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*prices as of 04 December 2007

uae | holding companies and conglomerates

Short-Term Rec.: Reduce
Long-Term  Rec.: Neutral

Current Price*: AED 5.40
LT Fair Value  : AED 3.95

• Dubai Investments PJSC (DI) is an investment company traded on the DFM with major interests in real
estate properties in the UAE, most notably in Dubai Investments Park. We estimate real estate assets
represent almost 55% of the firm's asset value. 

• Over the last few years, DI setup a number of ventures and expansion projects to allow it to participate
in the growth in industrial manufacturing in the UAE. The company is setting up Greenfield plants in
sectors such as coated glass and is also expanding its capacity in the steel fabrication, district cooling and
building products sectors.

• Dubai Investments has a good historical track record of growth. When excluding non-cash gains on the
fair valuation of the company's investment properties (which are marked to market with gains reported as
income), ROE has averaged 21% over the last three years while ROIC has averaged a more modest 12%.  

• Over the next 3 years, we expect net income to grow at a modest CAGR of 10%, compared with EPS
growth of 51% from 2004-2007, as a result of the fact that the new industrial projects carry lower margins
and our forecast that the company will generate slower growth in fair value gains on real estate. 

• On a price to earnings basis, the shares trade at an attractive multiple of 10.3x 2007e and 9.9x 2008e
earnings. However, with a significant proportion of DI’s earnings derived from asset revaluations and gains
on financial investments that are non-cash and/or in principle non-recurring and the fact that the company
has been cash flow negative on a pre-capex basis over the past three years, we believe there are more
appropriate ways of looking at DI.

• We use a sum of the parts valuation to derive our estimated fair value for DI; with the operating divisions
valued using a DCF, and the company's financial assets (mostly listed) valued at book value (equal to fair
market value). We estimate the company's fair market value to be in the range of AED3.56 to AED4.37,
with a mid-point of AED3.95. In our view, the value of the company's known pipeline of projects is more
than fully captured in the share price at current levels. We therefore initiate coverage with a Short Term
Reduce recommendation.

• DI is well positioned to take advantage of opportunities in the UAE due to its liquidity and its close
association with the Dubai Government, which owns 11.5% of the company. Partly due to this association,
we believe the likelihood of positive surprises over the long-term to be strong and we therefore assign a
Long Term Neutral recommendation.

Philippe Habeichi, CFA
+971 4 363 4104
phabeichi@efg-hermes.com
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executive summary

Dubai Investments (DI) is a holding company listed on the DFM with major interests in the manufacturing,
real estate and building material sectors, mostly in the UAE. The company's corporate structure is complex
as its interests are spread through 46 separate entities, 29 subsidiaries, 8 JVs and 9 associate companies.

Although DI is not in a core market sector and is only in the second quartile of DFM stocks measured by
market cap, it has a large free float, and on that basis accounts for about 8% of the free float of the DFM
index, making it an obvious recipient of capital flows for investors seeking equity exposure to the UAE.
Furthermore, the company is an active participant in rapidly growing sectors, mostly building materials and
real estate. For example, Dubai Investments has developed Dubai Investments Park, a large privately funded
business park with a 99-year land concession from the Government of Dubai. Also, in the last few years, the
company has setup Greenfield operations in the fields of glass manufacturing, central cooling and steel. 

Besides its involvement in rapidly growing sectors, another factor drawing investors to Dubai Investments
shares is the stock's valuation. On a price to earnings basis, the shares trade at multiples of 10.3x 2007e and
9.9x 2008e reported earnings at the current market price.

In this report, we provide an overview of Dubai Investments main corporate divisions and provide our outlook
based on the key growth drivers for each. A significant portion of our report is dedicated to valuation whereby
we try to illustrate that an earnings based valuation such as P/E is not the most appropriate way to value this
company. This is because gains on fair valuation of investment properties and gains on financial investments,
which are booked as revenues, have have a big impact on the company's sales and earnings, distorting what
we believe to be the real picture of growth and profitability.

Our preferred valuation approach for DI shares is a sum of the parts method where we estimate the value of
each of the company's operating divisions through a Discounted Cash Flow process. We feel the DCF process
to be the most appropriate valuation method to capture each division's growth opportunities as well as the
capital expenditures associated with each, especially important for the industrial companies.

Based on our analysis, we estimate that the fair value of the shares of Dubai Investments to be lie in the range
of AED3.56 to AED 4.37, with a mid-point of AED3.95, with the high end being well below the current share
price of AED5.35. 

While we believe the company is well positioned to participate in the growth of Dubai and the UAE going
forward in light of the company's strong balance sheet liquidity and relationship with the Dubai Government
amongst other reasons, we are of the view that the market is overpaying for the company's pipeline of
projects at current levels and is assigning a material premium to the possibility that the company comes out
with value creating projects that are not currently in the pipeline. 

