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By GAURAV GHOSE
Financial Features Editor

Dubai Most stocks are going
low, almost historically low.
Some among them are ‘dirt-
cheap’ and you are tempted
to take your cash and buy
their shares in bulk.

But beware, be warned.
Cheap doesn’t always indi-
cate bargains, especially in
a market which, many in-
vestors and traders say, may
not have hit bottom.

The five cheapest stocks
on the two UAE markets
on Monday — and on the
basis of their price/earn-
ings ratios — were largely
in real estate or related sec-
tors such as construction,
raw materials (cement)
and banks, being the weak-
est sectors in these market
conditions.

Selecting a stock depends
on the sector outlook, a
fundamental analysis of the
company and the overall
macro-economic situation.

Analysts point out that
when looking at these
stocks, in relation to them
being the cheapest, we
should not get carried
away.

“We are doing a relative
valuation here; in other
words, cheap here means
cheap compared to oth-
er companies (relatively
cheap); which also means
that these stocks are not
necessarily a good buy,” Ra-
bih Sader, a senior financial
analyst at ABQ Zawya LLC,
said.

The price/earnings (P/E)
ratio is the most common
tool of determining how
cheap, expensive or fairly
valued a stock is.

It is ratio of a company’s
current share price com-
pared to per share earnings.

For example, if the stock
is trading at Dh8 a share
and earnings over the last
12 months were Dhl.2 per
share the P/E ratio of the
stock would be Dh6.67.

One of the things to keep
in mind is P/E ratios should
be compared between com-
panies in the same industry.

After all the growth
prospects of sectors differ,
though they may be inter-
related.

“For that matter, most of
the stocks here are quoting
at very low P/E ratios,” said
Shiv Prakash, an equity in-
vestment analyst.

“A low P/E multiple sug-
gests that either the com-
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pany is expected to have
uncertain growth or it may
well have a value from a
long term investment per-
spective.

“It depends on company
earnings, that’s crucial
in determining whether
stocks with low P/E ratios
are of good value.”

One year back

One year ago, real estate
stocks were among the
more attractive stocks as
the sector was still buoy-
ant with announcements of
new projects and speedy off
plan sales.

Dubai boasted Emaar, the
Arab world’s largest prop-
erty developer by market
value; Union Properties
and Deyaar.

Abu Dhabi had relatively
younger companies such
as Aldar Properties and
Sorouh Real Estate going
full steam with road shows
abroad to attract foreign in-
vestors to their upscale and
glittering creations.

And then around the mid-
dle of last year, the global
economic downturn came
knocking at the door.

Starting in July, a series of
factors led to a collapse of
the stock markets.

Foreign investors fled
the markets to cover their
positions back home while
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allegations of corruption
and financial irregularities
hit the real estate sector
and also financials such as
mortgage finance company
Tamweel.

Markets became sluggish
and in just a few months
started to take a severe bat-
tering and dramatic sell-
offs.

In the last quarter of
2008, with the credit situ-
ation tightening and com-
ing almost to a standstill,
banks and mortgage com-
panies stopped lending to
the property sector.

And that choked off the
real estate companies, with
sales declining and prices
dropping.

The outlook for the sec-
tor, as of now and until the
end of first quarter, doesn’t
look positive, analysts say.

Most have been shying
away from the property
sector.

UBS, in its latest research
note, cut the share prices of
Aldar to Dh5 from Dh7.50;
Union Properties to Dh0.70
from Dhl.25 and Emaar to
Dh2.30 from Dh3.50.

And it also said, the
macro fundamentals for
property will remain chal-
lenging.

Last week, Sorouh an-
nounced a 90 per cent drop
in fourth quarter profits.

| £LUFE T

B

I

A T
m

e
— L 3| 2000
il calud|

463,556,827.77

The management said
that 2009 is going to be
challenging, though they
are confident of the long
term prospects.

