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Arabtec: 2Q13 results impress, HOLD for now 

 

 

 

 

 

Results are positive. Net income of AED95m, growing 49% QoQ and 

compares to a 2Q12 loss. The bottom-line comes significantly higher 

than our estimate of AED68m for the quarter. The improved bottom-

line comes on the back of better contract executions in the UAE and to 

an extent, even Saudi Arabia. While revenues were almost flat QoQ, the 

favorable revenue-mix (with UAE revenue contribution being higher), 

has predominantly led to higher earnings share for ARTC. UAE currently 

accounts for 60% of consolidated revenues. The group continues to 

book bad debt provision reversals (2Q13 AED39m), indicating an 

improving collection cycle for old receivables pertaining to Dubai. While it could be argued that liquidity reflected in ARTC’s 

growing net working capital (NWC) base of AED1.6bn (up 31% since March) does raise eyebrows, this in our opinion comes 

mainly as a result of a growing backlog. ARTC’s backlog as on date stands at AED24.4bn, growing by AED4bn since 1Q13 

and entailing the group to increase its NWC outlay.      

Successful completion of the rights. The AED2.4bn rights issue, priced at AED1.50/share has resulted in 1.56bn new shares 

that have begun trading since 28th July. Post the rights, ARTC's share capital increases by 100% and now amounting to 

AED3.12bn. Proceeds of the issue (AED2.4bn) would be used by the group to venture into the sophisticated Oil & Gas (O&G) 

contracting space (with Samsung Engineering, its JV partner), along with faster execution of the existing orderbook. 

We currently recommend a HOLD, but an upward earnings revision seems likely:  For now, we continue to recommend 

ARTC as a HOLD based on its current earnings run-rate and backlog. However, going by the latest trends (in terms of 

executions and backlog growth), additional value accretion seems feasible to be achieved. Since Aabar's 20% stake 

acquisition in 2012, ARTC's total order book has almost doubled. Most of these new contracts added since the takeover, are 

either directly or indirectly linked to Abu Dhabi's increasing interest in the company. While a 2013e PE of 20x does seem 

expensive based on current profitability, earnings acceleration seems likely to occur in the near term because of the 

improved liquidity bandwidth (provided by the rights proceeds) that should trigger a surge in execution rates. Additional 

growth to ARTC's earnings should come through by inroads into the O&G and power sectors (which is still largely untapped 

by the company). The window of opportunity for ARTC, is reflected in the size of this construction space in MENA; USD865bn 

of planned news projects. We maintain our target price on ARTC at AED2.37/share.  

 Recommendation Hold 

 Market Price (AED) 2.44 

 Target Price (AED) 2.37 

 Downside Potential (%) (2.9%) 

 Market Cap. (AEDm) 7,650 

 Market Cap. (USDm) 2,101 

 Reuters Code ARTC CA 

 Bloomberg Code ARTC UH 

In AEDm 2Q13a 2Q12a 1Q13a YoY (Δ) QoQ (Δ) 2Q13e Variance 

Revenue 1,597 1,320 1,545 21% 3% Na Na 

Net income (after minority) 95 (12) 64 Nm 49% 67 +42% 

Net working capital  1,625 1,524 1,245 +7% +30.7% Na Na 

Backlog 24,400 17,433 20,400 +40% +20% Na Na 

Source: Company data, NAEEM Research 

► A net income of AED95m, up 49% QoQ;  far exceeds our estimate  

► Improved UAE contract executions; leading to a better sales mix and higher attributable income  

► Working capital grows by 31% QoQ, but receivables are expected to rise on the back of a ballooning backlog that 

grew by 20% to AED24bn  

► We continue to recommend ARTC as a HOLD, but earnings acceleration post rights issue completion could justify a 

fundamental upside  
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Disclosure Appendix 

Disclaimer 

This report is based on publicly available information. It is not intended as an offer to buy or sell, nor is it a solicitation of an offer to buy or sell 

the securities mentioned. The information and opinions in this report were prepared by the NAEEM Research Department (“NAEEM”) from 

sources it believed to be reliable at the time of publication. NAEEM accepts no liability or legal responsibility for losses or damages incurred 

from the use of this publication or its contents. NAEEM has the right to change opinions expressed in this report without prior notice. 

This research report (including all appendices) contains information that is intended to be conveyed only to the intended recipients, which 

insofar as the United Sates is concerned, are “major U.S. institutional investors” (i.e., U.S. institutional investors having total assets under 

management in excess of USD100 million, or investment advisers that are registered with the U.S. Securities and Exchange Commission and 

have total assets under management in excess of USD100 million). If the reader or recipient of this research report is not the intended recipient, 

please notify NAEEM immediately, and promptly destroy this research report without retaining any portion in any manner. The unauthorized 

use, dissemination, distribution or reproduction of this research report by any person other than the intended recipient is strictly prohibited. 

Analyst Certification  

The primary research analyst/analysts covering the company (or companies) mentioned in this report certify that their views about the company 

(or companies) and their securities are accurately expressed. Further, no part of their compensation, whether pecuniary or in-kind, was, is, or will 

be, directly or indirectly related to the recommendations or views expressed in this research report. Unless otherwise stated, individuals listed on 

the front cover/page of the report are the research analysts. 

Stock Ratings 

NAAEM believes that an investor’s decision to buy or sell a stock should depend on individual circumstances (including, but not limited to the 

investor’s existing holdings and financial standing) and other considerations. Different securities firms use a range of rating terms and rating 

systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each report. In addition, since 

NAEEM’s research reports contain complete information about the analyst’s views, investors should read NAEEM reports in their entirety, and 

not infer the contents from the ratings alone.  Ratings (and/or research) should not be relied upon as an investment advice. 

NAEEM assigns ratings to stocks on the following basis: 

Rating Upside/Downside potential 18 August 2013Rating distribution as of  

BUY >20% 41% 

ACCUMULATE >10% to 20% 13% 

HOLD +10% to -10% 38% 

REDUCE <-10% to -20%  6% 

SELL < -20%  3% 
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