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 Upgrade FV to reflect new USD/EGP exchange rate; maintain Neutral  
We raise our FV 18% to EGP0.87/share, implying 8% downside; hence, we 
maintain our Neutral rating. Our calculated 2016e NAV is EGP2.9/share (from 
EGP2.5/share); the upgrade is driven by the translation impact of the new 
USD/EGP exchange rate; however, we maintain the assigned discount to NAV 
unchanged at 70%, the highest discount within our coverage, along with 
Heliopolis Housing, to reflect our continued concern over the timeline at 
which the company would realise the value of its land bank, along with the 
lack of long-term visibility, given the company’s current limited land bank.  

 

 Return of phase III land: the main driver for our bull case   
We introduce bull-bear scenarios, to gauge the sensitivity of our fair value to 
different market conditions. Under the bull case (FV: EGP5.45/share), we 
assume: i) the phase III land is returned (contributes c90% of the differential 
between our base and bull case fair values); ii) higher selling prices to ERC’s 
land bank; and iii) assign a lower discount-to-NAV of 60%. Our bear case (FV: 
EGP0.48/share) assumes lower selling prices to the company’s land bank and 
a higher discount-to-NAV of 80%, on increased concerns over the 
monetisation of value. 

 

 A less attractive investment proposition versus peers  
We believe ERC offers a less attractive investment opportunity compared to 
its local peers, given: i) that it is a one-project company, with limited land 
bank (3.2 million sqm); ii) the nature of its business model, as a master-
developer, limiting its ability to fully leverage on the increased demand on 
secondary homes; iii) its high-risk-profile, given its association with the 
vulnerable tourism segment; vi) reduced activity since 2H2015, on the back of 
the slowdown witnessed in Egypt’s tourism activity, triggered by the Russian 
plane crash last October; and v) the absence of positive signs/indications 
regarding the reversal of the TDA’s decision to withdraw the phase III land. 
We note that the return of the phase III land would improve the company’s 
outlook significantly - even if returned at a higher price - as this would 
multiply ERC’s residual land bank, making the long-term story more 
compelling and offering higher potential for growth with more room for 
land sales and development projects. 

Key Financial Highlights 
Dec Year End (EGP mn) 2015a 2016e 2017e 2018e
Revenue 400.4 390.2 347.5 344.2
EBITDA 223.9 207.6 86.2 60.9
Net Attributable Income 217.9 138.5 53.1 35.7
EPS (EGP) 0.13 0.05 0.03 0.01
Price to Earnings (x) 7.1 18.6 27.7 71.2
Dividend Yield (%) 0.0 0.0 0.0 0.0
Net Debt (Cash) (174.7) (285.7) (485.4) (700.4)
ROAE (%) 29.7 15.2 5.3 3.4

Source: Egyptian Resorts Company (ERC), EFG Hermes estimates 
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DataMiner 
(Dec Year End) In EGP million, unless otherwise stated 2015a 2016e 2017e 2018e
Income Statement 
Revenue 400.4 390.2 347.5 344.2
EBITDA 223.9 207.6 86.2 60.9
EBIT 198.7 183.4 61.9 36.6
Taxes and Zakat (0.8) 40.3 15.4 10.4
Minority Interest (0.4) 0.4 0.1 0.1
Reported Net Income 217.9 138.5 53.1 35.7
Attributable Net Income 217.9 138.5 53.1 35.7
Balance Sheet 
Cash and Cash Equivalents 174.8 285.7 485.4 700.4
Total Current Assets 1,046 1,268 1,361 1,424
Total Non-Current Assets 578.1 568.5 559.5 551.2
Total Assets 1,624 1,836 1,921 1,975
Total Current Liabilities 463.3 529.4 552.3 565.2
Total Non-Current Liabilities 273.5 281.1 289.4 295.2
Total Liabilities 736.7 810.5 841.8 860.4
Minority Interest 44.8 44.8 44.8 44.8
Total Equity 887.4 1,026 1,079 1,115
Total Net Debt (174.7) (285.7) (485.4) (700.4)
Cash Flow Statement 
Cash Operating Profit after Taxes (39.5) 164.8 77.3 60.0
CAPEX and Investments 2.4 (0.4) (0.4) (0.4)
Free Cash Flow 4.6 197.4 209.0 225.3
Net Financing (8.8) 0.0 0.0 0.0
Change in Cash (4.2) 188.7 202.5 215.4
Per Share Financial Summary 
Normal Reported EPS (EGP) 0.1 0.1 0.0 0.0
Reported Dividend Per Share (EGP) 0.00 0.00 0.00 0.00
Book Value Per Share (EGP) 0.80 0.93 0.98 1.02
Valuation Metrics 
Price to Earnings (x) 7.1 18.6 27.7 71.2
Price to Book Value (x) 1.2 1.0 1.0 0.9
Price to Cash Flow 4.99 4.71 4.37 5.01
FCF Yield (%) 20.00 21.18 22.83 19.92
Dividend Yield (%) 0.0 0.0 0.0 0.0
EV / EBITDA (x) 4.4 4.8 11.5 16.2
EV / Invested Capital (x) 1.4 1.3 1.7 2.4
ROAIC (%) 30.8 30.8 11.6 9.3
ROAE (%) 29.7 15.2 5.3 3.4
KPIs 
Revenue Growth (%) 680.2 (2.6) (10.9) (0.9)
EBITDA Growth (%) 479.8 (7.3) (58.5) (29.3)
Gross Profit Margin (%) 60.4 63.5 40.1 35.5
EBITDA Margin (%) 55.9 53.2 24.8 17.7
EBIT Margin (%) 49.6 47.0 17.8 10.6
Effective Tax Rate (%) 0.4 (22.5) (22.5) (22.5)
Net Debt (Cash) / BV (x) (0.2) (0.3) (0.4) (0.6)
Net Debt (Cash) / EBITDA (x) (0.8) (1.4) (5.6) (11.5)