“The financial and real
estate companies are fac-
ing a tough time because of
the slowdown in the sec-
tor and the economy,” said
Shiv Prakash, an equity
investment analyst at Mac
Sharaf Securities.

“Markets have witnessed
a considerable decline in
the last few months.

“Shrewd investors ex-
pecting a global recession
affecting the region and
estimated weaker earnings
for the forthcoming quar-
ters led them to offload
most of their holding in the
initial stages. Stocks like
Emaar and ARTC in Du-
bai and Aldar in ADX fell
sharply and still look bear-
ish,” he said.

The 52-week high for
Emaar was Dh15.85 and the
yearly low was Dhl1.82.

UnionPropertiesreached
its year high of Dh5.72 on
July 24 and a low of Dh0.55
this year on January 22.

Aldar’s yearly high was
Dh13.65 and its yearly low
was Dh2.25. Rak Proper-
ties fell to a yearly low of
Dh0.43 from its 52-week
high of Dh2.96.

“Seeing their past prices,
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they look very attractive at
these levels, but consider-
ing the recent slowdown
and how much more we
are going to be affected by
the current downturn is
not known and that’s the
reason finding the correct
bottom in the markets is
very tough,” Prakash said.

Long-term value

Though it’s not the best
time to buy real estate
stocks, which are among
the cheapest, the same
stocks may have good long-
term value a few months
down the line when mar-
kets have reached rock-
bottom.

“After all, Emaar, Aldar,
Sorouh — these are all
good companies and
when the global recession
slowly recedes, they will
be back on track,” Prakash
said. “But yes, right now, I
wouldn’t go for them.”

Have your say

What do you think influences the
stock prices in the UAE? What
factors drive you to purchase
stocks? Do you go for the cheapest
stocks, or the ones with the most
potential? Tell us at

letter2editor@gulfnews.com
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Low-priced stocks not always a safe bargain

BUT THEY COULD BE GOOD LONG-TERM INVESTMENTS ACCORDING TO LOCAL ANALYSTS

ADSM cheapest 5

Based on prices on
January 26, 2009

company Primary Current Market Price / Price /
- Name Sector Cap ($) Earnings |Book Value
(TTM) (TTM)

B ALDAR Properties Real Estate 1,649,122,805.84 | (52.14) | 1.59 0.38
B RAK Properties Real Estate 250,442,357.42 (57.01) | 184 0.31
B Union National Bank Financial Services| 847,284,605.96 (66.67) | 1.91 0.42
B Ras Al Khaimah Company for White | Industrial
Cement and Construction Materials | Manufacturing | 99,813,504.51 (42.86) | 2.28 0.34
B Sharjah Cement and Industrial Industrial
Development Company Manufacturing | 314,736,574.96 (36.81) | 2.85 0.76
Source: ABQ Zawya LLC ©Gulf News

DFM cheapest 5

Based on prices on
January 26, 2009

company Primary Current Market Price / Price /
Name Sector Cap ($) Earnings |Book Value
(TTM) (TTM)

B Arabtec Holding Construction 361,388,321.76 (62.75)| 1.57 0.87

B Dubai Investments Financial Services| 870,654,536.55 (49.47)| 1.60 0.46

B Union Properties Real Estate 483,258,908.92 (71.14)| 1.87 0.32

B Emaar Properties Real Estate 3,169,723,900.91 | (62.55)| 1.90 0.32

B Dubai Islamic Bank Financial Services| 1,660,000,000 (59.93)| 2.66 0.63
Source: ABQ Zawya LLC ©Gulf News

Disclaimer:

Money articles do not constitute investment advice on the part of Gulf News. The reports, opinions and analysis in articles contain
general recommendations only and appropriate personal financial advice should be obtained from qualified, professional investment

advisers at all times.

REAL ESTATE

‘T'he Emaar story

Global recession bites through the company's six-year streak

Emaar, which is consid-
ered to be a benchmark
for the DFM index, is an
example of negative sen-
timent surrounding the
real estate sector as well
as the company. Howev-
er, to some extent it has
to blame itself too.

