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• Negative Outlook, Downgrading ST to Reduce: We downgrade our ST Rating from Neutral to Reduce 
and slash our forecasts in light of weakening economic conditions, falling rents in Dubai and the increasing 
likelihood of buyers defaulting. The main changes to our forecasts are: i) forecasting all unsold/defaulted 
inventory of finished units is rolled over into UP's investment portfolio ii) reducing forecasts for UP’s 
contracting arm and growth expectations for other operating segments. We cut our 2009e earnings by 
60% to AED1,771 million. While we materially cut our forecasts and LTFV, our new LTFV of AED1.33 
offers c80% upside and we maintain our LT Buy. 

• Does UP Have a Liquidity Problem? UP’s construction related spending will taper off significantly over 
the coming period and cash collection is expected to rise as deliveries occur. However, we remain 
concerned about UP’s leverage, with net debt to equity of 1.0x 2008a. We assume AED3.1 billion in cash 
inflows from property unit deliveries this year which will be used to fund remaining costs of construction, 
other costs and debt repayments of AED1.7 billion. As long as cash inflows from unit deliveries proceed 
smoothly, UP should see an AED1.9 billion improvement in the net debt position by year-end. However, 
any cash collection delays during the year could put the company in a very tight spot given the 
mismatches with cash outflows. Should liquidity concerns arise, the company could re-schedule some 
payments, given that the main facility is from a consortium including ENBD (a significant shareholder). 

• Cut LTFV to AED1.33: This is more than 65% lower than our previous estimate. The drop stems mostly 
from revising downwards sales and rental forecasts and ascribing no value to UP's ability to execute future 
projects. It is important to highlight that recurring cash flows comprise the bulk (78%) of our estimated 
EV with property development accounting for the remainder.  

• A Good Union?: A potential merger with Deyaar (although officially denied) remains an overhang on 
the stock. Such a merger could occur should a government-led initiative occur, which calls for greater 
consolidation or if UP’s liquidity position deteriorates significantly.  

•  Could Get Worse before It Gets Better: The short to medium term continues to look painful for UP. If 
the company is able to rent the majority of its unsold inventory at competitive rates, minimise defaults, 
collect remaining cash and clock some regular contributions from its other segments, it may be over the 
worst. It should continue to tighten its operations, offload un-strategic assets and thus be better prepared 
for its next phase of growth. We believe further funds may be raised in 2010e, so as to fund the theme 
park and provide a liquidity buffer in case things get worse before they get better.  
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COMPANY NOTE 
  

December Year End 2008a 2009e 2010e 2011e
Revenues  3,637  8,023  3,739  2,416 
Operating Income (mn)  257.6  1,702  976  697.6 
EBITDA (mn)  311.5  1,733  1,012  737.0 
Net Attrib. Income (mn)  763.4  1,771  961.8  677.2 
EPS (Reported) 0.23 0.53 0.29 0.20
EPS Growth 1.4% 132.1% -45.7% -29.6%
DPS (Net) N/A N/A N/A N/A
Dividend Yield N/A N/A N/A N/A
Net Debt (Cash) (mn)  6,160  4,181  1,791  (1,166)
 
P/E* (Attrib.) (x) 3.2 1.4 2.6 3.7
EV/EBITDA 27.8 3.9 4.2 1.8
P/BV* (x)  0.4  0.3  0.3  0.3 
P/CF (x) (0.5) 1.2 1.0 0.8
ROAE 13.6% 25.8% 11.7% 7.5%

Figures in AED unless otherwise stated 
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Estimate Changes 
 2008a 2009e 2010e 
(AED mn) Old New Old New
Revenues        3,637   13,205    8,023   9,271     3,739 
EBITDA             311.5     4,112     1,733     1,555 1,012
EBITDA Margin 8.6% 31.1% 21.6% 16.8% 27.1%
Net Attrib. Income 763.4        4,446        1,771     1,740 961.8

Stock Data 
Last Div. and Ex- Date N/A
Mkt. Cap. / Shares  (mn) AED2,491 / 3,367
Av. Monthly Liqui. (mn) AED663.2 
52-Week High / Low  AED5.15 / 0.51
Bloomberg / Reuters UPP UH / UPRO.DU
Est. Free Float 52%

 
*Prices as at 11 May 2009   
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EXECUTIVE SUMMARY 

THE TABLES HAVE TURNED 
Following a buoyant 2008 characterised by rising prices, a swelling order book for its contracting arm and 
frenzied growth expectations for its other operating segments, UP has started to succumb to the changing 
tide. As a result of the global economic crisis, UAE real estate and Dubai in particular has taken a hit since 
2H2008. What started as a sentiment crisis initially quickly morphed into a vicious cycle with speculative 
froth exiting the market and liquidity drying up thereby prohibiting new sales, with strain also placed on 
previous buyers sticking to prior commitments. Also, a shortage of funds resulted in UP putting on hold its 
theme park project within MotorCity, with the focus remaining on completing projects under execution.  

REALITY BITES 
A depressed real estate environment which we expect will remain weak until late 2010 at least suggest 
that no new sales can occur. Hence UP will be forced to roll over unsold and in some cases, defaulted 
inventory, into its rental portfolio and be compelled to rent out such finished inventory at competitive 
rates while taking the risk of some proportion of units remaining unoccupied, should demand turn out to 
be weaker than expected. The impact is most dramatic in our assumptions for the DIFC, as our previous 
expectation of 100% of DIFC units being sold has reduced to 52% with the remainder comprising either 
defaulted or unsold units. Its contracting arm Thermo is also facing the impact of a slowdown in the 
construction environment, while other business segments are moving on slowly and steadily. We amend 
our forecasts to account for this new reality and now estimate 2009e earnings of AED1,771, c60% lower 
than our previous estimate.  

CASH IS KING: IF YOU HAVE IT 
UAE real estate developers have long balanced project funding through a mixture of pre-sales, debt and 
equity funding. However, in the case of UP, lower than expected sales on high-end projects (DIFC) coupled 
with a back-end loaded payment plan on MotorCity as well as lower than expected sales volumes has 
significantly reduced the expectation of cash to be collected in 2009e and the company remains one of 
the most leveraged in its peer group with a 1.0x 2008a net debt to equity ratio. We now estimate that UP 
will collect AED3.1 billion from units upon delivery (vs. an estimated AED6.8 billion previously) with an 
additional AED300 million expected to be generated from operating activities. These inflows will be used 
to fund construction costs, operating expenses and debt repayments in excess of AED2.5 billion. Thus, 
liquidity will remain tight, with any payment delays or other unforeseen weaknesses having a knock on 
impact and thus placing debt repayments in jeopardy. Moreover, we believe further funding will have to 
be arranged- either through the sale of assets, debt issuance or capital raising so as to allow for 
construction of the theme park to resume in 2010e while also providing a liquidity buffer, which may 
seem necessary if the already weak real estate environment worsens.  

