizing its established residential community brands: Green 
Community and Uptown. In addition, by complementing the Autodrome with the F1 
theme park, hotels, purpose built retail and office space, UP aims to attract automobile 
companies to locate retail outlets and regional offices in MotorCity. 

MotorCity is located on Emirates Road in the immediate vicinity of Dubai Land, which 
is one of the world’s most ambitious leisure destination projects with a planned area in 
excess of 270 mn sqm. The first phase of Dubai Land is expected to be completed in 2010, 
by then most of MotorCity would have been completed. MotorCity will have under its 
umbrella three sellable sub-projects offered on freehold basis including:

Green Community MotorCity;
Uptown MotorCity; and
BusinessPark MotorCity 

Green Community MotorCity
The Green Community MotorCity (GCMC) will offer 446 units of bungalows, townhouses, 
villas and terraced apartments overlooking a man-made lake, with expected completion 
in 2009. The total NSA of GCMC is estimated to be 189,000 sqm, of which 99% is 
residential and 1% is retail. 
Green Community MotorCity

Description villa and terrace apartment community

location Dubai land

Year of completion 2009

nsA (sqm)  189,000

NSA composition:  

Residential 98.9%

Office n/A

Retail 1.1%

proportion sold 80%

proportion Delivered n/A

Source: Union Properties, SHUAA Capital

•
•
•
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This community style development which was officially launched in March 2007 has been 
well received by the market. It is estimated that 80% of the NSA has been sold to date. 
UP’s prices for villas in GCMC’s are in our opinion competitive. Luxury villas are estimated 
to be priced at an 11% and 8% discount to comparable units in the Arabian Ranches and 
Dubai Sports City, respectively. We are therefore of the opinion that UP will find its offering 
rapidly absorbed by the market at these prices, especially given Dubai’s continued 
shortage of villa supplies. 

Source: Union Properties, Better Homes, SHUAA Capital

Uptown MotorCity
This predominantly residential community development constitutes primarily of 
apartments. Out of 3,023 units planned only 34 are townhouses. The apartment buildings 
will be a mixture of medium and low-rise. While the development is apartment-oriented, 
care has been taken to provide recreational areas and other community amenities such as 
parks and schools. 

The total NSA of Uptown MotorCity’s (UTMC) two phases is estimated to be 0.42 mn 
sqm, of which 97% is residential and 3% is retail. The first phase which is expected to be 
completed in 2009 should deliver 0.34 mn sqm of NSA. While the second phase which is 
due for completion in 2010 consists of an estimated 0.08 mn sqm. UP launched phase one 
in March 2007 and has to date sold an estimated 80% of the project.

Uptown MotorCity

Description predominantly apartments

location On the Emirates road, vicinity of Dubai land

Year of completion phase 1 in 2009 and phase 2 in 2010

nsA (sqm)  423,000

NSA composition:  

Residential 97.2%

Office n/A

Retail 2.8%

proportion sold 80%

proportion Delivered n/A

 Source: Union Properties, Better Homes, SHUAA Capital

UP’s estimated average asking price per sqm for a one bedroom apartment in UTMC 
is AED 8,390. In comparison, a one bedroom apartment in the Greens is selling at an 
estimated AED 13,000 per sqm and at AED 7,720 in parts of the International City. We 
expect UTMC’s location will become significantly better than International City and 
comparable if not also better than the Greens, given UTMC’s proximity to Dubai Land and 
Emirates Road. We therefore believe that UTMC prices at this level are reasonable and 
attractive to the mid-income segment, which is to-date, an underserved income-group in 
our view.
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Source: Union Properties, Better Homes, SHUAA Capital

Business Park MotorCity
Business Park MotorCity (BPM) will consist of medium and low rise commercial buildings 
offering retail opportunities on the ground floor and offices on the top floors. This district 
is auto-retail and auto-office oriented. Retailing opportunities are primarily targeting 
automotive companies, however, space has also been allocated to include food and 
beverage and all types of basic retailing. The project is also directed towards companies 
wishing to set up their regional offices in a stand alone property. The total NSA of Business 
Park MotorCity is estimated to be 93,000 sqm, with 53% devoted to office space and 47% 
to retail areas. We expect this MotorCity component project to be delivered in 2010. This 
development has not been officially launched yet by UP.

Business Park MotorCity

Description Offices, showrooms and other retail space

location On the Emirates road, vicinity of Dubai land

Year of completion 2010

nsA (sqm)  93,000

NSA composition:  

Residential n/A

Office 53.3%

Retail 46.7%

proportion sold to be launched

proportion Delivered n/A

Source: Union Properties, Better Homes, SHUAA Capital

The average price per sqm of office space in BPM is estimated to be AED 12,900. This 
compares to an estimated AED 11,950 per sqm in the Jumeirah Lake Towers area and 
to AED 14,250 per sqm in the TECOM area. We think that UP’s project has a niche, as it 
is targeting a specific industry, namely the auto-industry. Projects with similar strategy, 
such as Dubai Media City, Dubai Internet City and Dubai Healthcare City, have all been 
extremely successful in attracting local, regional and global companies to establish offices. 
The Middle East is one of the fastest growing automobile markets in the world. 

Source: Union Properties, Better Homes, SHUAA Capital
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The GCC region alone is home to more than 6 mn vehicles, with one of the world’s 
highest vehicles per capita rates. Dubai is also one of the top-five markets in the world 
for second-hand cars, as it doubles as a re-export hub. In addition, the Middle East 
automobile aftermarket is valued at AED 70 bn per annum with a growth rate in excess of 
15%. Auto parts and accessories are one of the top-ten Dubai re-export products, growing 
at 20% annually. We think this niche will facilitate the success of the project, although, we 
expect Dubai to witness increased supply of office space in non-central areas by 2008. 
We think a key success factor will be UP’s ability to get a major global player to relocate 
their regional headquarter to this development, which would cement the unique selling 
proposition and kick-start demand for office space in this development. 