Starting with the pro-
posed land swap deal
with the Dubai govern-
ment, which fell through
in 2007, investors and an-
alysts were not too hap-
py with the company’s
disclosure behaviour.
Then its US subsidiary
John Laing homes was
hit by the housing slump
when in the second quar-
ter it wrote down Dh165
million.

In the rapidly declining
market of the last three
months of 2008, when
Emaar, considered to be
a proxy stock for DFM,
announced a buyback of
shares and did not follow
up in line with investors’
expectations, it was hit
again

The Emaar chairman
justified the buy-back
amount saying it was in
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the interest of the com-
pany to hold on to the
cash.

But Emaar suffered
as much as other prop-
erty developers because
of the sudden flight of
foreign investors who
had substantial stakes in
these companies. And
then a slowdown in the
overall real estate sector
hit them all.

Boom ends

Global recession and
financial meltdown sud-
denly brought an end to
the six years of real es-
tate boom.

And it is clear from
the chart that it got
hammered when it
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broke the support lev-
els of Dh9.70 and is very
close to the all time
lows, which may not
be too far away into the
future. A few days ago,
Emaar Properties chair-
man Mohammad Ali
Al Abbar said property
prices in Dubai could fall
about 20 per cent on av-
erage.

Though the financial
position of his compa-
ny was strong, with no
intention to buy back
shares, he added that the
company might consider
delaying projects if mar-
ket conditions indicated a
need to postpone putting
new units on sale.

—GG.

Giving up indulgences maximises savings

If you spend more cautiously and give up luxuries you can buy things you could never afford

By AINE MOORAD
Staff Reporter

Dubai Coffee three times a
day, a pack or two of ciga-
rettes every day, movies
every week. We love to
indulge in our own habits
and spend quite a bit of
money on them.

Giving up on these small
expenses could get you
something bigger and bet-
ter in a few years which
you would never normally
have been able to afford.

Amar Singh, 28, a re-
gional sales manager is a
big Costa Coffee fan. He
spends close to Dh40 a day
on coffee alone.

“I bought three coffees
today,” he says. He finds
the latte small at Costa ir-
resistible. “It’s my favour-
ite,” he raves.

He also eats out most of
the time. “Being a bachelor
and single, I have to eat
out,” he says.

Hard to let go

Weekends are when
Singh really lets his cash
loose. Even though Singh
has decreased how much
he spends on his social life,
he says he does not intend
to break his coffee addic-
tion any time soon. Coffee
is something he’s hooked
on.

But If Singh sacrifices
one delicious latte small
per day for the next year
he can save approximate-
ly Dhl4,400. With this
amount, Amar can pur-
chase a 12-day trip from
Dubai to Australia

If he saves this amount
for five years he will have
saved Dh48,000. With this
amount, he can purchase

a Honda City in five years,
with some money in sav-
ings.

Jihad M’nasria, a 23-year-
old office coordinator, says
that she spends close to
Dh50 on food and drink
every day, but prefers eat-
ing her mother’s home
cooked meals during the

weekends.

She says since she’s start-
ed working the responsi-
bilities of saving have been
further ingrained upon her.

“Once you start working,
you know it’s your money
and you try and save,” she
says.

If M’nsaria starts being

a little more cautious with
her spending habits, she
may end up saving an in-
credible amount.

If she starts bringing in
food and coffee from home,
she can save Dh12,000 per
year. Over a course of sev-
en years that can amount
to Dh84,000.

At today’s prices she can
earn an MBA degree at the
University of Wollongong
in Dubai and she could
seriously consider this to
make it big in her career.

S. Gangadharan, in his
early 40s and who works as
a computer teacher in an
international school in Du-
bai, spends close to Dh40
per week going to the cin-
ema. “I love going out to
the movies.”

The latest movie he
watched was Slumdog Mil-
lionaire.