NOW IS NOT THE TIME FOR UP 
We downgrade our ST Rating from Neutral to Reduce and slash our forecasts in light of weakening 
economic conditions, falling rents in Dubai and the increasing likelihood of buyers defaulting. While 2009e 
will be a strong year in terms of accounting earnings growth due to revenue recognition on unit sales, 
newsflow is likely to trend towards the negative side i.e. slower than anticipated cash collection, greater 
than anticipated defaults and possibly an immediate solvency crisis.  

We continue to believe however in UP’s ability to undertake and execute new ventures given its track 
record of deliverability, but expect an entry back into property development not before 2011e. There also 
remains a certain overhang concerning a potential merger with Deyaar. The uncertainty about any 
potential dilution for shareholders makes us uncomfortable. At the same time, we point out that UP will 
maintain its focus on being a successful rental property owner and this stream of stable income does 
provide it good stead in softer markets. Therefore, while we incorporate this slower longer-term outlook 
and thus materially cut our forecasts and LTFV, our new LTFV of AED1.33 offer c80% upside over the 
current share price of AED0.74 and so we maintain our LT Buy. 
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I. WHAT IS UP WORTH TODAY? 

We have adjusted our forecasts and thus our valuation to incorporate recent changes. These include: 
 
FORECAST CHANGES 
i) With the weakness in the local economy, not all units under development are being sold and some 
buyers are defaulting on previous purchases. We are assuming only 52% of DIFC units and 60% of Motor 
City units are ultimately sold (with cash collected). For units assumed to be unsold/defaulted, we roll over 
such inventory into UP's investment portfolio. 

ii) We are adjusting expectations of UP’s contracting arm to reflect a weaker short to medium-term 
outlook for the construction sector in light of the current economic weakness and slowdown of the 
project market. 

iii) We are also adjusting rental revenue streams to reflect ceded assets and incorporate anticipated 
additions. For new additions to the rental portfolio, we are assuming just 25% occupancy rates this year, 
rising to 50-60% next year. 

iv) We have also amended our growth expectations for UP's other operating segments. 

VALUATION OF AED1.33/SHARE 
At the same time, we continue to value UP using a DCF-based sum of the parts (SOTP) valuation and we 
use a Net Asset Value (NAV) methodology as a sanity check on our DCF value.  

A. SOTP METHODOLOGY 
 
Our SOTP valuation breaks UP's business into: i) recurring cash flows, ii) cash flows from property 
development and sales and iii) the value of its unused land bank. 

DISCOUNT RATE 
We continue to use US 10-year bond yields as our risk free rate, adding an extra 225 basis points to our 
country risk premium given UP’s Dubai exposure. This was highlighted in our recent UAE strategy note 
("Adapting to Change" dated 9 February 2009). We then assign an equity risk premium that reflects each 
segment's risk profile and growth prospects. For our WACC we have assumed the same debt and equity 
mix for each segment/ project based on current market capitalisation and 2008 debt. We sum up the 
equity values of both the recurring income segments and remaining net cash flows from the development 
project pipeline, subtracting the associated corporate costs and UP's net debt balance at the end of 2008. 
We then sum up the above to arrive at our firm value. This is outlined in Figure 1.  
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Figure 1: SOTP Valuation Summary 
AED million, unless otherwise stated 

Project Method Total Area 
(mn sq ft) 

% Sold % 
Rented 

Discount/ 
Cap Rate 

(%) 

Value  
(AED 
mn) 

Implied 
Value/
sq ft 

Contribution 
to Valuation 

(%) 
Non-Recurring Cash Flows        
DIFC DCF 2.1 52% 48% 14.3% 469 431 4.2% 
MotorCity DCF 8.2 60% 40% 14.9% 1,881 381 17.0% 
         
Recurring Cash Flows        
Residential Rental Properties DCF 3.3    12.4% 2,521 762 22.7% 
Commercial Rental Properties DCF 2.8    12.4% 2,029 736 18.3% 
Retail Rental Properties DCF 1.3    12.4% 742 572 6.7% 
Other Rental Properties DCF 0.4    12.4% 285 773 2.6% 
Lodging Portfolio DCF 2 Serviced 

Apt Towers, 
3 Hotels 

  12.6% 1,567  14.1% 

Contracting DCF    14.4% 779  7.0% 
Other Segments DCF    13.4% 333  3.0% 
         
Other Investments         
Motorsports IRR= Discount 

Rate 
   13.0% 231  2.1% 

Emicool (50%-owned) Comparable  
Valuation 

    155  1.4% 

Unallocated Land Bank Market Value 2    100 50 0.9% 
         
    Total SOTP 11,093 100% 
    Less Corporate Costs (442)  
    Less Net Debt (Cash) (6,160)  
    LTFV 4,491  
    No of Shares 3,367  
    LTFV / Share 1.33   

Source: EFG-Hermes estimates 

 
Our SOTP Valuation results in a suggested price per share of AED1.33, down 66% from our prior AED3.91 
(adjusted from AED4.30 for the 10% bonus share issue in April). The main driver for the valuation change 
is our assumption now that a material proportion of available units are not sold and that these 
unsold/defaulted units are being rolled into the company's investment property portfolio. The bearing on 
our valuation is visibly stark as we are assuming 48% of high-priced commercial, retail and residential 
properties at DIFC are not sold in addition to 40% of properties at Motor City. We are also assuming low 
rental and occupancy rates for the properties which move to the investment portfolio given the ongoing 
correction in the real estate market in Dubai and the need for UP to offer competitive rates to ensure 
properties are rented. Lastly, we ascribe no value to UP's ability to execute future projects.  

RECURRING CASH FLOWS DOMINATE 
It is important to point out that recurring cash flows make up the bulk (78%) of the EV that goes to 
determine this estimated fair value, with property development accounting for the remainder. UP's rental 
portfolio (50%) and hotels & services department (14%) make up more than half of our estimated firm 
value. The company’s contracting segment, which currently makes up 80% of UP's revenues, accounts for 
c7% of the firm's value.  