Given the downside we see for the shares from current levels, we initiate coverage with a Short Term Reduce
recommendation. However, due to the likelihood of positive surprises over the long-term, we assign a Long
Term Neutral recommendation. 

initiation of coverage note



i. company overview

Dubai Investments PJSC (DI) was incorporated in 1995 by the Government of Dubai with AED650 million of
startup capital. Initially, the Company had a broad corporate mandate to provide capital to companies based
in Dubai but over time, the mandate has been gradually expanded to include companies in the UAE and
today, DI derives over 95% of its revenues from the UAE. The Government of Dubai remains one of the largest
shareholders of DI with an 11.5% equity stake.

Dubai Investment's investing style has been mostly buy and hold, with minimal turnover in the portfolio. The
number of investments in the portfolio has been growing consistently each year, with the number of portfolio
companies amounting to 46 today partitioned into 29 subsidiaries, 8 JVs and 9 associate companies. The
company's largest investment exposure is to the real estate sector which represents approximately 27% of
its asset base. The company also has significant exposure to the manufacturing sector (building materials,
Fast Moving Consumer Goods (FMCG), pharmaceuticals and telecom equipment). It also manages a sizeable
investment portfolio of bonds and publicly listed stocks, funds and structured products. 

Operationally, Dubai Investments has an active approach to investments in its portfolio companies. The
company typically acquires majority stakes in the companies and although it stops short of getting involved
in the day to day operations, it does try to add value through its experience in the real estate and building
material sectors if relevant as well as support in technology, legal and administration. 

While the company has made a good number of investments in mature companies, over the last few years
the company has increasingly invested in startup ventures, mostly industrial industrial-related projects in the
UAE; including glass manufacturing, cooling and steel. Dubai Investments has a good historical track record
of growth. When excluding non-cash gains on the fair valuation of the company's investment properties
(which are marked to market with gains reported as income), ROE has averaged 21% over the last three years
while ROIC has averaged a more modest 12%.  

Figures 1.1: Return History

Source: EFG-Hermes

income statement highlights

Figure 1.2: Revenue Breakdown by Type

Source: DI
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Dubai Investments reports consolidated revenues on its income statement by type of income, as illustrated
in Figure 1.2. As we alluded to earlier in our discussion of the company's historical returns, one of the
particularities of the company's revenue recognition system is that the company uses fair market value
accounting for its investment in properties. Under this method, the value of the company's investments in
real estate properties is adjusted quarterly to reflect the change in their market value. However, gains in fair
value from one quarter to the next are recognized as revenue on the income statement significantly affecting
revenue, net earnings and cash flow. 

With the strong growth in the real estate sector in the UAE, gains from fair valuation represented 19.7% of
the company's revenues in 2005 and 35.9% in 2006. Growth in gains on fair valuation of property
investments represented 88% of the revenue growth in 2006 as can be seen from Figure 1.3. The impact on
earnings was even greater as we will discuss later on in this report. 

Figure 1.3: Sales & Sales Growth Including and Ex. Adjustments for Gains on value of Properties 

Source: DI, EFG-Hermes

On the balance sheet side, at end 3Q2007 Dubai Investments had an asset base of AED9.2 billion. It is
interesting to note that cash, assets available for sale and investments represented 24% of this asset base,
the largest asset category, followed closely by investment properties which represented 23% of the asset
base. Because it is revalued every quarter, the book value of investment properties is a good reflection of their
economic value and there is therefore unlikely to be "hidden value" in these assets. 

The only balance sheet asset reported at cost and for which the fair market value would be substantially
higher than the book value is development properties i.e., property in the process of being constructed but
not completed. This property represents mostly the remaining areas of phase V of DIP as well as recent real
estate development projects in DIP (under the umbrella of DIRC). The current book value of these
development properties is AED416 million or 4.3% of total assets. We estimate that adjusting these
development properties to their FMV would result in a gain of about AED800 million.

Stripping out the liabilities from the asset base, the company has a net book value of AED4.7 billion or
AED2.18 per share. Adjusting for the fair market value of the development assets, we believe the company's
net book value per share to be AED2.55 per share.

Figure 1.4: Dubai Investments Asset Segmentation as at end of 3Q2007  

Source: DI
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ii. key operating divisions

From an operating perspective, Dubai Investment is divided into seven divisions, as shown in Figure 2.1. As
we will discuss in greater detail later on in this report, we believe the majority of the value of the company
to be in DIP, DIRC and the Glass division, which are the operating divisions of the company, and DIFS. 

Figure 2.1: Organizational Structure of DI

Source: DI
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In the following sections, we provide a brief overview of the key drivers and opportunities for DI in each of
these divisions

a. glass llc

Glass LLC is formed of 4 subsidiaries: Emirates Glass, Lumiglass, Saudi American Glass and Emirates Float
Glass. 

