
 

 

Union Properties remains a key player within the Dubai real estate market  
with the scope of  current operations engulfing most of the integral ele-
ments of the real estate value chain including property development, man-
agement of investment portfolios, hospitality and contracting. Subsequent 
to our Initiation of Coverage report last year, the broad thrust for the strate-
gic evolution of Union Properties business model has remained largely un-
changed with a focus on developing high margin, non-contracting, business 
lines, however there have been several favorable developments which are 
the primary determinants behind our increased valuation of the company. 
These include a significant, price driven improvement in margins for devel-
opment properties, rationalization of the investment property portfolio, in-
creases in room rates for hospitality and expansion of the contracting busi-
ness. 
 

Capitalizing on the 55 million square feet of land bank, the company has 
built up an impressive development portfolio which is expected to add a 
cumulative AED13.61 billion to the top line over 2009 and 2010. Further-
more, the company has access to an investment property portfolio that is 
estimated to grow from the current 2.15 million square feet to 3.65 million 
square feet by 2009 contributing a substantial AED716.33 million to annual 
revenues by 2012. Hospitality is also likely to become a key value driver 
with the current 172 room portfolio likely to grow to 1,130 by 2010, with 
the overall contribution of the segment to the top line standing at 
AED477.93 million in the associated year, growing by a further 43.1% to 
AED683.86 million by 2012.  
 

Our consolidated revenue forecasts illustrate a CAGR of 15.6% over our 5 
year explicit forecast period spanning 2008  through 2012 to settle at 
AED6.04 billion with a peak in revenues of AED15.53 billion expected in 
2009 when the bulk of ongoing development properties are delivered. Dur-
ing the associated year, we expect the contribution of development proper-
ties to the top line to increase to 73.9%, versus 11.9% this year. Concur-
rently, our assumptions point to a 15.7% net income CAGR over the same 
period, culminating at AED1.42 billion in 2012, with a record AED4.68 billion 
anticipated next year. 
 

Our revised valuation on Union Properties yields a AED5.95/share value, up  
significantly over our previous target of AED3.24, incorporating a DCF based 
AED5.46/share component, in addition to a AED0.49/share contribution 
from the 5 million square feet of undeveloped land bank in Motorcity. On 
the basis of 17.2% upside potential, we assign a buy recommendation on 
the stock.  We believe that valuation risks lie on the upside for Union Prop-
erties, with the widely anticipated addition of approximately 40-60 million 
square feet of land to the company’s portfolio, likely to exert significant up-
ward pressure on our DCF value. 
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Stock Performance Chart 
(AED / Share) 

Fiscal Year 2006a 2007a 2008e 2009f 2010f 
Revenues  2,525.0 2,921.9 3,547.8 15,528.3 6,954.5 
Growth 82% 16% 21% 338% -55% 
EBITDA Margin 15% 15% 12% 29% 13% 
Net Income  614.0 684.4 776.1 4,684.5 1,141.2 
Net Attributable  Income 611.6 677.6 768.3 4,637.4 1,129.8 
EPS (AED) 0.20 0.22 0.25 1.52 0.37 
EPS Growth 5% 11% 13% 504% -76% 
DPS (AED) - - - 0.10 0.10 
Book Value / Share (AED) 1.49 1.71 2.05 3.46 3.73 
P/E (x) 25.42 22.95 20.24 3.35 13.76 
Dividend Yield  0.00% 0.00% 0.00% 2.07% 1.85% 
P/BV (x) 3.42 2.98 2.48 1.47 1.36 
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Union Properties 

Union Properties continues to position itself as a key player within the Dubai real estate market, with the 
scope of its current operations engulfing most of the integral elements of the real estate value chain. Having 
provided a detailed overview of the company’s operations and strategy in our Initiation of Coverage report 
titled “Capitalizing on a Strong Development Portfolio’’ and dated March 28, 2007, we chose to highlight in 
brief Union Properties’ ongoing strategy to engineer a change in the overall focus of the business towards 
high margin, non-contracting, businesses which we believe should translate into increased shareholder value 
in the medium to long term. 

Since our last report, Union Properties has witnessed a strengthening of financial performance, in turn a func-
tion of improved management of the current operations, better than anticipated growth in major revenue 
drivers including the contracting business, timely delivery of key projects including Uptown Mirdiff, rationaliza-
tion of the investment property portfolio, and more importantly an increase in pricing - and hence margins - 
for its projects over the past year. Additionally, Union Properties has also achieved significant recognition, 
within the UAE and abroad, primarily as a result of its marketing efforts in developing the Union Properties 
brand by capitalizing on its relationship with Formula One, entitling the company with the right to oversee 
development of Formula One theme parks built around the world. 

In this update, we briefly look at the evolution of its business strategy as we see it, and highlight the key 
changes by the four major business segments including development properties, investment properties, hos-
pitality and contracting for Union Properties since our March 2007 publication before incorporating the impact 
of these changes on financial performance, and accordingly our valuation of the company. 