 

 

 UNION PROPERTIES   
   12 may 2009 

 UAE | REAL ESTATE   

  5

B. NET ASSET VALUE METHODOLOGY 
 
We continue to estimate our own NAV for UP in the absence of a published NAV by the company. Our 
method of calculating a company’s NAV is, in a way, a modified DCF. We account for sales at today’s 
prices, deduct costs remaining for project development, combine the value of other segments/income 
streams (mostly calculated using a DCF method) and subtract its net debt position. Our computed NAV of 
AED1. 24 per share is at a slight discount to our estimated LTFV since UP’s projects are all very close to 
completion, with the LTFV attributing greater value to the longer-term earnings potential of UP's 
investment properties (including expected additions in MotorCity and DIFC).  

Figure 2: Net Asset Value Methodology 
AED million, unless otherwise stated 

Cash Value of Uncollected Cash Flows on Sold Units 2,894 
Cash Cost of Completing Construction (621)
Rental Porfolio at Market Value 4,661 
Contracting- on a DCF Basis 779 
Other Business Segments- DCF basis 1,900 
Autodrome  440 
Unused Land- Motor City 100 
Emicool 155 
Other Motorsports 11 
Deduct / Add Net Debt / Cash (6,160)
Firm Value 4,160 
Number of Shares 3,367 
Net Asset Value per Share 1.24 

Source: EFG-Hermes estimates 

 
Most of the MENA developers derive the majority of their value from future development activity that are 
expected to take place over a relatively long duration and hence a DCF model would yield a value that is, 
in many cases, significantly higher than the estimated NAV, especially in a rising property market. Now 
that the market direction has reversed, and the starting pricing point is lower than before, the gap 
between the NAV and DCF valuation, at least in theory, should narrow. Furthermore, with UP’s activities 
expected to become more skewed toward investment/rental portfolio, one would expect the majority of 
its value to be driven from recurring rental income and hence the DCF-NAV gap to narrow significantly. 

It is important to point out that both our fair value and NAV estimates only take into account announced 
projects. Our computed NAV implies that the share trades on a 2009e price/NAV multiple of 0.6x, while 
at our estimated fair value UP would trade on an implied 2009e price/NAV multiple of 1.1x.  

No value ascribed to future 
developments 
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C. COMPARABLE VALUATION 
 
We undertake a comparable valuation to assess how UP is valued relative to peers within its sector. We 
choose comparable real estate developers within our coverage universe, mainly in Egypt and the UAE. 

Figure 3: Comparable Valuation 
Multiples (x), unless otherwise stated 

Real Estate Coverage 
Universe 

Curr. Price P/E P/B Net Debt Debt to Equity Dividend Yield Price/
NAV 

   08a 09e 10e 08a 09e 10e 08a 09e 10e 08a 09e 10e 08a 09e 10e  
Union Properties AED 0.74 3.2 1.4 2.6 0.4 0.3 0.3  6,160  4,181  1,791 1.1x 0.6x 0.3x 0.0% 0.0% 0.0% 0.6 
Aldar Properties AED 3.90 4.1 5.7 3.5 0.9 0.8 0.6  10,522  15,185 15,735 1.1x 0.9x 0.9x 3.2% 3.1% 4.6% 0.6 
Sorouh Real Estate AED 2.84 3.8 4.5 2.6 1.2 1.0 0.7 (2,734) (2,246)  (786) 0.4x 0.5x 0.3x 4.2% 8.5% 16.9% 0.4 
Heliopolis Housing EGP 35.52 21.7 35.4 38.6 11.2 8.5 9.8  (46)  (143)  (128) 0.0x 0.0x 0.0x 2.8% 3.5% 4.2% 15.4 
Nasr City Housing EGP 34.31 36.2 36.9 41.5 12.6 14.3 14.3  (202)  (223)  (309) 0.1x 0.1x 0.1x 2.3% 2.3% 2.4% 0.4 
Talaat Moustafa Group 
(TMG) 

EGP 5.31 7.5 8.6 3.8 0.5 0.5 0.4  (24)  282   (132) 0.1x 0.1x 0.0x N/R N/R N/R 1.0 

Palm Hills Development 
(PHD) 

EGP 12.23 8.3 9.9 7.0 2.1 1.7 1.4  195   470   (313) 1.2x 0.9x 0.6x N/R N/R N/R 0.7 

SODIC EGP 60.50 63.1 N/R 17.3 1.0 1.0 0.9  (238)  88   201  0.0x 0.1x 0.1x N/R N/R N/R N/A 
Orascom Development 
Holding (ODH) 

CHF 31.0 7.5 8.7 9.4 0.9 0.8 0.7  198   (134)  (187) 0.4x 0.3x 0.4x N/R N/R N/R 0.6 

Egyptian Resorts Company 
(ERC) 

EGP 2.37 8.3 N/R 31.6 2.4 2.4 2.2  (155)  (384)  (206) 0.2x 0.2x 0.1x 0.0% 0.0% 1.4% 0.7 

 

Source: EFG-Hermes estimates 

On a comparable valuation basis, UP appears to be one of the cheapest stocks in our coverage universe, 
but this reflects its weaker earnings growth profile, relative to some of its peers, as well as the impact of 
revenue recognition bonanzas in 2009e, allowing for handsome accounting earnings growth in a year 
where other players are still in the midst of their development cycle. On a price to NAV basis, we believe 
the discount to NAV ascribed by the market to the UP is realistic given the uncertainty with regard to the 
rental of the upcoming developments that will be added to its investment portfolio. Furthermore, with UP 
being one of the most leveraged players in our coverage universe, we expect a relatively higher discount 
to NAV compared to less leveraged players. Moreover, its UAE counterparts such as Aldar and Sorouh, are 
at an earlier stage of development, where we still believe great upside potential remains.  

D. RECOMMENDATION 
 
Downgrading to ST Reduce / Lt Buy… from ST Neutral / LT Buy  
Previously, our central argument for a positive stance on UP was its ability to execute and deliver quality 
product to the market, pointing out that 2009e and 2010e looked set to be solid years of ‘accounting 
profit’ growth for UP given large project deliveries. However, while 2009e is indeed the major year of 
delivery, we expect UP to face a series of struggles. Liquidity remains tight and UP faces AED1.7 billion in 
debt repayments in 2009e and AED1.9 billion in 2010e. While some bank facilities may be rolled over, full 
and timely payment depends on the pace at which funds from property handovers are received. Since 
handovers have just commenced, with no defaults to date, it is still too early to tell how cash inflows over 
the year will pan out. We reduce our ST Recommendation to Reduce from Neutral in light of the 
uncertainty, perceived collection risk, continued correction in Dubai real estate, the possibility of renting in 
a weaker market or owning unoccupied units in the short term and no near-term triggers in sight.  