Background
DI entered the glass business in 1998 with the creation of Emirates Glass. Situated in the Al Quoz Industrial
area, Emirates Glass is a glass processor whose activities involve coating, tempering and toughening glass for
use in residential and office towers. Over the last few years, the company has supplied highly visible projects
in Dubai such as  Emirates Towers, Fairmont Hotel, Dusit Hotel, Le Meridien Mina Seyahi, Dubai Marina to
name a few as well as projects in Saudi Arabia, Bahrain and Iran. According to the company, Emirates Glass
is the largest glass processor in the UAE.

In 2003, Dubai Investments announced the creation of Lumiglass (LG) a small venture producing glass
targeting the automotive industry in the UAE. LG produces windscreen and flat lamination glass units sold as
replacement parts. This venture is small with annual revenues estimated at about AED40 million.

In 2006, the company acquired 100% of Saudi American Glass, a 20-year old glass processor based in Riyadh,
Saudi Arabia and the main competitor of Emirates Glass. The transaction increased the firm's controlled glass
coating capacity more than fivefold from 0.7 million square meters of glass to 3.7 million square meters. 

Outlook
We estimate glass coating operations currently generate annual sales of AED200-250 million. Although
annual demand for coated glass is strong and sales are growing at 15%-20% per annum, the contribution to
earnings is small owing to thin margins for this process; we estimate EBITDA margins for the glass segment
are in the 15-20% range. 

Dubai Investments announced in late 2006 an ambitious plan to move up the coated glass supply chain by
manufacturing its own glass (float glass).  Float glass is the main raw material used in glass coating, it derives
its name from its manufacturing process whereby molten glass floats on the top of molten tin. 

The new manufacturing venture called Emirates Float Glass (EFG) is being built in the Industrial City of Abu
Dhabi on a 320,000 sqm lot. The plant is expected to be operational by early 2009 and once completed will
have the capacity to produce 600 tons of glass per day. According to the company, the cost to set up the
plant will be approximately AED 700 million, representing one of the company's largest investment projects.

The float glass venture has received a lot of media attention and, we believe, created interest in DI's shares.
We are slightly positive on the impact this venture will have on the company going forward. Our rationale is
as follows:  

- The market for high end float glass is small: While it is expected to grow at a strong pace of about 15%
annually over the next 3 years, demand for float glass for the company's target high end commercial projects
is small, estimated at about 1.1 million tons in the UAE, which equates to roughly USD400m annually. The
bulk of the demand for glass in the UAE, more than 70%, is for glass for the residential sector which does not
require float glass. 

- Float Glass supply is rising faster than demand: Dubai Investments capacity buildout is ambitious and, once
completed in 2009, will be able to produce 5.5 million square meters of float glass, equivalent to the entire
current demand for high end float glass in the UAE. 

- The company's glass expansion plans are not happening in a vacuum, however, and the company's
competitors have equally ambitious plans. Guardian Industries, one of the world's largest manufacturers of
float glass and fabricated glass products, in a joint venture with National Company for Glass Industries
(Zoujaj) and Eastern Industrial Investment Company, both of Saudi Arabia, is setting up a float glass
manufacturing plant in Ras Al Khaimah. 

initiation of coverage note



This is Guardian's second float glass plant in the GCC, as the company has been operating a float glass plant
in Saudi Arabia since 1994.  It is our understanding that the Guardian plant has roughly the same capacity as
the EFG plant (i.e. 600-700 tons per day). However the plant has been operational since September 2007,
which should give the company first mover advantage in this market. From our perspective, there is a distinct
possibility that the float glass market in the UAE could be in a position of oversupply within 2-3 years. 

Nevertheless, even if float glass prices were to decline, the manufacturing of float glass in-house will have a
very positive impact on the Dubai Investment's glass margins which we expect to rise to over 30% in 3-4
years from the high teens currently. The majority of that reflects lower transportation costs which represent
a significant part of cost of imported glass due to handling constraints. 

We highlight our assumptions for sales and EBITDA growth for the Glass Division in Table 2.2. Our forecasts
assume high rates of capacity utilization despite the substantial growth in supply which the company can
achieve if it can command significant market share in high end float glass supply as well as increase
penetration of the residential sector. We expect this division can post over 20% growth in sales over the next
4-5 years and 35% growth in EBITDA, albeit from a small base. 

Assuming a terminal "exit" multiple of 6x EBITDA, we derive a present value of AED 972 million for this
division. We note that given the expected capex requirements over the next 2-3 years, the majority of the
value of this investment will be recognized in the terminal period, increasing the associated risks.  

Table 2.2: Glass LLC DCF Valuation

Source: EFG-Hermes estimates
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b. dubai investments park 

Background
Dubai Investments Park (DIP) is a multi-purpose industrial, business, residential and recreational development,
designed to accommodate companies and their employees desiring to work and live in the same area. The
Park, located near Jebel Ali, covers an area of 345 million square feet (32 million square meters). The land was
granted by the Government of Dubai in 1998 based on a 99-year non-cancelable lease. 