Strategic Evolution for the Business 

Over the past few years, the company has conducted a review of the structure and the scope of its business 
activities. As part of this exercise, Union Properties appears to have established a more focused approach 
towards generating future growth which relies on leveraging the strengths of the current business model. 
Integral to this approach is focus on its three core business segments. The first is property activities covering 
both its development projects and investment property portfolio which is expected to be the main driver for 
growth in the long run. The second is Motorsports activities involving the Dubai Autodrome, Speedcar and the 
Union Properties’ relation with Formula One through which the company will be developing Formula One 
theme parks across the world. Finally, the third scope of activity is broadly categorized as Investments within 
related businesses, including  contracting-based Thermo, and Fitout, which vertically extend the property 
development and management value chain, with the objective to realize benefits for the core real estate de-
velopment and management business.  

Diversifying the Focus Towards High Margin Business Segments 
Among the key drivers for the re-evaluation of the business model for Union Properties and the long term 
change in focus towards developing the conventional property development and management business is the 
concern over declining margins, specifically within the contracting segment of the business, which was the 
key contributor to revenues (76.8% of the aggregate) in 2007. Despite the contracting business accounting 
for in excess of 3/4th of the company’s top line, an accompanying 6.31% average gross margin on the asso-
ciated business segment translated into a 25.4% contribution to gross profitability. Going forward, we are 
expecting Union Properties to exhibit an improvement in blended margins over the coming period, on the 
back of a larger contribution from high margin property development and management businesses which are 
expected to become key drivers for profitability and shareholder value over the coming years. 

Acquisition of Further Land Bank 
Conscious of the heavy reliance of the business on contracting as a source for revenue and profitability in the 
past, Union Properties is actively pursuing opportunities to develop its land bank beyond its current base of 
55 million square feet. The prospective increase in the land bank is expected to be in the range of 40-60 mil-
lion square feet with the company reportedly seeking opportunities to acquire more land in Downtown Dubai, 
Bawadi, Dubailand and Mirdiff. This acquisition of land should therefore be critical in chartering a sustainable 
growth pattern for Union Properties, specifically beyond 2010, when the company’s ongoing development 
projects are scheduled for completion and handover. 

Rationalizing the Investment Property Portfolio 
Union Properties has maintained a focus on developing and managing its investment properties portfolio since 
its establishment as the real estate arm of Emirates Banking Group in the late 1980s. Although the company 
has evolved considerably during the last decade, its rental portfolio includes several properties which are out-
dated and accordingly require frequent and intensive maintenance. The company initiated the process of di-
vesting  associated assets with  initial transactions  on two  properties recorded in 1QFY08. The sale of these 
two properties, details of which are provided in the “Investment Properties Portfolio” section of this report, is 
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expected to lead to an improvement in margins. Going forward, we expect the management to proactively 
seek further opportunities to rationalize its investment property portfolio. 

Realizing Synergies Across the Key Business Segments 
Union Properties’ presence across several segments of the property development and management value 
chain creates opportunities for realizing synergistic benefits across its different businesses. Though contract-
ing sports lower margins versus other businesses, it does provide the benefit of allowing for in-house Me-
chanical Electrical and Plumbing (MEP) work that typically constitutes 15%-20% of the total cost for the de-
velopment of a project. Similarly, Fitout can potentially create synergies for the core property development 
business by providing interior design and associated services to prospective residential and commercial clients 
for real estate development and management. Additionally, Motorsports provides significant value to the 
overall business by developing the perception of a superior brand image for Union Properties through its rela-
tion with Formula One, which is likely to have a positive spillover effect on prices and rents for the property 
business. 

Leveraging Strategic Relationships to Induce Growth in Business 
Union Properties has also entered into a network of strategic relationships including Properties Investments 
which is a Joint Venture with Dubai Investments Company (DIC). Benefiting from the platform provided by 
the JV, Union Properties acquired access to land from DIC on which it undertook development of several key 
projects including The Green Community, Lake Apartments and Green Community West. Of these three pro-
jects, the first two have been successfully completed. The third is 95% complete and is expected to be 
handed over before the end of this year with Union Properties’ 50% share of income from the project booked 
as income from investments below the operating line. Similarly, by virtue of the ownership of a 47.6% stake 
by the Emirates Banking Group (EBG), Union Properties enjoys convenient access to funding from the group. 
Furthermore, the Dubai government’s majority stake in the EBG business offers access to a network which is 
expected to play an important role in developing new business opportunities. 

Focus on Capital Appreciation Versus Distribution of Current Income 
Realizing the need for the medium to long term restructuring of the business, the company’s board and man-
agement have deployed a strategy to limit distribution to stock dividends in the medium term, thus ensuring 
that the majority of the cash generated by the business is reinvested to induce future growth. This dividend 
policy is reflective of the confidence of the board in the long term growth potential for Union Properties. 
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Development Properties 

Development Properties forms a key element of the aforementioned long term strategy to realize growth in 
margins in the Dubai real estate market which continues to offer significant opportunities for large real estate 
developers in the Emirate. As highlighted in our Initiation of Coverage report, although income from the de-
velopment projects for Properties Investments - Union Properties’ joint venture with Dubai Investments Com-
pany - has contributed to the consolidated bottom-line, it has been classified as income from investments 
during the past. With the current portfolio of the JV’s project only including Green Community West, which is 
scheduled for completion this year, the contribution to the JV income below the operating line is expected to  
be limited in future, especially considering that no new project has been announced from the Properties In-
vestments platform since the publication of our initial report. 