While we believe UP has the ability to undertake and execute new ventures successfully over the longer-
term, we feel any foray back into property development will not occur before 2011e at the earliest. There 
also remains a certain overhang concerning a potential merger with Deyaar. The uncertainty about any 
potential dilution for shareholders makes us uncomfortable. At the same time, we point out that UP will 
maintain its focus on being a successful rental property owner and this stream of stable income does 
provide it good stead in softer markets. Albeit, this outlook is just “steady as it goes” rather than stellar. 
With our estimated LTFV of AED1.33 offering c80% over the current share price, we maintain our LT Buy 
and highlight that new projects are important for the extension of UP's exposure to property development 
and will prove to be positive for both our forecasts and estimated fair value.  
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II. HOW HAS THE BUSINESS MODEL CHANGED? 

RENTAL SEGMENT WILL DOMINATE 
In light of fast changing market dynamics, UP is revisiting its overall strategy. We believe the company 
will accept the current shift in the market as a means of getting “back to basics”. Thus, we believe UP will 
leverage off its heritage as established player in the Dubai real estate arena by adding to its property 
portfolio and deriving a steady rental income.  

PROPERTY DEVELOPMENT TAKES A BACK SEAT 
With the ongoing correction in Dubai real estate, where we estimate residential prices have corrected 
35% on average, with a cumulative 50-60% drop expected over 2009, developers in the emirate are 
exposed to the backdrop of falling prices, little or no sales, and weak demand. Since UP is close to 
completing all its freehold developments and will not be selling any remaining inventory, it does not have 
to deal with falling real estate prices. However, rents are also correcting across Dubai, with an overall 
decline of 20-50% estimated for the whole of 2009e, from peaks observed in 2008 (see our UAE Real 
Estate sector note, All That Glitters…, 26 March 2009). This suggests that the company will face the risk 
of renting unsold/defaulted inventory in a weaker real estate market.  

While UP has proven its ability to successfully sell and build freehold communities, we expect once the 
company has completed this current project pipeline it is only likely that it will re-enter the development 
arena beyond 2011e once sentiment improves and demand shows visible signs of progress. Moreover, 
earlier suggestions about building a large mixed-use project in Bawadi or other areas in the UAE or GCC 
do not look feasible anymore and hence we do not factor any such new developments into our forecasts 
or valuation.    

MOTORSPORTS ZOOMS AWAY BEYOND THE HORIZON 
In terms of its motorsports business, UP’s original strategy entailed generating income through three key 
sources: Speedcar, the Autodrome and by building an F1 Theme Park. Three years since that decision was 
taken, not only has the Dubai F1 Theme Park been stalled for a year at least due to funding constraints, 
but Speedcar has been unsuccessful at drawing the budgeted sponsorship revenues. While we expect 
construction on the F1 Theme Park to resume once funding has been raised and to be completed during 
2010, we highlight there is a possibility that plans for this project may be shelved completely, either if 
funding cannot be raised or if the project is deemed to be economically infeasible. At the same time, 
delaying the build-out and the opening of the theme park could be considered well-timed. This is in 
keeping with our expectation of an anticipated drop in Dubai's population (Refer to our note on UAE 
Population “Reversing Trend” dated 26 March 2009) and in tourist arrivals to the emirate. We believe the 
pricing structure adopted for the rides offered in the theme park, along with sponsorship and other food & 
beverage income could prove to be favourable. But given the underlying uncertainty on whether and how 
soon the park will be completed, we refrain from attributing any value.  

As for the Autodrome, we expect activities such as go-karting and corporate events to continue to provide 
some income. While the venture was expected to become EBITDA positive in 2008, with occupancy of 
70%, we now expect this to happen in 2010e, with occupancy rising slowly in tandem with MotorCity 
becoming more inhabited by residents and getting more visitors. Given the underlying uncertainty of how 
fast this venture will start contributing positively to net income (given the overall weaker demand 
outlook), we value the Autodrome at its replacement cost. In light of lower construction costs, we assume 
a replacement cost of USD60 million vis-à-vis the investment cost of USD120 million.  

AS STEADY AS CAN BE, ALL CONSIDERED 
Thermo, UP’s 100% owned MEP contractor, is a key contributor to UP's consolidated revenues. However, 
as an MEP business, which generates margins on the order of 5-6%, this segment's financial results put a 
damper on overall profitability. Moreover, in the current environment where construction activity has 
slowed down, Thermo will increasingly have difficulty to increase its backlog as strongly as before. Hence, 
in light of this impact to its earnings and more importantly to generate some cash, UP continues to 
consider the possibility of partially divesting Thermo. Similarly, other non-core assets may be divested 
opportunistically. Growth prospects for interior fit-out, facilities and project management remain decent, 
with the potential for the related business segments to gain market share as the market gains maturity.  

Development pipeline ends in 
2010 

Theme park delayed until 2010 
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III. CHANGES TO FORECASTS 

We have lowered our forecasts by incorporating: i) changes to our estimates of units actually vs. expected 
to be sold, ii) likely defaults on units sold, iii) shifting unsold inventory into its investment property 
portfolio, iv) adjusting expectations of UP’s contracting arm in light of heightened weakness in the 
construction sector, v) (adjusting rental revenue streams to reflect ceded assets as well as expected 
additions and vi) adjusting our expected occupancy and room rates for its lodging portfolio additions in 
light of weaker hospitality sector dynamics. 

PROPERTY DEVELOPMENT 
UP’s use of the completed contract method of revenue recognition has deferred any revenue and 
profitability contribution from unit sales, with the first tranche expected to kick in from 2Q2009e 
onwards. However, adjusting our assumptions for units sold versus rented, shifts a proportion of income 
from property sales to rental income. In Figure 4, we highlight how our estimates of the proportion sold 
versus rented have changed. 

Figure 4: Changing Sales & Rental Mix 
% unless otherwise stated 

 Previous Current 
DIFC Sold Rented Sold Defaulted Unsold 
  Residential 100% 0% 71% 10% 19% 
  Commercial 100% 0% 10% 0% 90% 
  Retail 100% 0% 0% 0% 100% 
      
MotorCity      
  Residential 100% 0% 69% 20% 11% 
  Commercial 40% 60% 40% 5% 55% 
  Retail 0% 100% 0% 0% 100%  

Source: EFG-Hermes 
 

Consequently in Figure 5 below, we highlight our current revenue expectations from property 
development, highlighting the variance between our old estimates (which assumed all units were sold). 
We also highlight that in keeping with its accounting policy, revenue from property sales from all of UP's 
ongoing freehold developments in the DIFC and MotorCity are reflected in the financial statements in 
2009e i.e. at the point of delivery. We estimate that the majority of revenue from property sales will be 
recognised in 2009e, when most of UP's developments are handed over, with remainder, i.e. the revenues 
from Uptown MotorCity and the remainder of units in the DIFC to be reflected in 2010e. We illustrate our 
expectations for handovers and hence revenue recognition over the handover process in Figure 6. 