The demand for retail space in the BPM project is expected to come to a large extent from 
Dubai’s more than 2,000 companies active within the Auto Industry, of which more than 
300 are vehicle dealers, and from other retailers to service the needs of the work force in 
the area. The retail area is primarily dedicated to showrooms, with 83% of the total retail 
space. Just like the office space, the key to success with the retail area will be to make car 
dealers relocate or set-up additional showrooms in this area. 

To establish presence in BPM, we estimate companies will have to pay on average AED 
22,100 per sqm. The average price per sqm for showroom space is slightly lower, coming 
in at AED 21,500 per sqm. These prices are lower than prices charged for retail space in 
Business Bay and the DIFC but the likely tenants are different. A company looking to set 
up a car showroom will require a large and flexible retail property, where it is also allowed 
to have workshop activities and possibly to increase size. Retail outlets are likely to regard 
the proximity of this location to Dubai Land, the F1 theme park, the Autodrome, the Auto-
industry cluster coupled with the access to the large residential populace of MotorCity 
and other developments along Emirates Road attractive.

Source: Union Properties, Better Homes, SHUAA Capital

We think the demand for such a project at these prices exists, but that the success of this 
business park will rest on UP’s ability to attract ‘flagship’ occupants in the initial phase. In 
this regard, we have been informed that several global high-end auto retailers, especially 
those with a racing image, have expressed interest in establishing presence in BPM, which 
will offer them a view of and access to the Autodrome with its F1 compatible race-track.

Properties Investments LLC

Properties Investments LLC (PI) is a JV between UP and DIC. Through this entity the 
company develops real estate projects for sale and for investment together with DIC. 
Income from this entity is booked as a separate line item under income from investment. 
PI has successfully developed and sold two projects to date: Green Community and Lake 
Apartments. Both projects were sold long before completion. The success and swift sale 
of the above projects coupled with the doubling of unit prices in the secondary market 
due to the high demand for these units encouraged PI to go ahead and develop Green 
Community West (GCW). 

Comparative Price Analysis per sqm of Retail Space for Delivery in 2009
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Properties sold through Properties Investments LLC

Property Location Delivery Villas Apartments % Sold Delivery date Revenue recognized

green community Dubai investment park 2004 & 2005  395  272 100% Delivered 100%

lake Apartments Dubai investment park 2006  -  52 100% Delivered 100%

green community west Dubai investment park 2008  580  256 100% 2008 0%

Source: Union Properties, SHUAA Capital

PI also owns a number of investment properties, which will be covered in the investment 
property section of this report.

Green Community West
GCW is located next to the first Green Community, in the Dubai Investments Park on 
Emirates road, almost 40km away from central Dubai. It offers a relatively green and 
tranquil living environment with cobbled roads and an abundance of green space, 
compared to many of the comparable developments, resulting in a somewhat unique 
value proposition. 

Green Community West

Description pre-dominantly a villa community

location On the Emirates road, Dubai investment park

Year of completion 2008

nsA (sqm)  302,335 

NSA composition:  

Residential 100%

Office n/A

Retail n/A

proportion sold 100%

proportion Delivered n/A

Source: Union Properties, Better Homes, SHUAA Capital

The community offers both villas and apartments, out of the total NSA 91% is allocated to 
villas and 9% to apartments. In our opinion, this is positive given that our view of the real 
estate market indicates a continued strong demand for villas. In addition, the pricing of 
these villas seems competitive. A GCW four bed-room villa was sold by PI for a price under 
AED 5,400 per sqm. Although GCW villas have yet to be completed, they are being sold 
on the secondary market at a high premium. 

Breakdown of NSA in GCW

Villas, 91%

Apartments, 9%

Breakdown of NSA in GCW

Villas, 91%

Apartments, 9%

The 0.3 mn sqm of NSA 
in GCW are sold out
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Investment properties

UP’s investment property portfolio can be divided into two categories:

rental property portfolio; and
hotel properties and serviced offices operated by Marriot and Regus

In addition to the above investment properties, the company also receives rental income 
from PI’s rental and hotel property portfolio. All income from PI is recorded as a separate 
line item under share of profit in JV.

We realize that according to the IAS, properties with significant ancillary services such 
as most hotels and theme parks should be classified as part of property, plant and 
equipment (PP&E). This means that they are booked on the balance sheet at cost rather 
than at fair market value, hence no revaluation takes place and there is no impact on the 
income statement through fair value gains on investment properties but rather through 
depreciation. However, we are of the opinion that the nature of these properties is best 
described by the term investment property.

Rental property portfolio 
UP’s rental portfolio currently consist of 22 properties in different areas within Dubai, with 
a total estimated net leasable area (NLA) of 254,000 sqm. The largest part of the portfolio is 
residential property followed by retail, office and industrial space.

Source: Union Properties, SHUAA Capital

UP’s portfolio currently enjoys occupancy rates of around 99% in 21 out of the 22. The 
only exception is the retail area in Dubai Autodrome. The occupancy rate in the Dubai 
Autodrome retail, which stands at 11% is extremely poor. However, we expect this rate 
to improve when the Autodrome gets an indoor capacity in 2009. We believe this will 
considerably increase the activities at the Autodrome and thus have a positive impact on 
demand for retail space there. The Autodrome itself is not part of rental properties, it is 
part of ‘others’ as it is a subsidiary.

On the expected future performance of the portfolio, given the strong supply that the 
Dubai property market will see over the coming years, we believe UP could see some of 
its properties decline in performance. However, the segment and location distribution 
that UP’s investment property portfolio enjoys, combined with the fact that UP has 
typically increased rents at a pace far lower than the average growth Dubai’s rents have 
seen over the past four years, will serve as a buffer in favor of UP. 

•
•
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Residential
Out of UP’s total NLA in the residential segment, 21% is in six different villa compounds 
located in the Jumeirah area and 79% is spread over seven apartment buildings in four 
areas of the city. We see continued high demand and further rising rents for UP’s villas 
portfolio. 