So far, more than 800 companies have moved into the park, with the final count expected to be over 1000
once the construction of the fifth and final phase is completed (expected early 2008). Tenants typically sign
leases for a period of 30 years, with the lease contract factoring in a lease escalation every 5 years. 

Outlook
Of DIP's total surface, just over 50% is leasable area. As can be seen in exhibit 7, 57% of the leasable area is
for industrial use, followed by 28% for residential use while labor accommodation and commercial use
represent 8% and 7% of the leasable area respectively.  We estimate that the Park once finished, will produce
property income of around AED 300 million per year at 100% occupancy. Profitability however is set to
decline as per the initial lease agreement with the Government of Dubai. 

DIP benefited from a holiday on the lease cost of the land for the last 8 years and will start paying 20% of
its net profits to the Government as of February 2009. 

Figure 2.3: Leasable Area per End Use

Source: DI

Given the fairly steady income stream that the Park will provide DI going forward, we calculate its value using
an 89 year DCF. We summarize our calculations and assumptions in exhibit 8 below. We use a low equity risk
premium of 5% for this division, 2% lower than for the rest of the company to reflect the fact that the
majority of the phases of the Park are nearly fully leased and we are confident that the final phase will be
leased out successfully as well. According to our calculations, the NPV of the income from the park can be
conservatively estimated at approximately AED3.4 billion.

Table 2.4: Discounted Cash Flow of DIP

Source: EFG-Hermes
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c. dubai investments real estate company (dirc) 

Background
DIRC was established in late 2005 to allow the company to opportunistically participate in the booming real
estate sector in Dubai and the UAE. DIRC seeks to invest in long term projects for resale as well as to engage
in the buying and selling of existing properties. DIRC current has three principal assets: i) It is currently
invested in three projects located in DIP, one residential, one commercial and one industrial (warehouse), ii)
it is intended to have a 50% stake in the Ajman Oasis Project, a mixed-use district in Ajman, and iii) it recently
acquired a significant piece of land in Mirdiff (Dubai) in 3Q2007.

DIRC also owns an interest in three joint-ventures that are relatively minor contributors to DIRC: 

- Al Mujama Real Estate: A 50/50 JV with ANC Investment LLC founded in 2006. The venture developed and
leased one labor accommodation in 2006 and currently generates rental income from it.

- QDI Sport Management: A 50/50 joint venture with Al Qudra Sports Management LLC of Abu Dhabi. The
venture aims to develop sports clubs as well as engage in sports facilities management. The venture is
currently developing a country club in Dubai Investments Park. 

- Al Qudra Sports Management LLC:  a 50/50 JV with Al Qudra holding of Abu Dhabi. The venture is running
many sport clubs and sport facilities in the emirate of Abu Dhabi. DIRC acquired 50% of the shares of Al
Qudra Sports Management LLC in 2007 for AED 15 million.

DIP Projects
In DIP, the most important of DIRC's projects is Ritaj (meaning 'Grand Gateway' in Arabic). Ritaj is a 2.5m
square foot residential project located in Dubai Investments Park. The project consists of 2,200 units (studios,
1 BR, 2 BR and 3BR) in five story complexes and will be completed by March 2009. The development cost for
the project is expected to be AED 800 million, of which AED100 million has been spent to date. The units are
targeting the low-middle income segment, with an average sale price per unit of approx. AED485,000.
Deliveries of the first units should begin in 1Q2009 which should result in revenue being recorded in 2009
due to the use of the completed contract accounting method. 

The second largest of DRIC's projects within DIP  is the development of commercial office space. The
company is developing  a 1.1 million square foot office complex which consists of 7 buildings. The project is
being developed at a cost of AED 600 million and should be completed by 2009. 

Lastly, DIRC completed a 660,000 square foot warehouse development in DIP in the current quarter. The
project was completed at a cost of AED 120 million and is expected to be sold in 2008.

We estimate that Ritaj, the warehouse and office projects in DIP have a value of close to AED 885 million
based on a DCF of the expected cash flows. 

Ajman Oasis
Although Ajman Oasis is still in its early stages and not officially launched, we believe it is worth elaborating
on it at this stage due to its size. Through a 50-50 joint venture with Aqaar properties, a real estate property
developer owned by the Government of Ajman, Dubai Investments has plans to launch a township
development in Ajman that will include residential, office and retail, with the majority of the built up area to
be sold consisting of residential. The project, to be called Ajman Oasis, is expected to cost AED10 billion
although specific details have yet to be released. Dubai Investments did specify that this project will consume
AED 100 million of equity from them. 