Figure 5: Property Development Revenues by 
Project 
AED million, unless otherwise stated 

 Figure 6: Timeline of Unit Handovers and 
Revenue Estimates 
AED million, unless otherwise stated 
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Growth Prospects for Property Sales 
Beyond 2009e/10e, once UP has successfully delivered all of its ongoing freehold properties that are 
currently under development, we do not have visibility on future projects for the moment. While, we 
believe in management's ability to execute, in light of the inherent risk of oversupply in the Dubai market 
and limited funding available for the property sector, we do not foresee UP donning its development hat 
any time soon and do not include any potential upside from new projects to our forecasts and valuation. 

LEASING 
According to our estimates, UP's current and prospective rental portfolio is worth approximately 50% of 
the enterprise value of UP. This compares with our previous 27% and reflects the shift towards retention. 
Such a significant contribution from recurring cash flows is reassuring as it will allow the company a 
steady stream of income in softer markets. For the leasing segment, we maintain higher occupancy rates 
across UP's older rental portfolio based on very low rates of turnover due to high customer satisfaction 
and low rents relative to market. On newer additions we are less confident of immediate uptake due to 
the slower overall economic outlook and weak demand expectations. On new residential developments 
that UP intends to roll into its investment portfolio, the company has indicated it will offer extremely 
reasonable rates that should help with demand. We remain conservative, assuming all new additions in 
2009e will bear a very low occupancy rate (25% on average), climbing to 50-60% by the second year and 
modestly thereafter and have also incorporated conservative rental rates. In Figures 7 and 8 below, we 
outline the composition of UP’s rental portfolio (existing plus additions) and expected revenues by type. 

Figure 7: Rental Portfolio by Type  
(Current and Additional) 
Million square feet, unless otherwise stated 

 Figure 8: Rental Revenue by Type 
 
AED million, unless otherwise stated 
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OTHER SEGMENTS 
 
Contracting: Thermo 
Contracting makes up the largest chunk of UP’s other segments revenue. Thus, with respect to UP’s fully-
owned contracting arm, Thermo, while we had previously expected Thermo to win large contracts such as 
the new Jebel Ali airport (estimated at around AED7 billion in total), delays on this and other projects curb 
this enthusiasm. Moreover, UP recently reported preliminary 1Q2009 numbers with contracting coming in 
at AED397 million (down c50% both Y-o-Y and Q-o-Q), reflecting the impact of a slower construction 
environment and hence weaker longer-term prospects. In Figure 9, we illustrate our weaker overall 
expectations for Thermo. 

Contracting slows considerably 
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Figure 9: Contracting Weakens  
AED million, unless otherwise stated 
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Serviced Apartments and Hotels 
We estimate that serviced apartments & hotels (current and planned additions) account for 14% of the 
enterprise value of UP. New additions to UP's hotel & serviced apartment portfolio during 2009e/10e 
include i) a Ritz-Carlton hotel in the DIFC area and ii) two other hotels that are being built in its MotorCity 
development and will be operated by Marriott under the Courtyard and Renaissance brands. We have 
lowered our expectations for average room rates and occupancy across UP’s lodging portfolio to reflect 
the impact of the global financial crisis on the tourism sector in Dubai.  

In terms of the remaining business segments, we believe facilities and project management have the 
potential to provide decent growth as new real estate supply comes to market and hence underpins the 
need for the provision of good quality facilities management services. As for Emicool, which is 50% owned 
by UP while the remaining stake is owned by a subsidiary of Dubai Investments (M'Sharie), given the 
capital intensity of a district cooling business, we believe it is likely that UP will look to divest its share in 
the business during 2009e or as soon as an opportune offer arises.  

CONSOLIDATED REVENUES 
The changes to our assumptions and forecasts for each of UP's business segments have resulted in 
consolidated revenues as well as contributions from each business segment to consolidated revenues that 
are shown below.  

Figure 10: Consolidated Revenues Old vs. New 
AED million, unless otherwise stated 

 Figure 11: Revenues by Segment 
AED million, unless otherwise stated 
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Other segments plod again 
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EBITDA 
We assume that since UP is at the end of its property pipeline, it will no longer need to keep up strong 
marketing efforts and thus expect an easing in operating expenses in 2009e and beyond. From 2010e 
onwards, we expect to see a normalisation of operating expenses to more historical levels. We have also 
maintained our capex assumptions in line with current levels. EBITDA and EBITDA margins are healthy in 
2009e and 2010e due to revenue recognition of property sales. 

NET INCOME 
Revenue recognition on unit sales during 2009e and 2010e allows for strong net income growth in both 
years. However, relative to our previous assumptions, which was based on our view that UP would sell all 
its retail and commercial space (high-priced and high-margin) at its DIFC developments, our current 
expectation that this space will now be leased rather than sold reduces our net income and profitability 
expectations in 2009e and 2010e. We also reflect the anticipated contribution to net income from the 
recognition of sales on Green Community West. This is the project being undertaken in a 50:50 JV with 
Properties Investment, thus UP uses the equity method, accounting for its share of income, which we 
assume to come in at AED180 million. While all of GC West was expected to be handed over during 2008, 
delays on the interior fit-out and other contracting-related activities has meant that in 2008, AED55 
million was recognised, with the remainder of AED125 million expected to come through in 2009. We 
refrain from assigning any fair value gains-on semi-annual revaluation of investment properties or on land 
revaluation. Meanwhile, our assumptions for growth from other joint ventures and associates are also on 
the conservative side. In keeping with liquidity constraints, we also amend our previous assumption that 
UP would pay out a cash dividend starting 2009e.  