Source: Union Properties, SHUAA Capital

Concerning UP’s residential apartments, 46% are located on Sheikh Zayed Road, in two 
towers. We believe this part of the portfolio will continue to enjoy high occupancy 
rates and rental growth inline with the 7% rent cap. The other residential apartment 
properties are in Bur Dubai, Deira and Oud Metha, which are areas typically populated 
by mid-income inhabitants with higher price sensitivity and lower location sensitivity. 
yet it is exactly in that profile group that most existing and new Dubai residents fall. Most 
residential deliveries to date in Dubai have not targeted that income group, and therefore 
we expect demand to remain high for these properties, at current price levels. 

However, some of these properties are aging fast and will eventually be in need of 
considerable renovation. Ideally, we would like to see UP sell-off that part, when demand 
and the condition of the properties remains reasonable, and before new developments in 
more modern and attractive areas targeting this income group begin to reach the market 
in large numbers. We would ideally like to see the Bur Dubai properties sold. These are 
the Mussallah Towers and Mall, Opal Building, and the Rolla Building. If this happens, UP 
would have no residential property in Bur Dubai. The funds received could be re-invested 
in newer properties also targeting the mid-income segment, or be used to develop 
additional properties for sale in Dubai or even outside the emirate.

Source: Union Properties, SHUAA Capital
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Retail
Retail assets held by UP are split over seven different locations in Dubai, with 65% in 
Uptown Mirdiff, 12% in Jumeirah and 10% in Bur Dubai.

Source: Union Properties, SHUAA Capital

The retail space in Uptown Mirdiff is essentially a community mall, and thus demand for 
that space is related to the size of the community and the characteristics of the populace. 
That element of the retail assets is currently enjoying full occupancy. The 12% of UP’s 
portfolio leased out to Spinneys in the form of one property in Jumeriah on Al Wasl 
road is expected to continue enjoying full occupancy, especially given that limited new 
construction can happen on that stretch. 

We anticipate certain retail assets in UP’s portfolio to under perform. These are the 10% 
in Al Mussalah Towers and Mall in Bur Dubai, which is an older property located in a 
congested area with limited parking space available. We expect rental rates to witness 
minimal growth there, and potentially even drop. This retail space is occupied by 
numerous small IT-component shops, with no flagship stores. The remaining parts of the 
retail assets portfolio include Dubai Autodrome, which has performed poorly over the 
last couple of years. However, this is expected to improve in 2009 when the Autodrome 
gets indoor capacity. The last 6% of the retail portfolio are dispersed over a number of 
properties, mainly as shops in residential or office buildings.

The above portfolio is expected to see additions in 2009 in the form of a retail street 
through MotorCity. UP is currently finalizing the plans for this addition which is estimated 
to cost AED 1 bn. 

Office
UP’s office portfolio is spread over five areas in Dubai. However, 43% of UP’s office assets 
are located in Bur Dubai. This is what used to be Dubai’s central business district (CBD). 
Deira, another area of the ‘older’ Dubai, holds 20% of UP’s office assets. A further 21% of 
UP’s office assets are in Uptown Mirdiff. The remaining is spread over two areas, with 9% 
of its office space located in one mixed-use tower on Sheikh Zayed Road in the vicinity of 
DIFC and Emirates Towers, and 7% in the Green Community. 

Source: Union Properties, SHUAA Capital
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With new office developments coming up in more attractive and more accessible 
locations in the city, office space in the Bur Dubai and Deira areas is expected to see the 
larger and richer corporations gradually migrate to the ‘new’ CBD along Sheikh Zayed 
Road. However, these new areas will initially be significantly more expensive. Hence, 
the Bur Dubai and Deira assets are expected to have an initial price advantage over the 
predominantly up-market office properties being built in the new CBD. However, marginal 
supply of office space in Dubai going forward is expected to exceed marginal demand. 
We believe this will eventually pressure rental rates in the ‘new’ CBD too, which will reduce 
the price advantage likely to be enjoyed by properties in the older CBD and tilt the value 
for money impression in favor of the new CBD. 

In addition, the 43% of total office space that is located in Bur Dubai is all in one building, 
the Mussallah Towers and Mall. As we explained earlier, this is one of the properties in UP’s 
possession that we would like to see sold. Moreover, we believe it is not optimal to have 
43% of the company’s office portfolio in one property in Bur Dubai, a declining business 
district.

UP’s office assets in both Deira and the Green Community have been converted to 
serviced offices managed by Regus, the global leader in this field. These offices are 
basically operated on the same principle as hotel rooms, only they are offices or meeting 
rooms. The success of this service has been such that UP, on top of allocating two 
properties to this end from its portfolio, has leased an additional four properties and 
converted them to serviced offices. 

The company holds two properties on Sheikh Zayed Road, of which the older building is 
a mixed-use tower with an office component. We expect this part to continue enjoying 
strong demand, at least in the run-up to 2009-2010, when most new office space is 
expected to be completed in Dubai’s ‘new’ CBD which is on the opposite side of Sheikh 
Zayed Road. In the longer run, it would be interesting to see the office part of this 
property converted to UP’s first serviced offices property in the ‘new’ CBD.

Industrial
The industrial space owned by UP makes up 13.5% of its rental portfolio. The primary 
components of UP’s assets in this segment are cold stores and dry warehouses, which 
amount to 71% of industrial space. The remaining is split equally between labor 
accommodation and a workshop in Dubai’s Al Quoz industrial area. These properties 
have recorded full occupancy over the past few years and they are let on long-term lease 
contracts. We expect them to continue achieving a high occupancy rate.

UP’s hotels, serviced offices and the F1 theme park

UP currently owns one hotel property, the Marriot Executive apartments in Dubai Creek. 
This property offers 172 fully furnished serviced apartments and has enjoyed a 95% 
occupancy rate.

Together with Regus, the global leader in supplying fully serviced offices, UP has 
established six serviced office complexes in Dubai; a cost-effective alternative to 
traditional long term property lease for clients. UP has expanded its offering in this 
segment to six properties from two, through leasing four additional units on top of the 
two it owns. Going forward, UP intends to expand the number serviced office properties 
by another four, taking the total up to ten. With the first additions expected to take place 
in 2007.