Though Gangadharan
calls himself a spendthrift,
he says he’s considering
saving now.

“I'm trying to reduce my
spending habits, consider-
ing the current state of the
economy,” he says.

Presents

He says he would like to
save this money and send
it to his mother in India.

If he saves Dh40 on mov-
ies per week, by the end of
a year he can save about
Dh2,080.

And by the end of the
five years he could have
an accumulated figure of
Dh10,400.

If he starts saving that
amount he could buy a
Nano, the world’s cheapest
car, for his mother, which
will be priced a little lower
than his five year’s savings.

Avoid accumulating debt for future windfall

PERSONAL

FINANCE

MicHAEL WALTON
Special to Gulf News

QUESTION: I'm concerned
about my debt level. | am an
expatriate who has invested in a
flat which | am renting out, while
staying in a separate property.
My plan was that I'd use the
balance of the rental income to
pay back the loan and cover the
rent on the property | stay at.
Unfortunately, the rent income
doesn’t cover the loan payment
and maintenance charges. The
tenant will not move out, and
she went to the Rents Commit-
tee, and I'm now stuck paying
rent and sharing my current flat,
and losing money on the deal,
and generating more debt. I'm
trapped — please help!

ANSWER: Even in a
young property market
like Dubai, there are traps
for the unwary and it’s
possible to find yourself
trapped in a negative situ-
ation like this one.

One of the important
rules of investment is that
you should avoid generat-
ing additional debt in the
hope of realising profit
down the line — rather,
you should invest from
the surplus generated
by the gap between your
monthly income and out-
goings.

For your situation, the
debt you’ve incurred in
buying the property isn’t
being offset by your in-
come and, in fact, when
additional payments are

One of the most
important rules

of investment is

that you should
avoid generating
additional debt in
the hope of realising
profit down the

line — rather,

you should invest
from the surplus
generated by the
gap between your
monthly income and
outgoings.

factored in, your debts
and liabilities are signifi-
cantly inflated. Resolving
this situation is going to
take time and patience.
The first step is to di-
vorce the emotion of the
situation from your fi-
nances. I'm sure that you
are frustrated that you're
sharing a flat when you
own a property and that
your tenant is refusing
to move out and make it
easier for you. However,
just as the buyer should
beware, so should the
landlord. This is a situa-

tion that you are at least
partially responsible for.
One question to answer
is which is more impor-
tant to you: to improve
your living situation, by
moving into a new flat,
or resolving your cur-
rent financial imbalance?
Unless you are confident
of a windfall in the near
future, I would strongly
advise you to focus on re-
solving the finances first.

Sense of freedom

The core issue is that
is seems you have set the
rent level below the mar-
ket value of your flat. Ten-
ants’ rights are protected
under the law, so this situ-
ation cannot be resolved
overnight.

Your tenant has estab-
lished her right to remain
in the property, so you
need to plan for her stay-
ing there for the medium
term. While you can in-
crease the rent level in-
crementally according to
the Rent Law, it may not
be enough to cover your
outgoing expenses.

What you need to do
is manage your outgoing
expenses, so as to pre-

vent being overwhelmed
by your debt burden. You
should talk to the bank
about changing the pay-
ment terms on your mort-
gage, although it is likely
they will ask for a penalty
charge.

You could also look at
reducing your living ex-
penses, in order to save
more: while you might
not like sharing your cur-
rent flat, you may have to
live with the situation in
the short-term.

Looking to the future,
it’s worth remembering
that you own a valuable
asset with your property.
Unlocking the value of
the property will enable
you to resolve your debt
situation and regain your
sense of freedom. You
need to plot the course to
this point, and be careful
not to incur further debt
along the way.

Michael Walton is Director of
General Insurance at Nexus, one

of the region's leading financial
advisor. Views expressed here are the
author's own and do not necessarily
reflect the views of Gulf News. If
you have any questions please email
at advice@gulfnews.com.