DEBT AND EQUITY 
The company’s level of debt peaked at AED6.4 billion in 2008. We have now incorporated the impact of 
debt repayments and the rolling over of certain facilities. We previously expected that once UP would 
have passed through its development phase, cash inflows as projects are delivered would allow for the 
company to bear a better liquidity position. However, despite rolling over some debt repayments, 
reflecting the impact of less sold inventory and hence a much smaller proportion of cash inflows upon 
delivery while incorporating other outstanding commitments, implies that the company maintains its net 
debt position until 2011e. Bear in mind, we have also not assumed that the company will raise any 
additional funding, with the suggestion of issuing a non-convertible bond of AED2.5 billion seeming quite 
difficult given the current liquidity environment.  

Figure 12: Debt and Equity Forecasts 2009e-13e 
AED million, unless otherwise stated 

 2008a 2009e 2010e 2011e 2012e 2013e
Cash Balance                251        534        983       2,965       2,719      3,115 
Total Debt              6,411      4,715      2,773       1,799         758        230 
Net Debt (Cash)              6,160      4,181      1,791      (1,166)      (1,961)      (2,885)
Equity              5,980      7,752      8,714       9,391     10,187    11,105 
  
Total Debt / Equity (x)                 1.1         0.6         0.3          0.2          0.1         0.0 
Net Debt / Equity (x)                 1.0         0.5         0.2         (0.1)         (0.2)         (0.3) 
Source: EFG-Hermes estimates 
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IV. WHAT ARE WE CONCERNED ABOUT? 

Given the weak backdrop for the real estate sector as a whole, our view is that at this stage, survival 
should be the main focus. We define survival in terms of cash flows and the strain placed by outgoing 
commitments versus cash inflows.  

CASH INFLOWS 
i) Property Development: While 2009e and 2010e remain important years for UP as it completes the 
project pipeline it began undertaking in late 2005, we believe the impact of not selling all units has placed 
strain on the way it is able to manage its liquidity. Selling fewer units, with cash inflows tied to purchases 
made earlier on in the cycle i.e. at lower prices reduces our expectation of overall incoming cash flows. We 
estimate that in 2009e, UP will collect AED3.1 billion from unit sales, with a further AED560 million in 
2010e. Bear in mind, that recent property legislation in Dubai places no onus on UP to refund payments to 
defaulters, given that its projects are close to completion i.e. more than 80% constructed. (Refer to 
Appendix 1 for details on the legislation). 

ii) Other Segments: We assume UP's other operating segments (contracting, rental, lodging, property 
management etc) contribute approx. AED300 million to cash inflows in 2009e and AED600 million in 
2010e. 

CASH OUTFLOWS 
i) Property Development: On its current development pipeline, we estimate remaining costs of 
construction of cAED700 million during 2009e. 

ii) Operating Expenses & Debt Repayments: In terms of operating and interest costs, we estimate 
aggregate cash outflows of cAED230 million in 2009e and 2010e each. Based on maturity schedules, 
during 2009e UP has to meet debt repayments of AED1.7 billion (assuming no further re-scheduling of 
payments), while for 2010e, it has commitments of AED1.9 billion.  

In the figure below, we highlight how these estimates form our forecasts for UP’s net cash flows: 

Figure 13: Net Cash Flows 2009e-2013e 
AED million, unless otherwise stated 
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We believe that the company is likely to re-schedule debt repayments wherever possible so as to avoid 
being in a situation where cash inflows do not cover upcoming obligations, which could happen in the 
event of timing mismatches or if all payments do not come in as expected. We believe it is likely that UP 
will also consider the possibility of offloading any non-core assets or even investment properties, so as to 
raise cash if the opportunity presents itself and thus avoid running itself into the ground. We, similar to 
the company, will be monitoring its cash collections and hence overall liquidity position very closely in the 
coming quarters. Any delays on payments could render upcoming payments impermissible, should re-
scheduling of payments not be an option and thus necessitate short-term funding to be raised. Whereas, 
an acceleration of and full payment from unit deliveries could avert such a solvency crisis.  

It’s all about Cash 
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V. WHAT WOULD A MERGER MEAN? 

Last but not the least is the mounting suggestion that a merger between UP and other Dubai-based 
developers could occur. Below, we depict the timeline related to these suggestions. 

 
 
 
 

• Report: Deyaar asks banks for advice on USD4.3 billion merger with UP 
• Deyaar CEO: Looking for mergers and acquisitions  
• UP & Deyaar disclose statements on DFM denying merger talks 
• UP CFO: We are unaware of any merger talks, cannot deny talks at government levels 
 

• Report: Two UAE-based real estate companies to merge soon 
 

• UP CEO: “We are open to merger 
discussions” 

• UP CFO: “If a merger is beneficial we 
will look at it” 

• Deyaar CEO: “Merger is ‘good in bad 
times’” 

• Deyaar CEO: “We are not in merger 
talks with anyone” 

 

 

HOW WOULD A MERGER OCCUR? 
While details are not clear at this stage, we think if a merger were to occur, it would be a government-
driven initiative in an attempt to consolidate players in the sector and create more efficient larger-scale 
players better able to deal with market challenges. It also remains unclear who would be considered the 
dominant player in this merger and on what basis such a merger would occur i.e. cash, equity or debt. 
Given limited details at this details, with the main driver being a top-down strategic decision, we believe 
that there is a low likelihood (less than 50%) that a merger will occur, either during 2009 or 2010. While 
an acquisition scenario is plausible, it is difficult to determine, at least at this stage who, between both 
Deyaar and UP, will be the acquirer. Should a transaction occur, the probability of a merger, in our view, is 
higher.  

IS THERE AN URGE TO MERGE? 
In a down cycle, the main driver for an acquisition would be cheap valuation, assuming the acquisition 
makes business sense. Synergies ensuing from scale and cost cutting are a common driver in any merger 
or acquisition transaction, very relevant in the case of UP and Deyaar. In a bull market, given that 
acquisitions hardly take place at cheap valuations, there is always more emphasis on the post-acquisition 
“market share” and “enhanced growth profile”. Mergers, on the other hand and especially in bear markets, 
are normally shareholder-driven, and are triggered in most cases by the desire to improve profitability 
prospects at the merged entity level or just for survival.  

With no serious precedents of hostile takeovers in the region and given the current state of corporate 
governance and shareholder structure, we do not expect a takeover will take place unless it is signalled 
and accepted by the acquiree. What we still need to figure out is: what would the key driver for a merger 
would be and would the merged entity’s prospects improve? First, with both companies having 
government ownership through their respective parentage, may be the underlying driver to facilitate a 
move towards consolidation. As both entities, similar to any other developer, retain a high stand-alone 
ability to cut costs, we believe cost synergies will be a weaker driver for this transaction.   