Union Properties has independently engaged itself in 
developments for sale amounting to AED9.19 billion 
against which the company expects to realize reve-
nues of AED13.61 billion; this AED9.19 billion ex-
cludes projects under the ambit of Properties Invest-
ments, development costs associated with the For-
mula One Theme Park, and segments of projects 
which are expected to be developed for intended use 
as investment properties or for use as hotels/serviced 
apartments. These numbers however, present a sig-
nificant premium over comparative numbers in our 
March 2007 report with primary drivers for upward 
revisions being the significant increase in selling 
prices which have occurred over the past year - spe-
cifically for the properties being developed in the 
Dubai International Financial Centre (DIFC), as well as an accompanying increase in costs. Further details of 
these changes in assumptions are provided later. 

All Union Properties projects are progressing according to schedule with key deliveries commencing in 2009 
featuring the DIFC based Index Tower and Limestone House, followed by the Green Community Motorcity 
(GCMC) and initial phases of Uptown Motorcity (UTMC) and Business Park. The ensuing year is scheduled for 
the delivery of the last phases of UTMC and the Business Park. The implication of this pattern of deliveries for 
Union Properties is that significant funding resources would be required to finance the development expendi-
tures, specifically in light of the fact that the company has intentionally delayed the launch of sale on projects 
in anticipation of extracting the maximum benefit for shareholders from the increasing trend in prices. Union 
Properties has for instance only sold 25% of the developments and collected 10% as cash (based on the pay-
ment schedule) for its DIFC towers despite the completion of 65% of the project to date; the 10% cash col-
lected represents 40% collections on 25% of the project which has been sold to date. Since the company has 
already committed 15% for sale in the near future, the launch of the balance 60% space could extend to the 
end of 2008 or early 2009 when the project is scheduled to be delivered, thus limiting the opportunity to real-
ize earlier cash inflows to finance necessary investments in the project. This suggests that the company ex-
pects the positive impact of the appreciation in prices on its developments to outweigh the associated in-
crease in the borrowing costs and the opportunity cost of the foregone cash inflows on sales for deployment 
in the business. To date, Union Properties has raised AED3.75 billion in debt. 

Project Timeline

2006 2007 2008 2009 2010

Index Tower

Limestone House

Green Community
Motorcity

Uptown Motorcity

Business Park

Source: Company 

Source: Company; Prime Estimates 

Development Projects 
Profile 

Expected 
Completion %Sold 

% Cash 
Collected 

% Com-
pleted 

Latest Esti-
mate for 

Project Cost  
- AED Million 

Latest 
Estimate 

for Project 
Revenue - 
AED Mil-

lion 

Previous 
Estimate 

for Project 
Cost - AED 

Million 

Previous 
Estimate 

for Project 
Revenue - 

AED Million 
Dubai International Financial Centre 
Limestone House 2009 25.0% 10.0% 65.0% 1,045 2,048 1,000 1,241 
Index Tower 2009 25.0% 10.0% 65.0% 2,090 4,374 2,000 2,566 
Subtotal         3,135 6,422 3,000 3,807 
Motorcity               
Green Community Motor-
City 2009 100.0% 30.0% 40.0% 1,188 1,646 1,100 1,454 
Uptown Motorcity - 
PhaseI 2009 100.0% 30.0% 40.0% 

3,457 3,945 3,200 3,595 
Uptown Motorcity - Phase 
II & III 2010 0.0% 0.0% 0.0% 
Business Park 2010 0.0% 0.0% 35.0% 1,410 1,596 1,300 1,596 

Subtotal -       6,055 7,188 5,600 6,645 
Total         9,190 13,610 8,600 10,452 
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In our initial report, published in March 2007, pricing for the Index Tower and Limestone House ranged be-
tween AED1,579-AED1,840 per square foot. Subsequently, prices have jumped significantly with the latest 
quotes from the market for the Index Tower and Limestone House falling the AED3,500-AED4,000 per square 
foot range, outpacing the average increase in Dubai of ca. 60% over the same period. Our weighted average 
price per square foot assumption for the 323 residential units in Limestone House and the 520 residential 
units for Index Tower stands at AED3,000 on the basis of an average AED1,700 price for units sold to date 
and a higher ca. AED3,450 price for the remainder of units to be released for sale over the coming period. 