The company is developing three further hotels, all of which are expected to be 
completed in 2009. One of the hotels is located in the DIFC and the remaining two 
in MotorCity. The DIFC-based property will be a 330 room five-star hotel with 121 
serviced apartments and a total development cost of almost AED 900 mn. The property 
is expected to be managed by Ritz-Carlton. The two hotels planned in MotorCity are 
estimated to cost AED 1.3 bn and offer around 500 rooms in total.

Majority of office assets are 
located in Bur Dubai and Deira

UP is converting older 
office stock to serviced 

offices managed by Regus

Labor accommodation 
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Quoz industrial area

Expanding the number 
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Moreover, the company plans to utilize its global F1 theme park franchise and develop 
a park in MotorCity with a total estimated development cost of AED 1.5 bn. The 
development work is expected to begin in late 2007, with construction starting in 2008. 
The property is expected to be operational by 2009. 

Further details are not available at this stage.

Investment properties owned by the joint-venture with DIC

In addition to the properties owned entirely by UP, an additional three properties are 
owned by UP’s JV with DIC, PI. Revenue generated from these properties is booked as 
income from JV. These constitute of a retail component known as the Market in GC with 
a total NLA of 10,900 sqm, the Marriot Executive Apartments in the Green Community, 
which offers 43 apartments, and the Courtyard by Marriot with 165 rooms. The Market 
enjoys an occupancy rate of 92%, while the hotels recorded a 95% occupancy rate. 

PI’s Investment Properties

Property Area/Apartments/Rooms Occupancy

the Market 10,900 sqm 100%

Executice apartments 43 apartments 95%

courtyard hotel 165 rooms 95%

Source: Union Properties, SHUAA Capital

AED 1.5 bn F1 
theme park to be 

completed in 2009

PI owns two hotels 
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Land sales 

UP is expected to sell serviced land plots in 2007 and 2008, when according to the current 
method of revenue recognition, only revenue from the remaining 10% of Uptown Mirdiff 
will be recognized from property sales, as the other developments will not be handed 
over before 2009. UP is expected to sell AED 380 mn worth of land in 2007 and AED 115 
mn in 2008. 

Contracting

UP’s contracting revenue is primarily generated through its wholly-owned subsidiary, 
Thermo LLC. This subsidiary has more than 25 years of operating history in the UAE and 
it is regarded as one of the leading UAE-based companies in the field of mechanical, 
electrical and plumbing (MEP) contracting. Thermo operates throughout the UAE and 
has recently expanded its operations into the neighboring country of Qatar through the 
establishment of a local subsidiary.

Thermo’s largest and most prestigious contracts to date include the two contracts 
awarded by the Dubai Civil Aviation Authority (DCA) for work on the expansion of the 
Dubai International Airport. The total estimated value of the two contracts with the DCA 
is AED 1.9 bn. The second contract, which has a value of AED 1.7 bn, is currently being 
implemented. Thermo has also conducted work for other parties, including Al Rostamani 
Group and ABBCO Group. On top of this, Thermo has completed multi million AED work 
for UP on the Dubai Autodrome, Green Community and Uptown Mirdiff.

In addition to its MEP operation, Thermo manufactures ductwork, Fire dampers, acoustic 
enclosures and a host of other accessories in addition to being the sole agent in the UAE 
for CLIMATROL air conditioning equipment.

Other business

We have grouped UP’s remaining businesses under this category. There are six different 
subsidiaries in this category, one of which stands out as a much more attractive business 
venture than the rest going forward: Emicool, the district cooling service provider. 

District cooling
Emirates District Cooling Company LLC (Emicool) is a 50/50 joint venture between UP 
and M’Sharie, a subsidiary of Dubai Investments Company (DIC). Operating results from 
Emicool are booked separately under share of profit in JV and associate companies.
District cooling systems (DCS) distribute chilled water from a central cooling plant via 
an underground pipe network to residential, commercial and industrial properties. The 
benefits of DCS versus air-conditioning (AC) units include:

Efficient building designs and lower capital expense, no need to accommodate 
large AC units
40% lower electrical consumption than standard AC units 
Low CO2 emissions and no sound pollution
Charges are based on consumption by unit

To service providers such as Emicool, the long-term (typically 20 years or longer) and 
exclusive nature of the service contracts that are awarded means access to recurring 
revenue streams with limited risk attached. 

At the helm of Emicool’s future commitments are Dubai Investments Park and UP’s 
MotorCity. Dubai Investments Park includes both the Green Community developments, 
and more importantly, is the location of other projects like The Palisades (arguably the 
Middle East’s largest privately funded mixed-use real estate project), Ewan Residences, 
Dubai Lagoon, Dubai Crown City, The Ritaj residential project and several other residential, 
commercial and industrial projects that are expected to require 250,000 tons of 

•

•
•
•
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refrigeration. UP’s MotorCity, which also includes residential and commercial projects, has 
an estimated capacity requirement of 100,000 tons of refrigeration. 

Emicool is planning to set up the required infrastructure, which consists of eight plant 
rooms, with capacities ranging from 15,000 refrigeration tons (RT) to 75,000 RT each, and 
a distribution network. The estimated total investment is AED 2.5 bn, out of which each of 
the JV partners (UP and M’Sharie) will eventually make additional equity commitments on 
which Emicool will leverage. However, the expansion is still in the planning phase and it is 
in our opinion too early to include it in our projections, especially given that no additional 
equity commitments have been made yet to advance this long-term expansion. 

Project management
Edara is UP’s wholly-owned Dubai-based project management subsidiary. The company 
offers UP and external clients project management teams, and project management 
systems and procedures. Edara has the capacity to take on full project management 
responsibilities, starting from pre-feasibility to completion, handover, property occupation 
and training of operator staff.

The company successfully managed the majority of UP’s projects to-date, including the 
GC, Uptown Mirdiff, Skywalk Towers and the Autodrome. In addition, the company is 
currently involved in all of UP’s DIFC-based developments. The plan is that Edara will also 
perform the project management on the multi-billion AED developments planned in 
MotorCity.

Interior design and fit out
Union Properties-Interior design division, the Fit out has been slated to become a stand 
alone wholly-owned subsidiary of UP. The division is currently one of the largest and most 
highly regarded design, interior and fit-out suppliers in the region. 