In light of the strong demand for residential real estate in Ajman seen to date, evidenced by Aqaar's latest
USD730 million project, called Ajman One, which sold out within 6 months of launch, we believe the
investment in Ajman Oasis has the potential to be highly accretive to Dubai Investments. Based on an
expected IRR of 25%-30% throughout the life of the project, which we estimate at 15 years, we estimate the
value of this investment to be between AED635 and AED1145 million. Of course, this value is dependent on
demand being sufficient to absorb supply at estimated selling prices.

Mirdiff Land
In the third quarter of 2007, the company acquired land in the Mirdiff area of Dubai, 10 kilometers from
terminal 2. The land cost was AED 1,092 million of which about 50% remains to be paid. The land was
acquired for investment purposes however depending on the commercial opportunities available, could be
used for property development purposes.
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d. m’sharie llc

Background
M'Sharie is the private equity arm of Dubai Investments. Initially, created as a venture capital firm investing
in startups with less than AED10 million in sales, over time M'Sharie's portfolio has evolved to become sector-
focused. Today, M'Sharie's investments include 16 companies, with most having their fortunes tied to the
construction sector. 

Table 2.5: M'Sharie Portfolio Companies 

source: DI

Outlook
M'Sharie's investment in each of its portfolio companies varies significantly but on average is quite small at
just over AED13 million with a few companies representing the bulk of the capital invested. In our view, two
portfolio companies represent the bulk of the value of M'Sharie, Emirates District Cooling and Stromek. 

Emirates District Cooling (also known as Emicool) is a 50-50 joint venture with Union Properties involved in
the supply of chilled water for residential, commercial and industrial air conditioning systems. Emicool
recently announced plans to construct two new plants in DIP to supply 125,000 tonnes of refrigeration for
five mixed-use projects there including Ritaj. The company is also supplying cooling services to Dubai Motor
City which is being developed by Union Properties. The company anticipates spending AED 2.5 billion to
supply these two projects over the next 3-5 years alone. Demand for cooling in the UAE is expected to grow
at over 60% per annum by 2012. 

Stromek Emirates Foundations is a leading construction contractor specialized in mechanical foundations and
piling works founded in 1994. M'Sharie acquired a 51% stake in Stromek in June 2006 from Al Arif
Contracting for AED26 million. Al Arif continues to hold the remaining 49% stake. Al Arif Contracting is the
leading civil contractor in Dubai. 

A private placement for a 30% stake in M'Sharie LLC is expected in early 2008, with the company expecting
M'Sharie to be valued at between AED700 million and AED1.2 billion.
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e. dubai investments industries (dii) 

Background
DII is a holding company for Dubai Investments' interests in steel, edible oil, dairy, pharmaceuticals and
insulation. 

Table 2.6: Dubai Investments Industries (DII) Investments

Source: DI

Outlook
DII is difficult to value at this stage because The Edible Oil Company, Dubai Cranes, United Sales Partners and
Emirates Extruded Polystyrene are all new ventures for the company at the moment and do not generate any
revenues.

Of the three remaining divisions, by far the greatest contributor to sales and earnings is Emirates Building
Systems. EBS provides hot rolled structures and pre-engineered buildings for warehouse and industrial
complexes in the UAE. We estimate current sales at approximately AED250 million and growing at a rate of
about 15% p.a. 

Growth prospects for EBS are solid as the company recently signed a Memorandum of Understanding with
SKS Ispat and Power, a leader in structural steel in India. Through a 50/50 joint venture, the two companies
will build a steel production facility in Maharashtra, India. The facility is expected to start production in early
2008 and will have an initial production capacity of 50,000 metric tons per annum, rising to 250,000 metric
tons by 2011. The initial project cost represents a about a USD13 million investment for DII. 

As a gauge of the firm's confidence in the prospects for EBS, Dubai Investments recently increased its equity
stake in January 2007 to 100% from 51% previously. According to company documents, the company paid
AED51 million, valuing all of EBS at AED104 million. 
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f. dubai investments financial services

DIFS is the holding company for DI's publicly listed stocks and bonds. DI holds an equity interest in a number
of public companies listed mostly in the GCC, typically small stakes held strictly for investment purposes. The
funds are also invested in managed funds. The total amount of the investments in stocks and bonds held by
DI was approximately AED900 million. DI also owns about AED650 million of listed and unlisted securities
which are available for sale. About two thirds of the funds are invested in the GCC, with the remainder
invested in unspecified markets elsewhere. 

Table 2.7: DI's Investment Portfolio as of 3Q2007

Source: DI

g. al taif investments: 

Launched in June 2007, Al Taif Investments is latest division of DI, a recent joint venture with Fujairah
Investment Establishment (FIE), the investment arm of the Fujairah Government, to invest in real estate and
manufacturing projects, principally but not exclusively in Fujairah. Projects under consideration are of
medium to long term nature and include both Greenfield operations as well as established companies. Dubai
Investments has a 60% stake while FIE has a 40% stake. Dubai Investments is committing capital of AED150
million to this venture. No specific projects have yet been identified.
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iii. financial forecasts

As previously mentioned, DI reports consolidated revenue by type (contract revenues, product sales, interest
income, dividend income, etc...) which unfortunately is not practical for modeling purposes as contract and
product sales account for over 50% of total sales. Instead, we structure our model based on information
provided by the company for revenue and profits by segment of activity which it classifies as follows:
Manufacturing, Fast Moving Consumer Goods (dairy), Investments, Property and Transportation.  