Concurrently we have also provided for a cost escalation factor of 10% on all projects based on updates from 
Davis Langdon suggesting that costs of construction have been increasing at a rate of 30% per year; with 
Union Properties pursuing a policy to lock construction costs by entering into contracts with construction com-
panies, the company is not fully exposed to the risks related to rising costs. The net impact of the apprecia-
tion in costs and prices is that the margins on all development projects increased from 17.7% in our March 
2007 report to 32.5% according to our latest estimates. This favorable impact is primarily due to the ex-
pected improvement in margins on DIFC projects to 51.2%. 

Since the bulk of ongoing development projects are being delivered in 2009, AED11.48 billion, out of the total 
AED13.61 billion which is expected as revenue against the developments is to be realized in 2009, with the 
balance impacting the income statement in the following year. Similarly, AED4.16 billion of the total AED4.42 
billion gross profit is expected to accrue in the first of the two years. We expect the gross margin in 2009 to 
register 36.3% versus the corresponding 12.1% in 2010 since the more profitable DIFC-based projects fea-
ture in the earlier year. Prior to 2009, the only development property revenues we are expecting, accrue from 
Motorcity land sales, pertaining to AED300 million this year, translating into AED174 million in gross profits, 
based on an expected margin of 58.0%; this represents a decline in land sales versus 2007 actuals, whereby 
the company posted revenues of AED347.37 million and gross profits of AED205.92 million (59.3% GPM). 

 

Source: Company; Prime Estimates 
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Investment Property Portfolio 

Income on investment properties presents two recurring sources of income, cash-based rental income and a 
non-cash revaluation component on the real estate portfolio. Although this segment has historically assumed 
greater significance - since Union Properties has its origins as a real estate arm for the Emirates Banking 
Group, its importance as a source of revenue has diminished over time owing to the surge in the contracting 
business. Significant additions to the investment portfolio, expected in the coming years will however reintro-
duce investment property rentals as important contributors to revenue in the future. 

As of the end of FY07, Union Properties had a rental portfolio which was valued at an estimated AED2.5 bil-
lion representing a total of 2.73 million square feet of rental space - excluding an additional 117,393 square 
feet accruing to its JV, Properties Investments, owned retail space in the Green Community - of which ap-
proximately 50% represents mixed-use properties, while purely commercial and residential properties ac-
counted for a further 14% and 12% respectively. The balance pertains to retail space in Uptown Mirdiff. In 
terms of rental incomes, the commercial and retail segments have traditionally offered more lucrative net 
yields at 10.9% and 10.1% versus residential and mixed use which netted only 6.0% and 7.4% for 9MFY07; 
the cumulative net yield for Union Properties was 8.3% for 9MFY07 and the corresponding net yield for FY07 
was 7.6%.  

The non-cash property revaluation income has also contributed significantly to net income over the past few 
years (averaging 46% of the bottom line between 2005-2007), stemming from a ca. 15% average annual 
appreciation in prices of associated properties based on our calculations.  

Against the FY07 AED2.5 billion rental portfolio, Union Properties sold two mixed-use properties, Al Musalla 
Towers and Union Tower representing a market value of AED594 million, versus a book value of AED440 mil-
lion, thus recording a capital gain of AED154 million in the first quarter of the year 2008. Despite the fact that 
as a result of the decision to divest associated holdings the company is forfeiting potential rental revenues 
against the 580,500 square feet space for these two properties, the motivation was to reduce per square foot 
expense exposure of the Investment Properties unit through streamlining outdated, maintenance-intensive 
assets. While we do expect similar rationalization initiatives on the rest of the portfolio in the coming years, 
we have not factored in any sale on rental properties within our assumptions due to the lack of relevant infor-
mation. 

Going forward, we have revised our assumptions for property prices and rental yields upwards with Union 
Properties having recorded rental revenues of AED192.46 million in 2007, a premium over our previous 
AED150 million estimate. We have assumed that property prices on the current investment property portfolio 
appreciate at an annual ca. 5%, a conservative discount, (by a factor of 0.42) over the estimated 11.7% ap-
preciation on properties registered last year. Rents are also assumed to increase in tandem with property 
prices with slight upward adjustments for increase in rents beyond the 5% rental cap despite occupancy lev-
els as high as 99% in several properties, considering that contracts with new tenants are expected to be 
signed on some of the currently occupied premises. 

 
 

 

Investment Property Portfolio 
Net Leasable Area  
(‘000 Square Feet) 

Residential 368 
Commercial 561 
Mixed Use 1,305  
Uptown Mirdiff 494  
Net Leasable Area Before Sale 2,728 
Mixed Use Sale 581 
Net Leasable Area After Sale 2,147 

9MFY07 Annualized 
Net Yield (%) 

6.0% 
10.9% 
7.4% 
10.1% 
8.3% 

n/a 
n/a 

Source: Company; Prime Estimates 
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Further impetus to growth in income on the rental portfolio is expected to occur in 2009, with the completion 
of the Business Park development, enhancing the current 2.15 million square feet net leasable space by ca. 
70% to 3.65 million square feet. Our assumptions for rental revenue on Business Park center around occu-
pancy levels of a conservative 25% in 2009, increasing gradually over a 3 year period to settle at ca. 90%, by 
2012; current occupancy rates across the company’s entire investment property portfolio register 99%, with 
the exception of the Autodrome which stands at 11% and Uptown Mirdiff at 78%. Recognizing the current 
inefficient utilization of space in the last two properties, Union Properties is in the process of conducting a 
study to explore prospects for increasing the occupancy rates for the premises. 