The Fit out has extensive experience in designing and fitting out first class office interiors, 
hotels, restaurants, coffee shops, shopping malls, bank showrooms and villa interiors. 
Projects for corporate and professional offices include UAE Ministries of Communication 
and Finance, Emirates Bank Group offices, Citibank, National Bank of Abu Dhabi, Dubai 
Islamic Bank, Calvin Klein boutiques and the General Civil Aviation Authority, to name a 
few.

Facilities management
ServeU is UP’s fully owned facilities management unit. This company manages all of UP’s 
and PI’s property operation and maintenance needs. This includes building operation, 
air conditioning maintenance and repair, plumbing services, in addition to cleaning and 
security services. ServeU is expected to see its business grow further in the coming years 
as UP completes its real estate developments, in addition to winning contracts from other 
developers and property owners in Dubai. In 2006, ServeU generated over 65% of its 
revenue from outside UP.

Autodrome
Dubai Autodrome LLC, is a wholly-owned subsidiary of UP, and effectively the vehicle 
for the Autodrome assets which include a race track compatible with F1 standards. The 
Autodrome was officially inaugurated in October 2004 as the region’s first fully integrated 
motor-sports facility. This property includes an FIA sanctioned 5.39 km circuit, which 
offers six different configurations. In addition, it also offers a race and driving school and 
a CIK approved karting track. The complex also doubles as a venue for events, exhibitions 
and concerts in Dubai. The facility is also regularly used by manufacturers and racing 
teams for testing, prototype development, vehicle demonstrations, product launches, 
driver training and hot weather car research. UP is planning to develop an indoor karting 
capacity at the Autodrome, which will allow the Autodrome to host a greater variety of 
events and become less sensitive to the summer months. We expect the indoor capacity 
to be completed by early 2009. This facility also forms an integral part of UP’s MotorCity 
development.

Emicool is to set up 
eight plant rooms

Conducts project 
management for UP 
and external clients

Key clients include 
government ministries 

and Calvin Klein

Generated 65% of revenues 
from outside UP and PI

UP is planning to develop 
indoor karting capacity
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Health clubs
Nautilus is a Dubai based health club operator, in which UP owns an 80% stake. The 
company currently operates three health clubs:

Nautilus at Al Mussalla Towers, Bur Dubai 
Nautilus executive fitness facility at Union House
Nautilus in the Net.com building near Lamcy Plaza.

•
•
•

Operates three health 
clubs in Dubai
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Land bank and adjusted net asset value

UP’s land bank is estimated to currently consist of 2.1 mn sqm of built-up area (BUA). 
The company is expected to use most of this land bank to develop the projects and 
properties, and make the land sales, covered in this report. We expect UP to acquire more 
land in Dubai and potentially abroad over the projected period. 

The adjusted net asset value (NAV) per share for UP is estimated to be AED 2.38 per share, 
in contrast, the share price currently stands at AED 3.3. This means that UP is trading at a 
premium of 39% to its NAV per share. Unlike the major real estate developers in the UAE, 
UP is not a large receiver of free land from the government. The company buys most of its 
land at market prices. In addition UP is not a pure real estate developer, it is also a major 
contractor through its subsidiary Thermo. 

Premium to NAV of 39%
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SWOT analysis 

Weaknesses

• No evident plans yet to take on projects outside Dubai in markets with more favorable demand characteristics relative to 
planned supply.

• Part of the investment property portfolio located in the Bur Dubai area is old and will be in need of refurbishment.

Opportunities

• Branded communities allow capitalization on brands in regional markets and home markets of UAE expatriate community.

• Global and exclusive Formula One theme park master franchisor rights.

• Contracting services in high demand as the UAE and the wider region are experiencing a construction boom.

• Rising demand for district cooling services in region.

Threats

• The focus on the Dubai market and the risk of a correction in property prices, could potentially hamper the appetite for new 
developments.

• Continued rise of construction material prices in the UAE.

• Armed con�ict between the USA and Iran could have negative repercussions on the regional economy, including the UAE, 
with which Iran is a major trading partner.

Strengths

• Perceived as an experienced and qualitative developer, as a result of well executed projects.

• Owns a sizeable investment property portfolio spread over numerous locations in Dubai with exposure to the residential, 
o�ce, retail, hotel and industrial segments. UP-owned hotels are operated by Marriot.

• Diversi�ed through its subsidiaries into related value-added businesses including contracting, project management and 
district cooling services. 

• Experienced management with a clear vision.

• Enjoys the backing of a strong government-owned �nancial institution.

Source: SHUAA Capital
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Financial analysis and forecasts

UP has witnessed an impressive growth in revenues, from AED 570 mn in Fy 04 to AED 
2.53 bn in Fy 06: a growth of 343%. We expect that revenue will see a growth of 9.5% in 
Fy 07 reaching AED 2.76 bn. In H1 07 UP reported revenues of AED 1.17 bn. We expect Fy 
07 to be followed by a 11% drop in Fy 08 revenues to AED 2.46 bn, due to the fact that 
no revenue from property sales is expected to be recognized, in addition to, an expected 
drop in land sales from AED 380 mn to AED 115 mn. Revenue is expected to peak in Fy 09 
at AED 10.99 bn on the back of revenue recognition of property sales, before declining to 
AED 5.2 bn in Fy 10.

Source: Union Properties, SHUAA Capital

The two factors that contributed the most towards revenue growth between Fy 04 and 
Fy 06 were the 315% growth in revenue from contracting (Thermo) and UP’s initiation of 
real estate development for sale on its own outside the JV framework adopted in its initial 
developments. Going forward, growth in UP’s revenue will be most reliant on property 
sales on the one hand, and revenue generated from investment properties on the other 
hand.