Source: Egyptian Resorts Company (ERC), EFG Hermes estimates 
 

Investment Thesis 

Egyptian Resorts Company, ERC, is a master 
developer of the Sahl Hasheesh project that 
overlooks the Red Sea coast. The company’s 
target market is focused on sub-developers 
that are developing residential communities 
and hotels within the project. ERC has 
access to 3.2 million sqm of residual land, 
with initial plans to develop around half of 
the area into a large community, Sawari, 
and sell the remaining part to third-party 
developers. Currently, land sales constitute, 
predominantly, ERC’s biggest revenue and 
cash generator. The company also develops, 
constructs and markets residential and 
commercial real estate and provides 
community management services and supply 
utilities. ERC has a relatively limited land 
bank and high volatility profile being linked 
to the tourism activity in the country, which
makes it a less attractive investment 
opportunity compared to its local peers, in 
our opinion; however, we believe ERC’s 
valuation and growth potential will be 
affected significantly, should the company 
regain title for its 20 million sqm phase III
land. This will add EGP8.0 billion 
(EGP7.6/share) to our 2016e NAV, on our 
numbers, assuming USD58 price/sqm (50% 
discount to assumed selling prices) and 
EGP2.29/share to our fair value. 

Valuation and Risks 

We set our fair value of EGP0.87 per share 
based on 0.3x 2016e NAV, where we think 
the stock should trade at a steep discount to 
its full NAV, which we estimate at EGP2.9 
per share. Our NAV is derived by valuing the 
company’s land bank based on recent land 
sales transaction prices within the 
community, according to management 
disclosure, which has been picking up 
recently, with improvement in Egypt’s 
political situation and better tourism activity. 
We assign a 70% discount to our calculated
2016e NAV; the highest within our coverage 
universe in Egypt, in line with that applied to 
Heliopolis Housing, given the company’s 
current business model adopted being a 
master developer and our relatively low 
visibility regarding development plans. 
Should the company manage to regain 
ownership over 20 million sqm phase III 
land, this will add EGP7.6 per share to our 
NAV, which would imply a significant upside 
potential to our valuation and offer a much 
better growth potential for the company’s 
operations, especially in light of its currently 
limited residual land. Downside risks to our 
valuation primarily include a hard landing of 
Egypt’s property market and increased 
political risk, which would affect our land 
valuation negatively. 
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I. New FV implies 8% downside; maintain Neutral  

 
 

 

 

 

 

 

 

 

 

 
 
Assessing bull-bear case scenarios to incorporate various operating market conditions  
We conducted a scenario analysis to incorporate various operating market conditions. We 
highlight that the return of the phase III land has, by far, the biggest impact on our fair value, 
which is assumed only under the bull case. Changes in selling prices and the applied discount-
to-NAV are two other factors affecting our valuation.  