The net impact of the above has resulted in a 2008-2012 rental revenue CAGR of 30.1%, settling at 
AED716.33 million by 2012. However, we are expecting rental revenues to register an annual decline of 
10.0% this year, to AED173.17 million, on the back of a reduction in the size of the investment property port-
folio, as a result of the aforementioned sale of Al Musalla Towers and Union Tower. Further forward, the in-
duction of the Business Park retail space provides higher growth momentum. A marginal improvement in the 
outlook for margins, from 81.3% in 2007 to 83% by 2008, and going forward, translates into a gross profit 
CAGR of 30.6% over our 5 year forecast period, culminating at AED594.55 million in 2012.  
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Hospitality 

Along with the investment property portfolio, hospitality presents a recurring source of income for Union 
Properties. Similar to the case for the development property portfolio however, the contribution of hospitality 
above the operating line has proven limited in the past due to a significant share of the hotel and serviced 
apartments currently owned via Properties Investments. Going forward, however, hospitality is expected to 
assert greater influence on the gross profitability for the business as 3 new premises are being developed by 
Union Properties, representing a total room capacity of 958. 

Currently, via its affiliation with Properties Investments, Union Properties has access to income from 2 prop-
erties which are managed by Marriot including the 43 room Marriot Executive Apartments in Green Commu-
nity and the 165 room Courtyard hotel. Additionally, Union Properties independently owns a hospitality port-
folio which includes 172 serviced apartments in the Dubai Creek area, also managed by Marriot. During 2007, 
Union Properties generated a revenue of AED42.07 million from its independent hospitality portfolio against 
which it recorded a gross profit of AED24.77 million at a margin of 58.9%. We are expecting both assets to 
witness similar growth, as was registered in 2007, over our forecast period, translating into an 11.1% CAGR 
from 2008-2012.  

Hospitality is expected to become an important business segment for Union Properties over our forecast hori-
zon with the respective contributions of the business to revenues and gross profits foreseen to increase from 
1.4% and 4.4% in 2007 to 11.3% and 24.4% in 2012. The primary catalyst for hospitality as a value driver is 
the introduction of 3 hospitality ventures - Ritz Carlton, Renaissance and Courtyard Marriott - adding 834 
rooms and 124 serviced apartments to the hospitality-based capacity for Union Properties. Ritz Carlton is ex-
pected to come on line in 2009 and Renaissance and Marriott in the following year. 

Occupancy levels in all new hotels are forecast to pick up from a base of 70% in the first year of operations 
to settle at 95% by the 3rd year of operations. Average room rates (ARR) for hotels are forecast to witness a 
CAGR of 6% from the HVS International sourced US$258 in 2007 to US$345 in 2012. It is worth noting that 
Dubai experienced a 6% ARR CAGR between 1994 and 2007 while our forecasts remain conservative when  
considering a 14% appreciation in ARR registered in 2007. In addition, factoring in 35% revenue from 
sources other than room rates, per room revenues reflect an increase from AED468,000 in 2010 to 
AED676,000 in 2012. The revenue structure for serviced apartments is meanwhile based on the AED245,000 
per room revenues for the current 172 serviced apartments Union Properties owns, with price and occupancy 
growth assumptions for the expected additions in future years similar to those outlined for hotels. 

Aggregate hospitality revenues are accordingly expected to grow 16x versus the 2007 level of AED42 million 
to settle at AED683.86 million in 2012. Concurrently, gross profitability grows in excess of 12x from AED24.78 
million in 2007 to AED307.10 million in 2012, on the back of our outlook on margins which come down from a  
58.9% high in 2007 to settle at ca.43%-45% by 2009. 

 

Source: Company; Prime Estimates 
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Contracting 

Union Properties continues to reflect a strong presence in the MEP sector, through its wholly owned subsidi-
ary Thermo, with an 18,000 strong workforce generating annual revenues of AED2.25 billion for 2007, repre-
senting a significant 76.8% of the aggregate top line for the year. Despite synergistic benefits associated with 
the integration of real estate development and MEP activities, Union Properties continues to suffer blended 
margin pressure, due to the excessively low margins accruing to the MEP business segment, customarily 
ranging between 5%-8%. 