Deyaar’s strong balance sheet may speak for it being an acquirer or at least having the upper hand in a 
merger. However, unless UP goes into a severe liquidity crunch, we do not believe that a strong balance 
sheet is enough to facilitate a friendly takeover of UP. Deyaar had a net debt position of AED169 million 
at the end of FY2008, much smaller compared to UP’s 2008 end net debt position of AED6.2 billion. For 

October 2008 February 2009 March 2009 



 

 

 UNION PROPERTIES   
   12 may 2009 

 UAE | REAL ESTATE   

14 KINDLY REFER TO THE 
IMPORTANT DISCLOSURES AND 
DISCLAIMERS ON BACK PAGE 

 

Deyaar, we estimate that the company will need to spend at least AED1.5 billion each year over the next 
two years to complete projects that are currently under way, while at the same time, the decision taken 
by the company to re-phase and delay certain projects and phases should help stretch out its 
commitments over a longer period, making it seem to have more leeway from a liquidity perspective. At 
the same time, Deyaar has been at the heart of a series of property-related scandals that came to light in 
the summer of 2008, where members of its senior management team (including the ex-CEO Zack Shahin) 
were arrested on allegations of financial irregularities. Since then, the company has hired a new CEO and 
is undertaking a series of internal re-shuffling.  

While UP's current cash flow strain, coupled with mismatches in terms of cash inflows versus outflows 
could place it in a very tight spot during the year, we believe the company’s strong management team, 
well entrenched franchise, relatively larger rental portfolio and a more diversified business model, all bode 
well for it becoming an acquirer. However, from a funding perspective, having access to a relatively 
stronger balance sheet may be UP’s saving grace in this year of hurdles.   

WOULD IT MAKE SENSE? 
It could make sense at a number of levels. First, both players are focused on the Dubai real estate sector 
and have similar backgrounds of being landlords and developers. Second, Deyaar has a large property 
portfolio to execute over the next four to five years while UP will have completed all of its projects by 
2010e, thus making a natural tack on for UP’s pipeline beyond 2010e. Third, by merging both entities and 
creating a larger-scale player would provide the combined entity a larger asset base to generate greater 
rental income from and thus deliver more consistent value to shareholders. Finally, as part of the merger, 
if UP were able to divest certain non-core assets such as Emicool, Thermo and other business segments 
that do not naturally fall under its property development umbrella, it may be the best way to tighten up 
UP's strategy. Operationally, depending on which management are retained or decide to stay on, could 
allow for a transfer of knowledge. Finally, Deyaar's operations are carried out under shariah compliant 
principles, which could broaden the interest generated from the investor community.  

HOW WOULD IT HAPPEN? 
Ultimately, we believe there remains a string of uncertainties regarding whether or not any form of 
consolidation will occur, which, in turn has a bearing on the pricing of the transaction. We also question 
the underlying motive for consolidation and believe if it does occur, it will largely be in keeping with a 
government sponsored initiative to strengthen the sector. Should the transaction end up occurring as a 
merger, the value of the combined entity and hence the implied swap ratio will have a bearing on 
shareholder value.  

FINAL THOUGHTS 
Given the multiples layers of ambiguity that are present at this stage, we are not convinced that a merger 
between Deyaar and UP will occur. Other than a larger top-down view of consolidating players in the 
sector, we believe both companies are embroiled in different degrees of stress that could act as a hurdle 
for any smooth transaction aimed at merging the two. However, should UP's liquidity position deteriorate 
further during 2009, with no funding raised and no liquidity in sight, it may make for a stronger case.  
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VI. FINANCIAL FORECASTS 

Income Statement (December Year End) 
AED million, unless otherwise stated 

 2008a 2009e 2010e 2011e 2012e
Revenues      3,637       8,023        3,739        2,416    2,484 
Revenue Growth (%) 24% 121% -53% -35% 3%
COGS    (3,214)       (6,154)       (2,638)       (1,586)    (1,564)
Depreciation and Amortization       (54)         (31)        (36)        (39)     (40)
Gross Profit      369      1,838       1,065         791      880 
Gross Profit Margin 10.1% 22.9% 28.5% 32.7% 35.4%
SG & A      (111)       (136)        (89)        (93)     (86)
EBIT      258      1,702         976         698      794 
EBIT Margin 7.1% 21.2% 26.1% 28.9% 32.0%
EBITDA      312      1,733       1,012         737      834 
EBITDA Margin 8.6% 21.6% 27.1% 30.5% 33.6%
Net Interest Income (Expense)      (106)         (95)        (95)        (95)     (75)
Investment Income      212       142         56         48      50
Gain (Loss) on Valuation of Inv. Properties      880            -            -            -         -
Other Income / (Expense)      (480)          23         25         26     27 
Net Income      763.4      1,771         962         677      797 
EPS       0.23        0.53        0.29        0.20     0.24  

Source: Union Properties, EFG-Hermes estimates 
 

Balance Sheet (December Year End) 
AED million, unless otherwise stated 

2008a 2009e 2010e 2011e 2012e
Cash and Cash Equivalents        251          534          983        2,965    2,719 
Accounts Receivables      2,239       1,566        1,374          743      705 
Inventory      303.5       234.9        188.9        165.8    157.9 
Other Current Assets        549          646         25.0            -         -
Total Current Assets     3,342      2,981       2,571       3,873   3,583 
Net Fixed Assets      151       150        159       169    184 
Development Properties    11,832       3,978        1,775             0         0 
Investment Properties      3,279       6,976        7,394        7,394    7,394 
Other LT Assets        617          592          581          580      590 
Total Assets   19,220    14,677     12,479     12,016 11,751 
ST Debt      4,332       2,749        2,199        1,699      658 
Accounts Payable      3,665       1,175          831          663      632 
Other Current Liabilities      2,960          564             0             0         0 
Total Current Liabilities   10,958      4,488       3,030       2,362   1,290 
Provisions       85.8         94.3        103.8        114.1     125.6 
LT Debt      2,078       1,967          575          100      100 
Other Liabilities      118.0       376.6         56.7         49.7     47.4 
Net Worth     5,980      7,752       8,714       9,391 10,187  

Source: Union Properties, EFG-Hermes estimates 
 

Cash Flow Statement (December Year End) 
AED million, unless otherwise stated 

 2008a 2009e 2010e 2011e 2012e
Cash Operating Profit after Tax        325      1,811       1,007         727      848 
Change in Working Investment      (5,482)          223        1,448        2,294        16 
Cash Flow after Change in WI     (5,157)      2,035       2,455       3,021      865 
Capital Expenditure          (42)           (30)           (45)           (50)        (55)
Free Cash Flow     (5,199)      2,005       2,410       2,971      810 
Non-Operating Cash Flow      477.2         (26.4)        (19.3)        (14.5)     (15.1)
Cash Flow before Financing     (4,722)      1,978       2,391       2,957      795 
Net Financing      3,793       (1,695)       (1,942)         (975)    (1,040)
Change in Cash        (929)         283         449       1,982      (246) 