 

 
 

 

 

 

Fig. 1. Stock price does not factor in the return of phase III land, which we believe is 
justifiable  

In EGP per share 

Source: EFG Hermes estimates 
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 Raise our FV 18% to EGP0.87/share to incorporate the new USD/EGP rate. 
Our calculated NAV is EGP2.9/share, up from EGP2.5/share   

 Maintain our assigned discount to NAV unchanged at 70%, which we believe 
fairly reflects our concern over ERC’s ability to fully monetise the value of its land bank 
and the uncertainty over the timeliness of this materialising     

 Introduce bull-bear case scenario analysis. The bull case scenario assumes: i) 
phase III land would return to the company; ii) higher selling prices of residual land 
plots to capture better-than-expected market conditions; and iii) apply a lower 
discount-to-NAV of 60% for an improved outlook for value monetisation. Our bull 
case yields a value of EGP5.45/share, mostly driven by the re-acquisition of 
the 20 million sqm land plot (Phase III)  

 Bear case scenario assumes lower selling prices in valuing the residual land bank 
and applirs a higher discount-to-NAV of 80%. Our bear case yields a value of 
EGP0.48/share 

 Current stock price is inclined towards the bear case scenario, indicating the 
low probability factored in by the market to the return of phase III land, which is 
justifiable, in our view, in the absence of any positive indicators of that happening in 
the short term
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 Fair value yields EGP5.45/share. We assume the return of 20 million sqm phase III land 
plot; this explains c90% of the differential between our bull and base case fair values. The 
return of phase III land plot is unlikely in short term, in our opinion, given the lack of 
positive newsflow in this regard and the lawsuit being postponed a number of times   

 Assume an improvement in the prospects of Egypt tourism sector, driving the appetite for 
investments in the sector and thus increasing the demand for land in Sahl Hasheesh and 
consequently selling prices. We incorporate a 20% premium to selling prices (USD159/sqm 
to the land allocated to Sawari, USD138/sqm elsewhere) compared to the rates assumed in 
the base case  

 Assign a lower discount-to-NAV of 60% on faster-than-expected ability to monetise the 
company’s land bank 

 

 

 
 Fair value yields EGP0.48/share. Assume current slowdown seen starting 2H2015 would 

continue, indicating continued lack of appetite for investment in the sector and therefore 
lower selling prices (USD104/sqm to the land allocated to Sawari, USD92/sqm elsewhere)  

 Assign a higher discount-to-NAV of 80% on increased concerns over the monetisation of 
the company value 

 Exclude phase III land plot from our valuation, in line with our base case assumptions  

 

 

 

 

 

 

 

Fig. 1. Summary of the valuation of our three scenarios  
In EGP million, unless otherwise stated  
 Bull case Base case Bear case 

 
Area 

(‘000 sqm) 
Price 

(USD/sqm) 
Land value 

 
Price 

(USD/sqm) 
Land value 

 
Price 

(USD/sqm) 
Land value 

 

Phase 1  500 138 481.0 115 401.0 92 321.0 

Phase 2  1,100 138 1,059 115 882 92 706 

Sawari 1,100 156 1,197 130 997 104 798 

Residual land plots (SHC) 528 138 508 115 424 92 339 

Phase 3 20,000 69 10,695     

Total    13,940  2,704  2,164 

NAV   14,299  3,063  2,522 

NAV/share - EGP   13.62  2.90  2.40 

Assigned discount to NAV   60%  70%  80% 

Fair value/ share - EGP   5.45  0.87  0.48 

Source: EFG Hermes estimates  

The return of phase III land is the major driver for our bull case scenario  

Bear case scenario assumes a slowdown in operating environment and lower 
ability to monetise value  
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Fig. 2. Base case valuation 
breakdown driven by the Sawari 
project 

 

Source: EFG Hermes estimates 

Fig. 3. Bull case; Phase III land plot 
constitute 75% of our valuation 
   

 

Source: EFG Hermes estimates 

Fig. 4. Bear case valuation 
breakdown is similar to our base 
case; however on lower valuation

 

Source: EFG Hermes estimates 
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II. Financial statements 

Income Statement (Dec Year End) 

In EGP million 2015a 2016e 2017e 2018e
Total Revenue 400 390 347 344
COGS 159 142 208 222
Gross Profit 242 248 139 122
Gross Profit Margin (%) 60.4 63.5 40.1 35.5
SG&A 49 71 81 89
Other Operating Income (Expense) 6 7 3 3
EBITDA 224 208 86 61
EBITDA Margin (%) 55.9 53.2 24.8 17.7
Depreciation and Amortisation (25) (24) (24) (24)
Net Operating Profit 199 183 62 37
Net Interest Income (Expense) 18 10 6 9
Other Non-Operating Income (Expense) 2 (12) 1 1
FX Gains (Loss) 0 0 0 0
Net Provisions 2 2 0 0
Income before Taxes and Zakat 217 179 69 46
Taxes and Zakat (1) 40 15 10
Reported Net Income 218 138 53 36
Normal Reported EPS (EGP) 0.1 0.1 0.0 0.0