During 2007, Union Properties recorded a gross margin of 6.31% against MEP sales of AED2.25 billion, trans-
lating into a gross profit of AED141.59 million, with respective contributions to consolidated company reve-
nues and gross profits being 76.8% and 25.4%. While the associated margins have been affected negatively 
in recent years - down form a high of 9.95% in 2004 - due to a general tightening of margins across the 
broader domestic MEP sector, the impact on the Union Properties contracting business was compounded by 
the signing of an AED1.7 billion Dubai Civil Aviation contract at extremely favorable client terms, which is 
customary when large scale government works are undertaken. Going forward, while it is conceivable that 
Union Properties opts to favor, more profitable, private client contracts in the future, we believe that due to 
the benefits in terms of the scale of state sponsored works, it is likely that Union Properties will take on more 
government projects over the coming period. We have accordingly remained conservative in our margin as-
sumptions going forward,  assuming a further decline to 5.62% this year, and maintaining the margins over 
the remainder of our forecast horizon.   

Our revenues assumptions for Thermo meanwhile point to a 14.7% 2008-2012 CAGR, culminating at AED4.45 
billion in 2012. The AED2.25 billion revenues in 2007 are expected to grow by a substantial 30% in 2008 to 
AED2.92 billion, very feasible in our view considering that AED762 million - or 26% of the total estimate for 
2008 - was booked as revenues in 1QFY08. In the ensuing years growth tapers down to a fairly modest 
7.50% in 2011 and beyond. Concurrently, gross profits reflect a 5-year 12.1% CAGR to AED250.30 million in 
2012. The said numbers represent an upside against our previous forecasts for contracting due to the better 
than anticipated performance of the business during FY07 and 1QFY08. 

 

 

Source: Company; Prime Estimates 
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Financial Assessment and Growth Drivers 

Union Properties recorded a net income of AED684.4 million in FY07, 11% higher than our previous expecta-
tions, primarily as a result of a non-cash revaluation gain pertaining to AED307.5 million. In addition to incor-
porating revised numbers for revaluation gains in our projections, we have incorporated information on new 
prices and costs for real estate developments, updated assumptions for rental yields on the investment port-
folio, and employed the latest data on the room rates for hotels and serviced apartments to arrive at the 
forecasts for our explicit 5 year forecast period ending in 2012.  

It is pertinent to mention that the general profitability and value drivers for the business remain the same 
with no significant change in the thrust for the strategy which is aimed at improving the margins of the busi-
ness through a lesser concentration on lower yielding contract work.  

As highlighted in our Initiation of Coverage report Union Properties utilizes the completed contract accounting    
method - based on the procedure for recognition of off-plan property sales which is recommended by the 
International Accounting Standard Board - for recognition of development property sales and costs and this is 
the reason behind “lumpiness” with regards to year-on-year variations in income statement performance, 
both historical and forecast. Revenue recognition on contracting projects is however based on the percentage 
of completion method.  

Revenues Boosted by Deliveries on the Development Portfolio 

We forecast consolidated revenues to illustrate a CAGR of 15.6% over our 5 year explicit forecast period 
spanning 2008 through 2012 to settle at AED6.04 billion. Growth proves split over several phases, with a 
significant 5x boost to the top line occurring from 2007-2009 at the end of which period we expect Union 
Properties to register AED15.53 billion in revenues. The following phase represents a decline in growth to 
AED6.97 billion in 2010 and AED5.42 billion in 2011. In the last phase revenues increase to the aforemen-
tioned AED6.04 billion figure for 2012. The 5 year 15.6% CAGR is therefore muted due to the decline in reve-
nues in the second phase from 2009-2011. 

The primary source of the variability in revenues is development sales of AED11.48 billion and AED2.13 billion 
which feature respectively in the years 2009 and 2010. The handover of DIFC-based projects and Green 
Community Motorcity in the former year, results in a decline in contribution of contracting revenues to 
22.5%, versus a historical 76.8% in 2007. With significantly lesser revenues stemming from development 
sales in 2010, the share of contracting revenues to the total, jumps sharply to 55.3%. It is important to note 
that if Union Properties manages to extend its land bank by a substantial portion of the 40-60 million square 
feet as mentioned in the strategy section of this report - which appears to be a high probability event consid-
ering Union Properties’ experience in the real estate sector and strong network of relationships - expected 
deliveries on new development sale projects, subsequent to 2010 could significantly reduce the contribution 
of contracting in the year 2012 from the current estimate of 73.7%. 

Another important development in the revenue mix is the increase in the combined share of revenues from 
two recurring sources of income, rentals on the investment property portfolio and hospitality, with associated 
cumulative contribution increasing significantly over our forecast period, from 8.0% in 2007 to 23.2% in 
2012. This is reflective of the increasing maturation of the business with the emergence of a stable recurring 
source of income. 

 

 

 

Source: Company; Prime Estimates 
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Healthy Gross Profit Margins from 2008-2012 

Gross profit is forecast to increase at a 2008-2012 
CAGR of 17.7% to register AED1.26 billion in 2012 
following a trend similar to revenues with the deter-
mining factor behind growth pattern variation in earlier 
years proving the contribution of development sales as 
covered in the revenues section. The AED557.56 mil-
lion in gross profits (19.1% gross margin) in 2007 
grows 8-folds to AED4.71 billion in 2009 before falling 
to a subsequent low of AED1.03 billion (18.9% gross 
margin) in 2011, the first year in which there is no 
contribution from development properties. In 2012, 
gross profits pick up again, growing by 22.8% to close 
the forecast period at AED1.26 billion (20.8% gross 
margin). 