In Table 3.5, we present our sales and EBIT estimates per segment on an annual basis to 2010. Note that our
forecasts are expressed before inter-company eliminations, which are significant and arise as several
subsidiaries of Dubai Investments are located in Dubai Investments Park. 

manufacturing
Manufacturing activities represent the sales and earnings of over 20 companies operating in a wide range of
sectors including construction, pharmaceuticals, steel, edible oils and building materials, including glass. 

We believe that growth in this segment will be led by growth in glass, steel fabrication as well as cooling.
Margins are expected to improve nicely as the company build economies of scale. Over the next three years,
we forecast compound annual sales growth of 22.3% and EBIT growth of 65.2%. 

Table 3.1: Manufacturing Segment Forecasts (AED million)

Source: EFG-Hermes estimates

fmcg
The FMCG activity segment represents the company's 100% ownership of Marmum Dairy Farm, the 3rd
largest producer and distributor of dairy products and fruit juices in the UAE. 

Like most local dairy producers, Marmum has been struggling with the volatile cost of milk, higher feed costs
and the regulated pricing for the product putting a ceiling on milk prices and squeezing profit margins. The
company has recently begun a program to home breed animals which are expected to have higher genetic
potential and which would improve milk production rates going forward.

Going forward, we expect FMCG revenues to grow at roughly the same rate as UAE population growth plus
inflation going forward. Operating margins, while volatile on a quarter to quarter basis, should average 6%-8%
going forward unless the new investments in bovine stock can produce results more quickly than expected. 

We note that although margin pressure and rising feed costs have affected all dairy producers, Marmum is
underperforming the industry. For example Al Marai Dairy, the largest dairy product manufacturer in the UAE,
consistently produces operating margins in the 20% range. Unless the company is able to substantially
improve margins, we would expect this investment to be sold altogether as it is not seen as a core holding
by the company in light of its size and lack of synergies with the rest of the Dubai Investments portfolio.

Table 3.2: FMCG (Dairy) Segment Forecasts (AED million)

Source: EFG-Hermes estimates
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transportation
The transportation segment represented the company's 50% ownership stake in an oil tanker through a JV.
During the recently announced 3Q2007 results, the company announced that the management of the joint
venture decided to liquidate its operations. Consequent to the decision to liquidate, the vessel was sold to
a third party by the joint venture at a profit of AED 78.5 million. The transportation segment has been
classified as a discontinued operation going forward. The liquidation of the joint venture is expected to be
complete by 2008. 

investments
The revenue from the Investments segment represents the profit and loss the company makes from its
portfolio of stocks and bonds. Historically the portfolio has performed in close correlation to the UAE markets.
Going forward, we assume a return of 20% p.a. on the equity portfolio and 7% on the bond portion. The
110% growth in income in 2007 is only a reflection of weak performance of the portfolio due to the
correction in the GCC equity market in 2006. We assume no new capital commitments to the investment
portfolio in our forecasts going forward. 

Table 3.3: Investments Segment Forecasts (AED million)

Source: EFG-Hermes estimates

property
The property segment should continue to exhibit significant volatility over the next 3 years as a result of the
sale of properties, more specifically in 2009 as the bulk of Ritaj residential properties as well as the office
properties are delivered. We also expect fair market value adjustments for investment properties to continue
to artificially increase sales and earnings. We assume a 10% p.a. increase in the value of investment properties
throughout our 3 year horizon.  

Table 3.4: Property Segment Forecast (AED million)

Source: EFG-Hermes estimates

A summary of our consolidated forecasts is presented in exhibit 16 below. We highlight that our forecast
takes into consideration the second tranche of a rights share issue of 858,000 shares at AED 1.00 per share
in 1Q2008. 
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Table 3.5: Summary Consolidated Forecasts (AED million)

Source: EFG-Hermes estimates
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iv. valuation and recommendation

a. multiple valuation

As is illustrated in Table 4.1, DI trades on attractive historic earnings multiples and a reasonable dividend
yield. As a result, within the UAE market, it is considered by many investors to be a rare value stock.