Source: Egyptian Resorts Company (ERC), EFG Hermes estimates 
 
 



 

 
7 / 11 pages

26 April 2016

Real Estate Management & Development | Egypt 

EGYPTIAN RESORTS COMPANY (ERC)
 

Balance Sheet (Dec Year End) 

In EGP million 2015a 2016e 2017e 2018e
Cash 175 286 485 700
Short-term Receivables and Prepayments 336 457 386 273
Investments & Financial Assets (ST) 0 0 0 0
Inventory / Finished Units 527 516 480 439
Other Current Assets 8 9 10 11
Total Current Assets 1,046 1,268 1,361 1,424
PP&E 140 116 92 69
Net Development Properties 154 154 154 154
Other Non-Current Assets 284 298 313 328
Total Non-Current Assets 578 568 560 551
Total Assets 1,624 1,836 1,921 1,975
Issued Capital and Share Premium 1,050 1,050 1,050 1,050
Treasury Shares 0 0 0 0
Reserves 132 132 132 132
Retained Earnings (339) (201) (148) (112)
Net Worth 843 981 1,034 1,070
Minority Interest 45 45 45 45
Total Equity 887 1,026 1,079 1,115
Long-Term Debt 0 0 0 0
Land Purchase Liabilities 273 279 287 293
Other Non-Current Liabilities 0 2 2 2
Total Non-Current Liabilities 273 281 289 295
Short-term Payables and Accrued Expense 148 127 173 185
CPLTD 0 0 0 0
Customer Advance Payments (ST) 70 156 160 165
Development Liabilities (ST) 156 156 126 120
Land Purchase Liabilities (ST) 73 75 76 78
Total Current Liabilities 463 529 552 565
Total Liabilities 737 810 842 860
Total Equity and Liabilities 1,624 1,836 1,921 1,975

Source: Egyptian Resorts Company (ERC), EFG Hermes estimates 

 

 

Cash Flow Statement (Dec Year End) 

In EGP million 2015a 2016e 2017e 2018e
Cash Operating Profit after Taxes (40) 165 77 60
Change in Working Capital 42 33 132 166
Cash Flow after Change in Working Capital 2 198 209 226
CAPEX and Investments 2 0 0 0
Free Cash Flow 5 197 209 225
Non-Operating Cash Flow 0 (9) (7) (10)
Cash Flow before Financing 5 189 202 215
Net Financing (9) 0 0 0
Change in Cash (4) 189 202 215

Source: Egyptian Resorts Company (ERC), EFG Hermes estimates 



 

 

8 / 11 pages 

 

RATING AND FAIR VALUE CHART 
 
 

 
 

 
 
 

 RATING DISTRIBUTION 
 

Rating Coverage Universe %  
   

Buy 53%  
Neutral 38%  

Sell 10%  
N/R U/R 0%  
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ANALYST CERTIFICATION 
 
We, Mai Attia and Sara Boutros, hereby certify that the views expressed in this document accurately reflect our personal views about the securities and companies that are the subject 
of this report. We also certify that neither we or our spouse[s] or dependants (if relevant) hold a beneficial interest in the securities that are subject of this report. We also certify that 
no part of our respective compensation was, is, or will be, directly or indirectly, related to the specific recommendations or view expressed in this research report. 

 
 
IMPORTANT DISCLOSURES 
 
EFG Hermes Holding, or any of its subsidiaries or officers (other than the authors 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 EFG Hermes Holding SAE and its subsidiaries (together and separately, “EFG Hermes”) for third parties may own the securities that are the subject 
of this report. EFG Hermes may own shares in one or more of the aforementioned funds or in funds managed by third parties. The author(s) 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(s) has/have no discretion. The Investment Banking 
division of EFG Hermes may be in the process of soliciting or executing fee-earning mandates for companies (or affiliates of companies) that are either the subject of this report or 
are mentioned in this report. Research reports issued by EFG Hermes are prepared and issued in accordance with the requirements of the local exchange conduct of business rules, 
where the stock is primarily listed. 

 
 
INVESTMENT DISCLAIMERS  
 
This research report is prepared for general circulation and has been sent to you as a client of one of the entities in the EFG Hermes Group and is intended for general information 
purposes only. It is not intended as an offer or solicitation or advice with respect to the purchase or sale of any security.  
 
It is not tailored to the specific investment objectives, financial situation or needs of any specific person that may receive this report. This research report must not be considered as 
advice nor be acted upon by you unless you have considered it in conjunction with additional advice from an EFG Hermes entity with which you have a client agreement. We strongly 
advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs.  
 