EBITDA Exhibits Consistent Growth 

EBITDA exhibits greater variation as compared to 
revenues and gross profitability despite growing at a 
2008-2012 CAGR of 18.4% to settle at AED999.83 
million in 2012. We expect a decline in EBITDA of 
1.4% in 2008 to AED422.79 million in 2008, as lower 
margins on contracting exert their influence on operat-
ing performance of the company with revenue contri-
butions from Thermo increasing to a peak of 82.3% of 
consolidated revenues. In later years, the growth tra-
jectory for EBITDA is similar to that of revenues and 
gross profits, as one would expect. 

Income from Joint Venture 

Aforementioned pressure on Union Properties EBITDA in 2008 is 
expected to be partially offset by earnings stemming from its Properties Investments JV. Income from the JV 
is forecast to grow 280% to AED183.39 million due to the anticipated closure of the Green Community West. 
The project, which is already 95% complete, generates an income of AED141.04 million for the year against 
an expected revenue of AED1.73 billion on completion, representing a margin of 19.2%. The balance income 
from the JV represents hospitality and investment properties, which is estimated to reflect a 5-year 7.3% 
CAGR, settling at AED54.29 million in 2012. 

Significant Net Profits Ensure a Steady Stream of Income for Shareholders 

Net profits in 2008 are projected to grow by 13.4% in 2008 to AED776.08 million (21.9% margin), courtesy 
of income from sale of investment properties and a non-cash revaluation gain on the current portfolio of in-
vestment properties, amounting to AED153.94 million and AED113.26 million, respectively. The hand over of 
several projects including DIFC in 2009, results in a jump in the forecast bottom line to a peak of AED4.68 
billion (30.2% margin), up 7x y-o-y. In 2010, the profitability declines to AED1.14 billion (16.4% margin), 
primarily as a result of the reduction in contribution from development property sales, despite the delivery of 
projects in Motorcity. Further forward, the absence of development sales in 2011 brings net profit down to 
AED1.22 billion (22.6% margin), while the last year of our forecast horizon illustrates 15.8% bottom line 
growth, stemming primarily from recurring income on investment property and hospitality to AED1.42 billion 
(23.5% margin). 

 

Source: Company; Prime Estimates 
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Overall, we are foreseeing a 15.7% bottom line CAGR 2008-2012. Free cash flows are expected to remain 
negative in 2008 on the back of associated expenditure on development projects proving heavily concen-
trated this year, prior to sharply reversing effective 2009, wherein the bulk of cash inflows are realized on 
delivery of ongoing projects. 
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Valuation 

The company valuation is based on a WACC of 9.65% which accounts for the weight of the AED3.38 billion 
debt assumed by the business in 2007 at an estimated average cost of 5.13%. Additionally, the cost of equity 
component factors in a risk free rate of 5.2%, a market risk premium of 7% and a beta estimate of 0.79. We 
have utilized a perpetual growth rate of 4.5% in determining the continuing value. 

The recurring projected free cash flows available for disbursements to investors for Union Properties, dis-
counted at 9.65%, result in a DCF value per share of AED5.46. Furthermore, we incorporate an AED0.49 per 
share adjustment for the current market value of 5 million square feet of land which Union Properties owns, 
but which has yet to be developed, at a price of AED300/square foot. 

Our revised DCF valuation for Union Properties accordingly yields a target price of AED5.95 per share, illus-
trating a significant premium over our previous AED3.24 target. Primary drivers behind the upward revision 
are a significant, price driven, improvement in margins for development properties, rationalization of the in-
vestment property portfolio, increases in room rates for hospitality and expansion of the contracting business. 

Relative to the current stock price of AED5.08, our AED5.95 target illustrates 17.2% upside potential, result-
ing in a buy recommendation on the stock.  
We strongly believe that valuation risks lie on the upside for Union Properties, with the widely anticipated 
addition of a significant proportion of the approximately 40-60 million square feet of land to the company’s 
portfolio likely to exert significant upward pressure on our DCF value. If and when confirmation of an in-
creased land bank occurs, we will be adjusting our model accordingly.  
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FINANCIAL SUMMARY 
(Figures in AED million)) 

Source: Company Financials, Prime Projections 

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

Revenues 2,525.0 2,921.9 3,547.8 15,533.0 6,969.2 

Growth 81.90% 15.72% 21.42% 337.82% -55.13% 
COGS 2,082.7 2,364.3 2,977.1 10,821.7 5,896.6 

S,G &  Admin. Expenses 65.3 128.7 148.0 170.2 195.7 

Other Operating Expenses - - - - - 

EBITDA 377.0 428.9 422.8 4,541.1 876.8 

Growth 24.58% 13.75% -1.42% 974.09% -80.69% 
EBITDA Margin 14.93% 14.68% 11.92% 29.24% 12.58% 