Source: Union Properties, SHUAA Capital

Property sales generated AED 337 mn in 2005, and AED 404 mn in 2006. Revenue 
from property sales is projected to decrease in 2007 down to AED 128 mn, which will 
be compensated for by an estimated AED 380 mn of land sales. This compares to no 
land sales between 2004 and 2006. In 2008, an estimated AED 115 mn worth of land is 
expected to be sold, while no property sales will be ready for recognition. No land sales 
are assumed beyond 2008. Most of UP’s ongoing developments will be ready for delivery 
in 2009. Under the current method of revenue recognition, revenue is recognized when 
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the units are handed over to buyers. Consequently revenue from property sales will peak 
at AED 8.43 bn in 2009. The developments expected to be delivered in 2009 are: Index, 
Limestone House, Green Community MotorCity and the first phase of Uptown MotorCity. 
In the following year, when only Business Park MotorCity and the second phase of 
Uptown Motorcity are expected to be delivered, revenue from property sales is estimated 
to drop to AED 2.29 bn.

Revenue from rental properties and hotels is projected to appreciate from AED 195.3 
mn in Fy 07 to AED 627.6 mn in Fy 10. The compounded average growth rate (CAGR) 
between 2006 and 2010 is estimated to be 34%. The drivers behind this growth include: 
increased occupancy in the Uptown Mirdiff retail space combined with the first complete 
year of rent in Fy 07, more serviced offices, MotorCity retail street, the Ritz hotel in DIFC , 
two hotels and the F1 Theme park in MotorCity. This revenue line’s share of total revenue 
declines from 8% to 3% between 2006 and 2009, due to the large increase in revenue 
recognized from property sales.

The estimated yield on average investment properties generated appreciates from almost 
7.5% in Fy 06 to 8.5% in Fy 07, to peak at 9.3% in Fy08, before stabilizing at 8.5% in Fy 10. 
The increases in Fy 07 and Fy 08 are partly a result of AED 400 mn worth of land being 
transferred from investment properties to development properties, which reduces the 
average investment properties. This change is combined in Fy 07 with Uptown Mirdiff 
retail area having its first complete operational year. In addition, we assume a 5.5% growth 
in revenue coming from a conservative increase in both rents and income from the 
increasing number of serviced offices in Fy 08. In 2009, we expect the yield to drop due 
to the addition of AED 4.7 bn worth of investment property, which we do not expect to 
be operating at the optimal pace in their first year of operation. However, we expect Fy 
09 to be the year when the worst performing property in UP’s rental portfolio, the retail 
area at the Autodrome, to see a drastic increase in occupancy as an outcome of MotorCity 
properties getting handed over and the associated population increase combined with 
the Autodrome getting indoor capacity. By Fy 10 we expect the yield to increase again 
and reach 8.5%, which is almost the same as the yield achieved in Fy 06 if investment 
properties are adjusted for the AED 400 mn worth of land in the balance sheet of 2006.

Source: Union Properties, SHUAA Capital

We project that UP’s contracting revenue (Thermo), will grow by 4% in Fy 07 and 3% in 
each subsequent year. This appears conservative relative to Thermo’s growth performance 
in Fy 05 and Fy 06, yet this growth is warranted based on current back log, contracts in 
advanced stages of negotiation and other management input.

Operating revenue from UP’s other subsidiaries such as Edara, Serve U, Nautilus and 
Autodrome (the Autodrome itself, excluding the retail area) contributed AED 164.5 mn 
in Fy 06, up from AED 27.2 mn in Fy 04. Based on our projections CAGR will be over 
14% between Fy 06 and Fy 10, taking revenue up to AED 278.8 mn. The largest increase 
will take place in Fy 09 when we expect the Autodrome to see a substantial increase in 
revenue generation, as a consequence of gaining indoor capacity.
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EBITDA and EBITDA margins

UP’s EBITDA is expected to rise from AED 377 mn Fy 06 to AED 2.07 bn in Fy 09 
when revenue is projected to reach AED 10.99 bn. The jump in EBITDA is primarily a 
consequence of the spike in revenue recognized from property sales.

Source: Union Properties, SHUAA Capital

The company’s EBITDA margin demonstrates significant fluctuations both in the actual 
and our projected performance. The reason behind these fluctuations is chiefly the 
composition of revenue. years with lower or no property and land sales result in EBITDA 
margin drops, equally an increase in the proportion of revenue from property and land 
sales leads to an appreciation in the EBITDA margin. In addition, the growth of revenue 
from contracting has also had a significant depressive impact on the EBITDA margin 
between Fy 04 and Fy 06, as it is the revenue line with the lowest margin and the highest 
revenue contribution historically. The introduction of property sales in Fy 05 increased 
the EBITDA margin. However, the 110% growth in Thermo’s Fy 06 revenue combined with 
a 20% growth in property sales during the same year knocked down the EBITDA margin 
again.

Going forward, the EBITDA margin is expected to pick up again Fy 07, primarily due to 
an estimated AED 128 mn of property sales and around AED 380 mn of land sales taking 
place. Land sales have the highest margin among UP’s revenue lines. A decline in land 
sales and no property sales in Fy 08 will lead to a drop in the EBITDA margin. In Fy 09 and 
Fy 10, the margin picks up on the back of revenue recognition of property sales.

Union Properties' EBITDA and EBITDA Margin
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Net profit

UP’s bottom line recorded strong growth in Fy 05. This was followed up with a mere 5% 
growth in Fy 06 when it hit AED 614 mn. Going into Fy 07, we expect net profit to expand 
by 10.6% to reach AED 679 mn. We estimate that Fy 08 will see UP’s net profit decline to 
AED 589 mn, based on a decline in land sales and no revenue from property sales being 
recognized. Fair value gain on investment properties is estimated to stand for AED 210 
mn and AED 190 mn of the net profit in Fy 07 and Fy 08 respectively. The Fy 08 net profit 
figure includes AED 210 mn of profit generated from JVs and associates, with the main 
contributor being the JV with DIC. This profit will primarily be a result of the recognition 
of revenue from Green Community West, which is expected to be delivered in Fy 08 by 
Properties Investments. The big change comes in Fy 09, when net profit is expected to 
reach AED 1.99 bn. Most of UP’s real estate developments are delivered in that same 
year. Net profit is expected to decline in Fy 10, as a consequence of lower revenue from 
property sales, based on announced real estate developments.