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on fundamental analysis of the company’s future 
prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment recommendation(s) and fair value estimate(s) for the 
company or companies mentioned in this report. Readers should understand that financial projections, fair value estimates and statements regarding future prospects may not be 
realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change without notice. 

 
Although the information in this report has been obtained from sources that EFG Hermes believes to be reliable, we have not independently verified such information and it may not 
be accurate or complete. EFG Hermes does not represent or warrant, either expressly or implied, the accuracy or completeness of the information or opinions contained within this 
report and no liability whatsoever is accepted by EFG Hermes or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or opinions or 
otherwise arising in connection therewith.  
 
The decision to subscribe to or purchase securities in any offering should not be based on this report and must be based only on public information on such security and/or 
information made available in the prospectus or any other document prepared and issued in connection with the offering. 
 
Investment in equities or other securities are subject to various risks, including, among others, market risk, currency risk, default risk and liquidity risk. Income from such securities, 
and their value or price may therefore fluctuate. Basis and levels of taxation may change which would impact the expected return from such securities. Foreign currency rates of 
exchange may affect the value or income of any security mentioned in this report. Investors should therefore note that by purchasing such securities, including GDRs, they effectively 
assume currency risk.  
 
This report may contain a short- or medium-term recommendation or trading idea, which underscores 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 our fundamental equity rating, which reflects, 
among other things, both a longer-term total return expectation and relative valuation of equity securities relative to other stocks within their wider peer group. Short-term trading 
recommendations may therefore differ from the longer-term stock’s fundamental rating. 
 

For Entities and Clients in the United States 
EFG Hermes Holding SAE is not registered as a broker-dealer with the US Securities and Exchange Commission, and it and its analysts are not subject to SEC rules on securities 
analysts’ certification as to the currency of their views reflected in the research report. EFG Hermes Holding SAE is not a member of the Financial Industry Regulatory Authority (FINRA) 
and its securities analysts are not subject to FINRA’s rules on Communications with the Public and Research Analysts and Research Reports and the attendant requirements for 
fairness, balance and disclosure of potential conflicts of interest. 
 
This research report is only being offered to Major US Institutional Investors and is not available to, and should not be used by, any US person or entity that is not a Major US 
Institutional Investor. EFG Hermes Holding SAE cannot and will not accept orders for the securities covered in this research report placed by any person or entity in the United States.  
Orders should be placed with our correspondent, Auerbach Grayson & Co. 212-557-4444. 
 
A Major US Institutional Investor who may receive and use this report must have assets under management of more than USD100,000,000 and is either an investment company 
registered with the SEC under the US Investment Company Act of 1940, a US bank or savings and loan association, business development company, small business investment 
company, employee benefit plan as defined in SEC Regulation D, a private business development company as defined in SEC Regulation D, an organization described in US Internal 
Revenue Code Section 501(c)(3) and SEC Regulation D, a trust as defined in SEC Regulation D, or an SEC registered investment adviser or any other manager of a pooled investment 
vehicle.  
 

Investment Banking Business 
 
EFG Hermes, or any of its subsidiaries does and seeks to do business with companies mentioned in its research reports or any of their affiliates. As a result, investors should be aware 
that the firm or any of its subsidiaries may have a material conflict of interest that could affect the objectivity of this report. 
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GUIDE TO ANALYSIS  
 
EFG Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional economic 
environment. 
 

In special situations, EFG Hermes may assign a rating for a stock 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% 
Neutral (10%) and 15% 
Sell Below (10%) 
 
EFG Hermes policy is to 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 stock 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 stock immediately. However, if a stock has been outside 
of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to review the rating. 
 
 

COPYRIGHT AND CONFIDENTIALITY
 
No part of this document may be reproduced without the written permission of EFG Hermes. The information within this research report must not be disclosed to any other person if 
and until EFG Hermes has made the information publicly available. 
 
 

CONTACTS AND STATEMENTS 
 
Report prepared by EFG Hermes Holding SAE (main office), Building No. B129, Phase 3, Smart Village, KM 28, Cairo-Alexandria Desert Road, Egypt 12577, Tel +20 2 35 35 6140 | Fax 
+20 2 35 37 0939 which has an issued capital of EGP 2,391,473,750. 
 
Reviewed and approved by EFG Hermes KSA (closed Joint Stock Company) which is commercially registered in Riyadh with Commercial Registration number 1010226534, and EFG 
Hermes UAE Limited, which is regulated by the DFSA and has its address at Level 6, The Gate, DIFC, Dubai, UAE. The information in this document is directed only at institutional 

investors. If you are not an institutional investor you must not act on it. 
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efghermesresearch.com 
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