DAMAC PROPERTIES

Another quarter of weak earnings and pre-sales

2Q19 results review

2Q19 net profit came in at AED51mn (-87% y-o-y). Earnings were 54% below
our expectations. Topline continues to witness sharp decline but it was
anticipated looking at last few quarters trend. The key reason for miss was
sustained weakness in gross profit margin. While earnings uncertainty
continues, pre-sales dipped to lowest quarterly levels seen since its IPO. Pre-
sales recovery in previous two quarters seemed encouraging but another weak
quarter now poses downside risk to our 2019E pre-sales. Amid weak pre-sales,
management is focusing on delivering its backlog and handover of units.
However, this is not well reflected in execution progress (as indicated by weak
revenue recognition). Moreover, margins have failed to pick up casting
uncertainty on sustainable profitability. We expect Damac’s earnings to decline
83% in 2019E (after 58% drop in 2017). Cash flow generation has turned
positive this year (free cash flows of AED220mn in 1H19 versus negative
AED384mn in 2018), but remains well below uptick expected by us. Lastly, the
key attraction of Damac Properties in the past was its high dividend vyield.
However, after no dividend payment in 2018 and lack of dividend policy, we
expect another year of dividend disappointment in 2019. The stock is now
trading at significant discount (2019E P/BV of 0.4x) and appears to be pricing in
weak fundamentals. We maintain our Hold rating.

» Revenue and margin weakness continues

2Q19 revenues at AED971mn declined 46% y-o-y (after 18% y-o-y decline in
2018). Damac’s revenue is largely derived from UAE projects and revenue
recognition in UAE has slowed down considerably over last one vyear.
Simultaneously, gross profit margin (GPM) performance has also deteriorated.
2Q19 GPM fell further to 27% versus our expectation of partial recovery (35%).
Recall that management guided for sustainable margin of 40%, but last six
quarters have delivered margins significantly below guidance.

» Another weak quarter of pre-sales posing downside risk to our estimates
2Q19 pre-sales came in at AED624mn, down 14% y-o-y and 47% q-o-q. After
recovering in previous two quarters, it dropped to historical low quarterly level in
2Q. 1H19 pre-sales stands at AED1.8bn, implying required run-rate of AED1.3bn
per quarter in 2H19 to meet our FY2019 estimate. This looks challenging looking
at last five quarters. Thus, FY2019 pre-sales could fall short of 2018 level, which
was already down 43% y-o-y.

» Valuation discount to sustain on weak earnings, uncertainty of dividend
The stock is now trading at significant discount of 0.4x 2019E P/BV, 60% below
emerging markets peers and 65% below its historical average. We believe
Damac’s current valuation discount is likely to sustain given weak pre-sales and
earnings outlook, high project concentration risk and insignificant recurring
income contribution. Finally, its dividend outlook remains uncertain compared to
its key peer (12% div. yield offered by Emaar Development).

Key Financials 2017 2018 2019E 2020E 2021E
Revenue (AEDm) 7,454 6,133 4,019 4,441 5,104
EBITDA (AEDm) 2,861 1,317 352 777 1,166
Net profit (AEDm) 2,760 1,152 193 643 1,050
EPS (AED) 0.5 0.2 0.0 0.1 0.2
EPS (% Change) (25.3) (58.3) (83.2) 233.2 63.3
P/E (x) 2.1 5.0 29.6 8.9 5.4
Dividend Yield (%) 15.9 0.0 0.0 10.6 10.6
Total net debt (AEDm) (2,705) (1,226) (1,424) (1,747) (1,952)
ROAE (%) 20.8 8.2 1.4 4.4 6.9

Source: ADCB Securities Equity Research

This report reflects the views of ADCB Securities and not those of Abu Dhabi Commercial Bank PJSC.

Please refer to the detailed disclaimers at the end of the report.
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Income Statement (AEDmn) 2018 2019E 2020E 2021E
Revenue 6,133 4,019 4,441 5,104
EBITDA 1,317 352 777 1,166
Depreciation and amortisation 28 33 38 40
EBIT 1,289 319 740 1,126
Other income 26 49 51 52
Net Finance Cost 163 175 147 128
Profit before tax 1,152 193 643 1,050
Taxes 0 0 0 0
Minority interest 0 0 0 0
Net profit 1,152 193 643 1,050
Source: ADCB Securities Equity Research