Source: Union Properties, SHUAA Capital

The company’s net profit margin is expected to gradually decline over the projected 
period, primarily due to an assumed drop in fair value gains on investment properties 
starting in Fy 09. 

Fair value gain on investment properties added AED 316 mn in Fy 05 and AED 229.7 mn 
in Fy 06. This constituted 54% and 37%, respectively, of total net profit. Going forward, this 
contribution is expected to decline to 31% in Fy 07 and 32% in Fy 08.

Source: Union Properties, SHUAA Capital
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Funding

UP is expecting to increase the leverage of its balance sheet significantly in Fy 07 and Fy 
08 in order to finance its investment and development properties under construction. 
On the development property side, the company will benefit from being able to take 
advance payments from its customers. However, the advance payments are not sufficient 
to finance the full developments, even if fully sold out prior to completion, the reason 
being that there is a bullet payment on handover of sold units. The size of this payment 
varies between different projects, as the payment terms are not identical for all projects. 
The bullet payments range between 35% on the DIFC-based developments, to 60% 
on the Green Community MotorCity and Uptown MotorCity. Moreover, the company 
is expected to add an estimated AED 4.7 bn worth of new properties to its investment 
property portfolio between 2006 and 2009.

The company’s debt-to-equity ratio is expected to reach 47% in Fy 07 and 76% in Fy 08, 
up from 30% in Fy 06. Most of the interest on the additional debt is capitalized and thus 
forms part of the project costs.

Source: Union Properties, SHUAA Capital
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Valuation

We re-initiate coverage on Union Properties with a Buy recommendation and a target 
price of AED 3.79 per share, implying a moderate upside of 14.9% to the current market 
price of AED 3.30 per share, driven primarily by the real estate development arm of the 
company. The target value was based on a Discounted Cash Flow (DCF) valuation.

The DCF of Union Properties’ core business was based on a four year forecast period and a 
terminal value. The weighted average cost of capital (WACC) used is 10%, and was based 
on a cost of equity of 11% and a cost of debt of 6.3%. The cost of equity was based on a 
risk free rate of 5.7% derived from the yield on a simulated 10-year Qatar sovereign bond, 
an equity risk premium of 5.0% and an industry beta of 1.03 To calculate the terminal 
value we used a terminal growth rate of 3.5%. 

Sensitivity analysis of fair value per share (AED)
Terminal growth rate/WACC 9% 10% 11%

2.5% 3.95 3.13 2.50

3.5% 4.88 3.79 2.99

4.5% 6.22 4.69 3.63
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Financials

Consolidated balance sheet (AED ‘000)

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

cash at banks and in hand 51,681 1,222,999 51,340  103,404  130,307  1,702,283  2,053,979 

Due from related parties 14,247 30,594 20,459 21,767 21,767 21,767 21,767 

trade and other receivables 247,927 904,885 1,778,959  2,143,025  2,225,087  2,177,279  2,471,899 

contract work in progress 95,190 127,872 500,236 604,514 622,649 641,329 660,569 

inventories 9,246 35,060 55,361  67,674  70,266  76,845  87,243 

Other investments  - 33,000 60,981  60,981  60,981  60,981  60,981 

properties held for sale  -  36,312  -  -  -  -  - 

Total current assets 418,291 2,390,722 2,467,336 3,001,365 3,131,057 4,680,484 5,356,437 

        

long term trade receivables  30,014  54,746  125,222  112,486  115,861  119,336  122,917 

long term receivable from a jointly controlled company  170,113  100,902  -  -  -  -  - 

Other investments  77,100  64,262  111,757  111,757  111,757  111,757  111,757 

investments in associates 3,070 3,206 34,520 34,520 34,520 34,520 34,520 

Development properties 332,929 1,486,731  1,774,679  2,784,272  6,047,975  1,699,887  4,816 

investment properties 1,504,323 1,886,350  2,629,039  2,325,039  2,480,539  7,085,795  7,012,308 

property, plant and equipment 353,172 366,629 366,904  361,028  355,545  350,428  345,654 

investment properties under development  -  -  -  1,212,000  4,190,500  -  - 

intangible assets  295  40,776  40,776  40,776  40,776  40,776  40,776 

Total long term assets 2,471,016 4,003,602 5,082,897 6,981,878 13,377,472 9,442,500 7,672,747 

Total assets 2,889,307 6,394,324 7,550,233 9,983,243 16,508,529 14,122,983 13,029,184 

        

trade and other payables  307,749  1,010,159  1,271,557  1,355,470  1,850,649  1,580,932  1,619,428 

Advances and deposits  24,978  28,342  61,202  67,181  72,160  97,942  143,628 

Advances from contracting  -  197,796  106,690  109,912  113,209  116,605  120,103 

Advances from property sales  -  84,503  31,751  582,138  4,093,252  828,920  - 

Due to related parties  -  473  3,016  3,016  3,016  3,016  3,016 

Bank borrowings  402,917  111,987  689,155  591,934  1,008,556  849,918  487,755 

current portion of long term bank loans  59,803  80,003  87,234  278,668  719,598  736,730  754,429 

Total current liabilities 795,447 1,513,263 2,250,605 2,988,319 7,860,440 4,214,064 3,128,359 

        

Deferred income  44,438  42,188  39,938  37,688  35,438  33,188  30,938 

long term payables 12,277 328,469  62,260  62,260  62,260  62,260  62,260 

provisions for end of service benefits 18,671 24,997  37,765  52,871  66,089  79,307  87,237 

long term bank loans 481,833 597,828  606,609  1,612,651  2,668,714  1,931,984  1,177,555 

Total long term liabilities 557,219 993,482 746,572 1,765,470 2,832,501 2,106,738 1,357,990 

Total liabilities 1,352,666 2,506,745 2,997,177 4,753,789 10,692,941 6,320,802 4,486,350 

