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• Mixed Bag: UP reported weak 3Q2008 revenue AED790.3 million (down 7.9% Y-o-Y and down 16.3%
Q-o-Q). Gross margins of 7.1% were lower than our expectation of 14.8%, largely as a result of a shift in
its revenue mix. Despite the weak top line and gross margin, net income of AED244.7 million (up 38.4%
Y-o-Y and 2.7% Q-o-Q) was ahead of our forecast of AED163.4 million, mainly due to lower finance costs
and a better than expected gain on valuation of investment properties.

• Altered Revenue Mix Lowers Gross Margin: In 3Q08, the revenue basket was dominated (83%) by the
company’s contracting subsidiary, with no contribution from high-margin land sales (which comprised
approximately 10% of 3Q07 revenues) While each of the operating segments (apart from land sales)
experienced strong Y-o-Y revenue growth, the altered revenue makeup resulted in a gross margin of 7.1%
versus 24.3% in 3Q2007 and 14% in 2Q2008 and lower than our expectation of 14.8%. In addition, UP’s
motorsports related business is still in ramp up mode and with added seasonality, has likely depressed the
margins to some degree.

• Net Income Ahead: SG&A of AED36.6 million (up 13.1% Y-o-Y and 9.8% Q-o-Q) came in higher than
expected, but was partially offset by lower than expected interest costs, as well as a gain recognized on
the valuation of investment property (land being developed as retail/commercial area within MotorCity)
of AED225.5 million. This resulted in 3Q2008 net income of AED244.7 million, ahead of our expectations
of AED163.4 million. We also highlight that we had originally assumed that UP would hand over all units
within its Green Community West development throughout 2H 2008, however this looks to be delayed to
the period 3Q2008 to 2Q2009 resulting in a shortfall at the net income level given that contributions from
this project would have come in at the associates line. 

• Balance Sheet Growth On Track: Total assets reached AED18.1 billion, with development and
investment properties comprising AED13.0 billion, with the strong growth reflecting good progress being
made on construction of all its projects. We believe this paints a better picture with respect to the focus
on execution and delivery of its project portfolio.

• Impact to Forecasts: With strong 1H numbers, but somewhat disappointing 3Q numbers (stripping out
the gain), our FY2008e numbers still look somewhat shy, however the trend is somewhat concerning.
Looking to 2009, we note that the company will be delivering on most of its projects under development
meaning the income statement figures will look dramatically different from those developing for 2008. We
will be updating our forecasts taking into account developments to date as well as our outlook for 2009
once full financials are released. 

• Reduce ST To Neutral, Maintain LT Buy: We had downgraded our ST recommendation on UP to
Accumulate in July as it was near our LTFV. While the stock (and the sector) have fallen considerably since
then, we are again downgrading our ST recommendation to Neutral given the negative sentiment directed
towards the Dubai real estate sector, concerns regarding liquidity, potential pressure on sales activity and
no near-term trigger in sight. We continue to re-iterate our LT Buy, to reflect: i) our confidence in UP’s
ability to execute its project portfolio, ii) forecast upgrades in 2008 and beyond which will reflect the
impact of higher property prices, motorsports and new projects.

Sana Kapadia
+971 4 363 4007
skapadia@efg-hermes.com
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flash note

uae | real estate

ST Rec. : Neutral
LT Rec. : Buy

Current Price*: AED 2.01
LT Fair Value  : AED 6.22
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I, Sana Kapadia, hereby certify that the views expressed in this document accurately reflect my personal views about the securities and companies that are the
subject of this report. I also certify that neither me nor my spouse or dependants (if relevant) hold a beneficial interest in the securities that are traded in the UAE
stock exchanges. 

EFG-Hermes Holding hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this report. Funds managed by
EFG-Hermes Holding and its subsidiaries for third parties may own the securities that are the subject of this report. EFG-Hermes may own shares in one or more
of the aforementioned funds or in funds managed by third parties. The authors of this report may own shares in funds open to the public that invest in the securities
mentioned in this report as part of a diversified portfolio over which they have no discretion.

The Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the subject of
this report or are mentioned in this report.

disclaimer
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the
company's future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment
recommendations and fair value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from
sources that EFG-Hermes believes to be reliable, we do not guarantee its accuracy, and such information may be condensed or incomplete. Readers should
understand that financial projections, fair value estimates and statements regarding future prospects may not be realized. All opinions and estimates included in this
report constitute our judgment as of this date and are subject to change without notice. This research report is prepared for general circulation and is intended for
general information purposes only. It is not intended as an offer or solicitation with respect to the purchase or sale of any security. It is not tailored to the specific
investment objectives, financial situation or needs of any specific person that may receive this report. We strongly advise potential investors to seek financial
guidance when determining whether an investment is appropriate to their needs. No part of this document may be reproduced without the written permission of
EFG-Hermes.
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