Source: Union Properties, EFG-Hermes estimates 
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APPENDIX A UPDATE ON DUBAI REAL ESTATE 

PRICES FALL FURTHER AND VOLUMES REMAIN SUBDUED 
Since our most recent update on UAE real estate ("All that Glitters...dated 26 March 2009), where we 
highlighted how a market correction was underway, this slide in prices has continued such that on 
residential property prices in Dubai have declined 35% year-to-date, and are 40% off their peaks 
observed in 2008. Transaction values and volumes also remain subdued as shown in Figure 15, 
suggesting that the market has yet to recover from the stall in activity. The total value of transactions 
amounted to AED31.8 billion during the first quarter of 2009, compared to a total value of AED73.4 
billion in 4Q2008 and AED110 billion during the market's peak in 3Q2008, which implies a 72% 
slowdown in market activity from the peaks of 2008. 

Figure 14: Prices Continue to Decline 
AED per square foot, unless otherwise stated 

 Figure 15: Transaction Activity Remains Weak 
AED billion, unless otherwise stated 
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Source: Property Listings, EFG-Hermes  Source: Dubai Land Department, EFG-Hermes 

 
BUT ALL IS NOT DOOM AND GLOOM… 
Over the past few weeks, a series of steps have been taken to dispel some of the concerns highlighted 
in our March report. For example, liquidity seems to be filtering back into the market (albeit very 
slowly), with some mortgage lending resuming. Also, concerns over Dubai’s indebtedness are slowly 
being put to rest, with the first tranche of the USD20 billion bond issue finding its way to large state-
owned and other quasi-government entities, such that bills to contractors have been cleared and 
construction on progress has recommenced after a virtual standstill for the past quarter. Moreover, 
news that it is the federal government’s priority to reactivate Amlak and Tamweel before a merger 
could indicate towards the possibility of an improvement in liquidity for the property sector.  

…WITH FURTHER RULES ON THE CARDS 
Subsequent to Law no 13, an amendment was issued in April 2009 and will be known as Dubai Law 
No.9 of 2009. This has yet to be published in the UAE Gazette, at which point it becomes official. The 
amendment contains the following revisions that align the status of cash flows with construction 
milestones achieved, depicted as follows: 

i) If construction is 80% complete, the buyer stands to lose all payments paid and the developer is able 
to auction the property to collect outstanding payments. 

ii) If construction is 60% complete or more, the developer can retain 40% of the purchase price 
stipulated in the contract 

iii) If less than 60% the project has been constructed, the developer can retain 25% of the purchase 
price 

iv) Where construction has not commenced, the developer can retain up to 30% of the money paid In 
the event of money being refunded to the buyer, the developer is obliged to return any monies due 
thin 1 year from the date the contact is cancelled or within 60 days from the date the property is 
resold.  



 

 
 

 

 UNION PROPERTIES   
   12 may 2009 

 UAE | REAL ESTATE   

  17

This amendment works in favour of the developer, since in most cases stipulated, they are able to 
retain a proportion of the buyer's money. Moreover, the definition of construction has been defined, 
again to favour the developer i.e. ‘commencement of construction’ means handover of the site by the 
developer to a contractor and commencement of construction works in accordance with designs 
approved by relevant authorities. While the ruling helps to dispel ambiguity relating to the rights of 
investors and developers, it appears quite one-sided and could deal a further blow to investor 
confidence.  

More recently, it has been suggested that amendments to even Law no 9 are underway, which may 
provide some added support for investors, in those cases where the project is deemed infeasible and is 
cancelled. We await further disclosure.  

VISA MYTHS BEING DISPELLED TOO 
After months of anticipation and hence conjecture regarding how visa rules for property owners would 
change, on 2 May 2009, Lt-General Sheikh Saif bin Zayed Al Nahyan, Minister of Interior, issued a new 
resolution. According to this decree, foreign property owners in the UAE will be entitled to a multi-visit 
entry visa, with a validity of 6 months that bears the following conditions: 

i) The property with which the visa is attached, must equal at least AED1 million in value (at the time 
of purchase). 

ii) The owner must have a fixed income of the equivalent of more than AED10,000 and is not 
permitted to work in the UAE under the visa 

iii) The owner can include his spouse and children in the visa application, valid for the limit of the stay 
in the country i.e. 6 months.  

iv) The ruling applies across all 7 emirates within the UAE and comes into effect starting June 2009. 

v) All current visas issued by developers to homeowners need to be cancelled, with an application for 
the new type of entry permit submitted 

vi) Should the property owner decide to renew this visa, he would be required to depart and re-enter 
after 1 month 

vii) The resolution will take effect from the date of its issuance, and is soon to be published in the 
official gazette. 

Similar to the off-plan sales law, applicable only in Dubai which seems to place greater power in the 
hands of developers, these new emirate-wide visa rules are coming across as detrimental rather than 
supportive for investor confidence. It seems the UAE is principally not in favour of empowering buyers, 
mostly expatriate, with a greater sense of attachment. Rather than coming out with this six-month 
ruling, we had hoped a longer-term visa would have been put in place for such homeowners to 
facilitate a sense of belonging and thus encourage greater demand. While emirates such as Dubai and 
Ajman may prefer such a framework, it appears that given this is a federal decree, the requirements of 
the less liberal emirates such as Abu Dhabi and Sharjah are being fully considered as well.  

DUBAI TO SUFFER LONGER 
For the time being we maintain our central forecast of an overall drop of 50-60% of Dubai residential 
prices in 2009e from observed peaks in 2008, in light of supply outstripping demand, given our forecast 
that the population of Dubai could decline c17% in 2009e to 1.49 million from an estimated 1.79 
million in 2008e, especially due to the sharp contraction in the real estate and financial services sector. 
However, we had also expected investor sentiment to improve, as greater clarity on legal and 
ownership rights came out. The recent clarity that is coming through seems to be self-destructive 
rather than helpful, suggesting that even once prices have troughed, which in our view is likely to 
happen only in 2H2009, sentiment and hence a market recovery is only likely to happen later rather 
than sooner i.e. late 2011 rather than our current expectation of 2H2010/early 2011. 
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