Table 4.1: Multiple Valuation of DI

Source: EFG-Hermes

However, we believe that looking at DI on a P/E multiple basis may not be the most appropriate way of
valuing the stock. There are two principle reasons for our taking this view: i) A significant proportion of DI's
earnings are derived from asset revaluations that are both non-cash and in principle non-recurring but which
DI has booked on a regular basis backed by strong rises in real estate values in Dubai, and ii) the financials
suggest that the company has only been cash flow positive one out of the past 11 quarters on a pre-capex
basis thereby inferring that the dividend is being financed from external sources rather than from free cash
flow and laying doubt as to its sustainability over the medium to long terms.

i) Adjusted vs. Stated Earnings
If we take the 12 month period ended December 31st 2006 as an example, DI recorded a gain on the fair
valuation of its investment properties of AED 717.8 million as part of its revenues. The gain was a result of
the strong price rises for real estate across the UAE and accounted for 35.9% of total 2006 revenues. 

The impact of gains on fair value of investment properties has an even greater impact on the company's
profitability, as these gains flows straight through to net income, with no associated costs. Consequently, in
2006, these gains accounted for 70% of DI's AED 992.8 million in net income. 

Although 2006 was unquestionably the year during which adjustments for gains to reflect fair value of
investment properties had the greatest impact on the company's revenues and net income, the effect was
also felt in previous years as well as in the first nine months of 2007. In table 4.2 below, we adjust historical
and forecast EPS for DI so as to exclude actual and expected gains on fair valuation of investment property. 

Table 4.2: "Normalizing" DI's Earnings (AED million)

*Shares outstanding have been adjusted to take into account bonus issues and the deep discounting of rights issues

**Earnings fall in 2010e due to completion of DIRC projects

Source: DI, EFG-Hermes estimates

Despite being perceived by the market as a value stock, we would argue that the shares are not cheap on a
normalized earnings basis. Based on 2007e and 2008e numbers, DI trades on P/E multiple of 16.4x and 16.1x
normalized EPS, respectively, as compared to 10.3x and 9.9x on a stated basis. 
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The natural follow-on question from our focus on normalized vs. stated earnings is why do normalized
earnings matter and why is it preferable to look at them rather than stated earnings? The reasons are as
follows: i) the revaluation is not linked to any cash flows, ii) while it is fair that the revaluation of the assets
be included in the balance sheet, because it is a one-off and is subject to an assessment of market conditions,
it is questionable from an analytical standpoint as to whether it should pass through the income statement,
iii) the cash flows generated through rents by the asset being revalued (DIP) are already being incorporated
in the income statement, iv) DIP is an integral part of DI and is not slated for disposal and v) we believe that
earnings should, over the long term, be a fair reflection of cash flows.

It is important to bear in mind that we have not made adjustments to strip out gains on financial investments
(DIFS). We believe a similar treatment to that accorded to property valuation gains should be applied to the
revenue and income streams coming from DIFS: In 2006, these accounted for 13% of stated revenues.
Similarly to gains on investment properties, a significant proportion of the revenues generated from this
segment flow through to the income statement. 

In 2006, earnings from DIFS accounted for 22% of net income. While DI considers DIFS to be a core unit, it
only manages DI money and therefore does not levy fees on third parties, with the entirety of revenues
accounted for by investment gains, dividends and interest. Assuming that the investment skill of the division
is no better than average, the "correct" approach to valuing DI is to strip out the market value of DIFS holdings
from the market capitalization of DI and to deduct the earnings (or losses) attributable from DIFS from DI
earnings.

ii) Important Gap between Earnings and Cash Flow
In Figure 4.3, we highlight the relationship between earnings and cash flows and demonstrate that despite a
positive earnings history, Dubai Investments does not have a history of generating cash from its ongoing
operations. 

Based on cash flow post capex (Free Cash Flow or FCF), the company has consistently been a net consumer
of capital, relying on external financings though debt and rights issues to fund its operations and capital
expenditure requirements. While it may be tempting to put this down to investments for expansion, it is
interesting to note that on a cash flow measure pre-capex (cash flow from operations after changes in
working capital), the company has only generated cash in two out of the last 11 quarters. 

Figure 4.3: Cash Flow vs. Earnings at DI

Source: DI, EFG-Hermes 

We believe that a P/E or other multiple, adjusted or not, may not be the best way to value or pass judgment
on the attractiveness of this company.  Due to the important difference between earnings and cash flow, and
keeping in mind the wide ranging nature of this company's businesses, we believe a sum of the parts approach
to be the most appropriate. In the sum of the parts approach, we value each of the company's principal
divisions based on the valuation method we deem most appropriate (mostly a DCF analysis). 
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b. dcf valuation

Table 4.4 summarizes our valuation approach and estimates for each of Dubai Investments' principal divisions.
For the operating companies, i.e. Glass, Dubai Investments Park (DIP) and Dubai Investment Real Estate
Company (DIRC), we use a DCF valuation approach. For DIP, we use an 89 year DCF to reflect the remaining
duration of the land lease with the Dubai Government. For DIRC, our 2-year DCF analysis reflects the fact that
the company is expected to have sold and delivered all of its development properties by the end of 2009. 