Balance Sheet (AEDmn) 2018 2019E 2020E 2021E
Cash and cash equivalents 6,174 5,836 5,679 5,737
Other current assets 18,390 17,880 17,449 16,802
Total non-current asset 424 419 417 414
Total assets 25,176 24,455 23,894 23,291
Total current liabilities 6,119 5,858 5,134 4,232
Borrowings 4,948 4,412 3,932 3,785
Other non-current liabilities 0 0 0 0
Total liabilities 11,067 10,270 9,065 8,017
Minority interest 0 0 0 0
Shareholders™ equity 14,110 14,303 14,946 15,391
Total net debt (1,226) (1,424) (1,747) (1,952)
Source: ADCB Securities Equity Research

Cash flow statement (AEDmn) 2018 2019E 2020E 2021E
Cash flow from operations (373) 193 495 963
Net capex 11 20 25 25
Free cash flow (384) 173 470 938
Net financing 182 (536) (480) (147)
Change in cash (1,285) (338) (157) 58
Source: ADCB Securities Equity Research

Valuation and leverage metrics 2018 2019E 2020E 2021E
P/E (x) 5.0 29.6 8.9 5.4
P/BV (x) 0.4 0.4 0.4 0.4
P/FFO (x) 43 25.3 8.4 5.2
FCF yield (%) (6.7) 3.0 8.2 16.4
Dividend Yield (%) 0.0 0.0 10.6 10.6
EV/EBITDA (x) 3.4 12.2 5.1 3.2
Interest coverage (x) 4.0 1.0 2.6 4.4
Net debt/equity (x) (0.09) (0.10) (0.12) (0.13)
Net debt/EBITDA (x) (0.9) (4.0) (2.2) (1.7)
Source: ADCB Securities Equity Research

Key Ratios (%) 2018 2019E 2020E 2021E
ROAIC 7.8 2.7 4.9 6.9
RoAE 8.2 1.4 4.4 6.9
Revenue growth (17.7) (34.5) 10.5 14.9
EBITDA growth (54.0) (73.3) 120.8 50.0
EPS growth (58.3) (83.2) 233.2 63.3
EBITDA margin 215 8.8 17.5 22.8
Source: ADCB Securities Equity Research

Per-share data (AED) 2018 2019E 2020E 2021E
EPS 0.19 0.03 0.11 0.17
DPS 0.00 0.00 0.10 0.10
BVPS 2.33 2.36 2.47 2.54
Total no. of outstanding shares (mn) 6,050 6,050 6,050 6,050

Source: ADCB Securities Equity Research

adcbsecurities.com

Please refer to the detailed disclaimers at the end of the report

Investment case

Damac is a Dubai centric developer
with its sales mainly driven by foreign
nationals. Pre-sales outlook has
deteriorated since 2018 given soft
market conditions driven by USS
strengthening and increasing supply
risk. In slow market, management is
focussing on delivery of its backlog.
However, lack of clarity on sharp
margin decline over last one year blurs
earnings outlook and cash flow
visibility. We see its valuation discount
to sustain amid weak pre-sales and
earnings outlook, lower visibility and
lack of revenue diversification towards
recurring income.

Upside case AED1.5
Rebound in 2020-23E annual pre-sales
to AED6.0bn (+40% from current run-
rate) driven by property market
recovery. In this case, Damac would
trade at 2019E P/BV of 0.6x.

Downside case AEDO.8
Decline in oil prices and sustained
strength in USS would lower demand
and pre-sales. Further risk arises from
continued weakness in selling prices
owing to high upcoming supply. As a
result, cash collection would
slowdown. We assume 20% lower
2019-23E pre-sales and annual cash
collection than our current estimates
for a downside case. In this case,
Damac would trade at 2018E P/BV of
0.3x.

This report reflects the views of ADCB Securities and not those of Abu Dhabi Commercial Bank PJSC.
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Results summary — 2Q2019

Fig. 1. 2Q19 results review

IAEDmn 2Q19 2Q18 y-0-y 1Q19 q-0-q 2Q19E Variance
Revenues 971 1,787 -46% 896 8% 1,000 -3%
Gross Profit 260 627 -59% 242 7% 350 -26%
Margin 27% 35% 27% 35%
EBITDA 67 423 -84% 59 13% 140 -52%
Margin 7% 24% 7% 14%
Net Profit 51 378 -87% 31 63% 110 -54%
Margin 5% 21% 3% 11%

Source: Company, ADCB Securities Equity Research

Damac’s pre-sales trend

Fig. 2. Damac’s quarterly pre-sales (AEDbn) Fig. 3. Damac’s yearly pre-sales (AEDbn)
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This report reflects the views of ADCB Securities and not those of Abu Dhabi Commercial Bank PJSC.
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Rating Distribution

Rating Coverage Universe %

Buy 75%
Hold 25%
Sell 0%

Guide to the ADCB Securities LLC (“ADCB Securities”) Equity Research Rating System

ADCB Securities’ equity investment research is based on fundamental analysis of companies and securities, the sectors that they are exposed to, as well
as the country and regional economic environment. Investors should carefully read the entire research report and not infer its contents from ratings
alone as the research report contains more complete information concerning the analysts' views and the basis for the rating.