        

share capital  774,268  1,778,216  2,226,021  2,782,526  2,782,526  2,782,526  2,782,526 

treasury shares  -  -  (4,998)  (4,998)  (4,998)  (4,998)  (4,998)

proposed bonus shares  116,140  444,554  556,505  -  -  -  - 

statutory reserve  412,011  1,301,709  1,377,679  1,445,583  1,445,583  1,445,583  1,445,583 

general reserve 51,970 107,547 168,944 236,848 295,751 494,730 569,147 

hedging reserve  -  864  2,441  2,441  2,441  2,441  2,441 

Revaluation reserve  -  -  39,506  39,506  39,506  39,506  39,506 

Retained earnings 182,252 254,689 186,959 727,549 1,254,779 3,042,394 3,708,630 

Total shareholders’ equity 1,536,641 3,887,579 4,553,056 5,229,454 5,815,588 7,802,181 8,542,835 

Total liabilities and shareholders’ equity 2,889,307 6,394,324 7,550,233 9,983,243 16,508,529 14,122,983 13,029,184 

Source: Union Properties, SHUAA Capital
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Consolidated income statement, completed contract (AED ‘000)

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

contracting  424,272  839,622  1,761,404  1,831,860  1,886,816  1,943,420  2,001,723 

property sales  -  336,672  403,792  128,000  -  8,432,160  2,288,200 

land sales  -  -  -  380,000  115,000  -  - 

income from investment properties  118,434  141,711  195,295  242,953  256,278  369,205  627,649 

Others  27,197  70,131  164,548  181,003  199,103  248,879  278,744 

Total Operating revenue  569,903  1,388,136  2,525,039  2,763,816  2,457,197  10,993,665  5,196,316 

Direct costs  (450,907)  (1,030,380)  (2,082,686)  (2,146,385)  (2,046,075)  (8,786,150)  (4,178,439)

Gross profit  118,996  357,756  442,353  617,430  411,122  2,207,515  1,017,878 

sg&A expenses  (37,323)  (54,351)  (65,305)  (91,427)  (114,284)  (137,141)  (150,855)

EBITDA  81,673  303,405  377,048  526,003  296,838  2,070,374  867,023 

Depreciation & amortization  (10,087)  (29,920)  (33,569)  (34,876)  (35,483)  (96,860)  (158,262)

EBIT  71,586  273,485  343,479  491,127  261,355  1,973,514  708,761 

Other income  6,158  (33,756)  2,251  12,250  12,250  12,250  12,250 

gain on valuation of investment properties  39,478  316,076  229,690  210,000  190,000  50,000  50,000 

share of profit in jv & associates  42,435  20,298  48,814  25,000  210,000  15,000  12,000 

Finance costs  (11,246)  8,435  (10,266)  (59,340)  (84,567)  (60,976)  (38,844)

Net profit  148,411  584,538  613,968  679,038  589,038  1,989,787  744,167 

Source: Union Properties, SHUAA Capital

Consolidated pro forma income statement, percentage of completion (AED ‘000)

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

 contracting  424,272  839,622  1,761,404  1,831,860  1,886,816  1,943,420  2,001,723 

property sales  -  336,672  403,792  2,230,190  6,226,339  1,831,831  560,000 

land sales  -  -  -  380,000  115,000  -  - 

income from investment properties  118,434  141,711  195,295  242,953  256,278  369,205  627,649 

Others  27,197  70,131  164,548  181,003  199,103  248,879  278,744 

Total Operating revenue  569,903  1,388,136  2,525,039  4,866,006  8,683,536  4,393,335  3,468,116 

Direct costs  (450,907)  (1,030,380)  (2,082,686)  (3,748,538)  (7,018,837)  (3,628,206)  (2,761,469)

Gross profit  118,996  357,756  442,353  1,117,468  1,664,700  765,129  706,648 

sg&A expenses  (37,323)  (54,351)  (65,305)  (91,427)  (114,284)  (137,141)  (150,855)

EBITDA  81,673  303,405  377,048  1,026,041  1,550,416  627,989  555,793 

Depreciation & amortization  (10,087)  (29,920)  (33,569)  (34,876)  (35,483)  (96,860)  (158,262)

EBIT  71,586  273,485  343,479  991,165  1,514,933  531,128  397,531 

Other income  6,158  (33,756)  2,251  12,250  12,250  12,250  12,250 

gain on valuation of investment properties  39,478  316,076  229,690  210,000  190,000  50,000  50,000 

share of profit in jv & associates  42,435  20,298  48,814  25,000  210,000  15,000  12,000 

Finance costs  (11,246)  8,435  (10,266)  (59,340)  (84,567)  (60,976)  (38,844)

Net profit  148,411  584,538  613,968  1,179,076  1,842,616  547,402  432,937 

Source: Union Properties, SHUAA Capital
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Ratios

Year to December 2005 2006 2007E 2008E 2009E 2010E

Growth       

Revenues 144% 82% 9% -11% 347% -53%

EBitDA 271% 24% 40% -44% 597% -58%

net income 294% 5% 11% -13% 238% -63%

shareholders equity 153% 17% 15% 11% 34% 9%

Assets 121% 18% 32% 65% -14% -8%

liabilities 85% 20% 59% 125% -41% -29%

Margins & profitability       

EBitDA margin 22% 15% 19% 12% 19% 17%

net profit margin 42% 24% 25% 24% 18% 14%

RoAE 15% 15% 14% 11% 29% 9%

RoAA 13% 9% 8% 4% 13% 5%

Valuation       

number of shares  1,778,216  2,226,021  2,782,526  2,782,526  2,782,526  2,782,526 

net profit (completed contract)  584,538  613,968  679,038  589,038  1,989,787  744,167 

net profit (pro forma % of completion)  584,538  613,968  1,179,076  1,842,616  547,402  432,937 

p/E (completed contract method)  15.71  14.96  13.52  15.59  4.61  12.34 

p/E (pro forma % of completion)  15.71  14.96  7.79  4.98  16.77  21.21 

shareholders equity  3,887,579  4,553,056  5,229,454  5,815,588  7,802,181  8,542,835

Bv per share  1.40  1.64  1.88  2.09  2.80  3.07 

p/Bv  2.36  2.02  1.76  1.58  1.18  1.07 

Source: Union Properties, SHUAA Capital
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