For the financial division (DIFS) and those for whom we have limited earnings (DII) or project visibility (Al Taif
Investment), we use the book value of the assets as a proxy for their measure of value. While for Al Taif there
is room for debate, for DIFS we believe there to be little room for error given that it effectively represents a
proprietary investments arm that invests mostly in public markets and whose portfolio is recorded in the
balance sheet at fair market value.

For M'Sharie, we use the valuation range targeted by the company for the unit in the private placement the
company expects to make in early 2008. 

Table 4.4: Sum of the Parts Value for DI

*For divisions where a DCF has been performed, the difference between high and low valuations arises from a 200bps difference in

equity discount rate. For Ajman Oasis, it is a 5% difference in the assumed IRR on the project. For M'Sharie, it is management guidance

Source: DI, EFG Hermes

As can be seen in Table 4.4, based on our estimates, 55% of the asset value of Dubai Investments is derived from
its property investments. Our DCF value estimate for DIP is partly supported by the fair market value of the
company's investment properties on its balance sheet which are recorded at AED 2.1 billion, pre the development
of the final phases of area V. We estimate the value of DIRC (which is categorized on the balance sheet as
development properties) at AED2,400 million. This consists of i) AED885 million based on a 2-year DCF for the
company's development projects at DIP which will have all been sold by the end of 2009, ii) AED890 million for
the company's equity stake in Ajman Oasis (net of the AED100 million in equity to be committed) and iii) AED592
million for a plot of land in Mirdiff acquired in 3Q2007 (net of AED500 million for the final payment). 

Second in importance to the value of the firm, we note the company's financial assets in the form of stocks,
bond and funds held through DIFS as well as the company's investments available for sale represent 21% of
the asset value of the company.

As a distant third, we believe the newly created glass division to be worth AED972 million or 9.2% of the
asset value of this company. As previously discussed, our estimates assume significant growth in sales and
margins from the manufacturing of its own float glass as well as a stable coated glass pricing environment.
Our DCF estimate is very sensitive to our terminal value assumption that the company is worth an exit
multiple of 6x EBITDA in 2012. 

Adding the value of those 3 divisions to our estimated value for M'Sharie, DII and Al Taif, we arrive at an
estimated asset value for the firm of AED10.6 billion. In our valuation of the above units, we assume zero
debt. Therefore, subtracting balance sheet debt of AED 2.0 billion suggests an equity value per share of
AED3.95 at the mid-point. We estimate that due to the sensitivity of assumptions, the true value per share
for this company is in a range of AED3.56 to AED4.37 per share, which is 18% to 34% below the stock's
current level, with the mid-point being 26% below the current market price.
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c. risks to our valuation

With 46 separate investments spread out throughout corporate entities, JVs and associate companies, and
with relatively limited financial disclosure available, our forecasts based on activity per segment had to make
broad based assumptions in order to be able to model earnings going forward. In particular, we note three
areas where our forecasts could be off the mark. 

The first area of concern is manufacturing activity which although it is reported in one segment in fact
represents the revenues and earnings of companies in a range of sectors such as steel, district cooling,
pharmaceutical, telecom equipment and building products, amongst others. Admittedly, each of these
industries presents unique opportunities for growth for the company and although we tried to pay particular
attention to the industries which we felt were most important, i.e. glass, we could be materially
misrepresenting the opportunities the company faces in some of the other manufacturing industry sectors in
which it competes. 

Furthermore, as many of the companies in some of these manufacturing sectors will require significant
capital expenditures in the early stages, slight changes in capital expenditures assumptions could have a
relatively large impact on our earnings estimates impacting gross margins, depreciation and interest expense, 

Second, we note that historically Dubai Investments has benefited from a solid relationship with the
Government of Dubai, its largest shareholder. We believe that this relationship has granted the company
above average opportunities to participate in the growth of Dubai with the best example being the land lease
to develop Dubai Investment Park. While we do forecast more land concessions to DI from the Government
of Dubai, DI could be afforded gifts in this or other forms in the future which would have a positive impact
on valuation.

Third, we may be underestimating the company's ability to generate value, especially on the real estate side.
We note for example that the company has been asked to participate in a joint venture with the government
of Ajman to develop what appears to be a relatively large project although few financial details are available
on this deal. Given the rapid pace of development in Dubai and the UAE and given the company's experience
as a developer, it could be awarded large scale development projects in the future which are not in our
forecasts and our valuation.

Our estimated FV for DI of AED3.95 only takes into consideration our estimated fair value for existing assets
and operations and does not take incorporate an allowance or a factor for new projects that may generate
value in the future. While we could have estimated (very approximately) such an allowance or a factor, we
prefer not to. We therefore initiate coverage of Dubai Investments with a ST Reduce / LT Neutral
recommendation. 
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Financial Statements (December Year end) 

*We do not forecast a detailed breakdown of the balance sheet going forward

Source: DI, EFG-Hermes estimates
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