In rare situations, ADCB Securities may assign a rating for a security that is different from the one indicated by the 12-month expected return relative to
the corresponding fair value.

For the 12-month long-term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms:

Rating Potential upside / (downside) %

Buy Above 15%
Hold (10%) — 15%
Sell Below (10%)

ADCB Securities’ may update research reports when appropriate based on material changes in a company’s financial performance, the sector outlook,
the general economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may
cause a security to move outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily
need to adjust the rating for the security immediately.
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Analyst Certification

I, Yugesh Suneja, hereby certify that (a) the views expressed in this document accurately reflect my personal views about the securities and companies
that are the subject of this report; and (b) no part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) expressed in this research report.

Important Disclosures

ADCB Securities LLC (“ADCB Securities”), or any of its affiliates or officers (other than the author(s) of this report) may have a financial interest in one or
any of the securities that are the subject of this report. Funds managed by ADCB Securities and its affiliates (together, “ADCB Group”) for third parties
may own the securities that are the subject of this report. ADCB Group may own shares in one or more of the aforementioned funds or in funds
managed by third parties. The author of this report may own shares in funds open to the public that invest in the securities mentioned in this report as
part of a diversified portfolio over which the author has no discretion.

Abu Dhabi Commercial Bank PJSC (the holding company of ADCB Securities) may be in the process of soliciting fee-earning mandates for companies (or
affiliates of companies) that are either the subject of this report or are mentioned in this report.

Investment Disclaimers

This report is intended for general information purposes only. It should not be construed as an offer or solicitation to purchase or dispose of any
securities or to enter in any transaction or adopt any hedging, trading or investment strategy. Neither this report nor anything contained herein shall
form the basis of any contract or commitment whatsoever. Distribution of this report does not oblige ADCB Securities to enter into any transaction.
The opinions and recommendations contained in the report do not take into account individual client circumstances, objectives, or needs and are not
intended as recommendations of particular securities or strategies to particular clients.

The content of this report should not be considered legal, regulatory, credit, tax or accounting advice. Anyone proposing to rely on or use the
information contained in the report should independently verify and check the accuracy, completeness, reliability and suitability of the information,
obtain independent and specific advice from appropriate professionals or experts regarding information contained in this report and make
independent decisions regarding any security mentioned in this report.

Information contained herein is based on various sources, including but not limited to public information, annual reports and statistical data that ADCB
Securities considers accurate and reliable. However, ADCB Securities makes no representation or warranty as to the accuracy or completeness of any
statement made in or in connection with this report and accepts no responsibility whatsoever for any loss or damage caused by any act or omission
taken as a result of the information contained in this report. This report is intended for customers of ADCB Securities or the ADCB Group.

Charts, graphs and related data or information provided in this report are intended to serve for illustrative purposes only. The information contained in
this report is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes in any other factors relevant to
their determination. All statements as to future matters are not guaranteed to be accurate. ADCB Securities expressly disclaims any obligation to
update or revise any forward looking statements to reflect new information, events or circumstances after the date of this report or to reflect the
occurrence of unanticipated events.

ADCB Group does and may at any time solicit or provide commercial banking, investment banking, credit, advisory or other services to the companies
covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at time give rise to a conflict of
interest that could affect the objectivity of this report.

Past performance does not guarantee future results. Investment products are not bank deposits and are not guaranteed by ADCB Securities or the
ADCB Group. They are subject to investment risks, including possible loss of principal amount invested.

This report may contain a short- or medium-term recommendation or trading idea, which considers a near-term event that would have a short-term
price impact on the equity securities of the company or companies’ subject of this report. Short-term trading ideas and recommendations are different
from ADCB Securities’ fundamental equity rating, which reflects, among other things, both a longer-term total return expectation and relative valuation
of equity securities relative to other securities within their wider peer group. Short-term trading recommendations may therefore differ from the
longer-term securities’ fundamental rating.

This report is being furnished to you solely for your information and neither it nor any part of it may be used, forwarded, disclosed, distributed or
delivered to anyone else. You may not copy, reproduce, display, modify or create derivative works from any data or information contained in this
report.
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