Depreciation & Amortization 33.6 38.1 41.9 94.2 131.3 

Operating EBIT 343.5 390.8 380.9 4,446.9 745.5 

Interest Income 35.3 5.4 15.7 93.8 165.0 

Non-Operating Income 53.8 46.2 345.7 53.8 57.2 

Interest Expense 43.4 71.0 79.4 99.0 124.5 

Income Before Revaluation 389.2 371.5 662.8 4,495.5 843.2 

Capital Gain/Loss (4.9) 5.5 - - - 

Revaluation Gain 229.7 307.5 113.3 189.0 298.0 

Net Income 614.0 684.4 776.1 4,684.5 1,141.2 

Less : Non-Appropriation Items 2.4 6.9 7.8 47.1 11.5 

Net Attributable Income - NAI 611.6 677.6 768.3 4,637.4 1,129.8 

Growth 4.62% 10.79% 13.39% 503.61% -75.64% 
ROS 24.32% 23.42% 21.87% 30.16% 16.38% 

Balance Sheet  2006a 2007a 2008e 2009f 2010f 
Cash & Marketable Securities 112.3 101.5 1,127.3 5,618.8 5,965.2 
Trade Receivables-Net 1,779.0 2,936.4 3,817.3 4,913.8 5,405.2 
Inventory 55.4 101.2 131.5 157.8 173.6 
Other Current Asset 520.7 224.3 417.3 499.7 549.3 
Total  Current Asset 2,467.3 3,363.4 5,493.4 11,190.2 12,093.2 
Other Assets 4,716.0 7,359.1 12,613.6 6,695.5 5,627.3 
Projects Under Implementation - - - - - 
Net Fixed Assets 366.9 375.9 386.6 352.8 281.9 
Total Assets 7,550.2 11,098.3 18,493.6 18,238.4 18,002.5 

Short Term Bank Debt 487.9 1,109.1 1,360.1 136.0 13.6 
CPLTD 288.5 75.8 202.2 479.3 521.3 
Accounts Payable 1,271.6 1,304.8 1,785.4 2,141.0 2,354.4 
Dividend Payable - - - - 288.4 
Other Current Liabilities 202.7 1,026.8 4,870.9 890.1 645.7 
Total Current Liabilities 2,250.6 3,516.5 8,218.7 3,646.5 3,823.4 
Long-Term Debt 606.6 2,193.7 3,884.8 3,873.9 2,606.6 
Other Non-Current Liabilities 140.0 163.4 118.7 130.6 143.7 
Total Shareholders' Equity 4,553.1 5,224.8 6,271.3 10,587.4 11,428.8 
Total Liab.& Shareholders' Equity 7,550.2 11,098.3 18,493.6 18,238.4 18,002.5 

      
Free Cash Flow Statement 2006a 2007a 2008e 2009f 2010f 
NOPLAT 343.5 390.8 380.9 4,446.9 745.5 
Non-Cash Items 33.6 38.1 41.9 94.2 131.3 
Gross Cash Flow 377.05 428.88 422.79 4,541.15 876.81 
Gross Investments (2,252.7) (2,724.7) (1,794.6) 979.7 988.8 
Non -Operating Cash Flow 229.8 320.9 162.3 8.8 9.2 
Free Cash Flow Before Financing (1,645.8) (1,974.9) (1,209.5) 5,529.6 1,874.8 
Financing Flow      
Interest Income After-Tax (35.3) (5.4) (15.7) (93.8) (165.0) 
Investment Income After-Tax (48.8) (38.2) (183.4) (45.1) (47.9) 
Change in Excess Cash & Mkt. Sec. (1,026.51) (77.23) 1,010.37 4,197.93 556.14 
Change in Subsidaries and L T Investments 78.8 75.6 183.4 45.1 47.9 
After-Tax Interest Expense 43.4 71.0 79.4 99.0 124.5 
Change in Debt &  Bonds (593.2) (1,995.6) (2,068.6) 958.0 1,347.7 
Provisions Used (12.8) (17.7) 55.4 - - 
Dividends Paid & Minority Interest - - - 321.4 - 
Non-Appropriation Items 2.4 6.9 7.8 47.1 11.5 
Reserves Used 388.9 562.3 - - - 
Change in Paid-in Capital & Capital Surplus (442.8) (556.5) (278.3) - - 
Total Financing Flow (1,645.8) (1,974.9) (1,209.5) 5,529.6 1,874.8 
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Recommendation Target-to-Market Price (x) 

Strong Buy x > 25% 

Buy 15% < x <25% 

Accumulate 5%< x <15% 

Hold -5% < x < 5% 

Reduce -15% < x < -5% 

Strong Sell x < -25% 

Stock Recommendation Guidelines  

Sell -25% < x < -15%  

Investment Grade Explanation 

Growth  3 Yr. Earnings CAGR > 20%  

Value Equity Positioned Within Maturity Stage of Cycle 

Income Upcoming Dividend Yield > Average LCY IBOR 

Speculative Quality Earnings Reflect Above Normal Risk Factor 
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