








B- Rental income

In the recent years, Solidere has realized steady rental income from its office
buildings. It is worth noting that, despite the sit-in by the opposition that
has partially paralyzed the upper part of the BCD area, the Company was
able to maintain the same level of revenues from its rented properties,
amounting to USD 20.8 mn in 2007.

Rental income is set to increase significantly with the introduction of the
South Souks in H2 2009; management has pre-leased 90% of the total
rentable area securing a steady stream of cash inflows in the medium term
(according to our estimates generating revenues in excess of USD 20 mn in
the first full year of operations).
The North Souks have an expected delivery time of 2.5 to 3 years (projected
completion in 2012) and are expected to generate rental revenues of USD
15 mn in 2012, growing to USD 17 mn in 2014.
Furthermore, we have deduced from discussions with management that
the Company might increase its investment property portfolio by
developing additional commercial, retail and residential projects for rental
purposes.
We have projected an additional 150,000 sqm of BUA to be developed
which would generate as of 2017 USD 25 mn in rental revenues.
By end 2012 total revenues generated by rented properties are expected to
amount to USD 69 mn.

C- Revenues generated from project management and consulting services

As for the revenues generated by project management and consulting
services, it is pertinent to note that this segment constituted an average of
0.75% and 0.22% of the total revenues in 2006 and 2007 respectively.
However the revenues generated from project management and consulting
services are set to increase in the years to come as a result of Solidere’s
strategy to diversify its revenue mix and its increasing focus on this
segment as a revenue driver.

Revenues generated from rental
income and project management
are expected to increase as a
result of the Solidere’s strategy
to diversify its revenue mix

“
Million USD

Graph 5:  Solidere’s gross rental income
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Graph 6:  Solidere’s revenues from project management and consulting services
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EBITDA is expected to 
appreciate in the years to come“

Solidere is expected to record
an increasing net income in line
with its EBITDA
“

EBITDA 

Solidere’s EBITDA margin has improved from 49% in 2006 to 73% in 2007.
This improvement came on the back of surging revenues generated from
land sales and a positive net contribution of the Company’s associate,
Solidere International, whose share results were USD 68 mn in 2007.

It is expected that EBITDA margins will increase in the years to come as the
cost of land is almost fully incurred (with an expected remaining cost of less
than USD 150 mn to complete infrastructure in the reclaimed area), while
revenues are set to increase drastically. The constant cost of land is calculated
at USD 505 per sqm of BUA throughout the life of the project.

Going forward, the cost of revenues will have a predictable pattern (cost of
land, charges on rented properties and cost related to project management
& consulting services), while SG&A should grow at an average rate of 7.9%
per year.

For the reasons that are stated later in the “Valuation” section, we did not
forecast any result for Solidere International. Therefore forecasts are on a
standalone basis for Solidere.

Net income

Solidere achieved a consolidated after tax net profit of USD 132 mn in 2006
and USD 224 mn in 2007 which includes the Company’s share result from
Solidere International. In 2007, the strong growth in net profit (+ 70%) came
on the back of significant growth in revenues from land sales and the net
profit generated by Solidere International. All the above resulted in the  net
profit margin increasing from 48% in 2006 up to 66% in 2008. 

Solidere is expected to record an increasing net income in line with its
EBITDA. We expect bottom line figures to rise above EBITDA by 2015 due to
increasing interest income versus stable interest expense forecasts.
Net income is projected to reach USD 237 mn in 2009 and USD 435 mn in
2011, excluding Solidere International’s potential share of income. The
resulting CAGR of Net Income from end 2007 till end 2012 should amount
to 16.8%.

�

�

Million USD

Graph 7:  Solidere’s EBITDA and EBITDA margin
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Dividend policy 

As of end 2007, accumulated profits available for distribution amounted to
USD 194.5 mn, and do not include consolidated profits from its affiliated
companies until they are distributed.
In this regard, a dividend per share equal to USD 1 was distributed in 2008
for the 2007 exercise.  

We have projected a dividend distribution based on a dividend payout ratio
of 70% (in line with the 2007 payout ratio). The reason is that projected
investments will be minimal leading to a cash surplus and little reinvestment
possibilities.

Liquidity

Solidere has adequate cash reserves. The Company’s cash position at end
2004 stood at USD 116 mn, up to USD 328 mn at end 2007. Its accounts and
notes receivables grew in parallel from USD 211 mn at end 2004 to USD 319
mn during the same period.

The cash and cash equivalents (including investment securities) of the
Company increased at the end of 2007 to USD 323 mn, up from USD 114 mn
in 2006.

All in all, the Company has increased its liquid assets/total assets ratio from
16% by end 2004 up to 27% by end 2007, implying a good liquidity
position.

With the depletion of Solidere’s land bank and the consolidation of its cash
position this ratio is expected to increase in the years to come. 

Highly liquid status“

�

�

Million USD

Graph 8: Solidere’s net income and net income margin
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In 2007, Solidere recorded a 
significant decrease in the long
term debt figure
“

Below is a graph depicting Solidere’s asset structure from 2004 to 2012.

On the other hand, the financial statements show a significant decrease in
the long term debt figure from USD 27 mn in 2006 to approximately USD 7
mn in 2007, bearing in mind that the Company relied on short term
facilities that reached USD 181 mn by end 2007 and which have been
repaid partially repaid in 2008.

Profitability

As depicted in the graph below, Solidere has historically recorded growing
return on average assets (ROaA) and return on average equity (ROaE) ratios.
We expect these ratios to appreciate from 9% and 12% in 2009 to 16% and
20% in 2012 respectively, as a result of the Company’s increasing net
income projections.

�

Graph 9: Solidere’s asset structure
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Graph 10: Profitability ratios

ROaE

ROaA

25%

20%

15%

10%

5%

0%

20
04

20
05

20
06

20
07

20
08

e

20
09

f

20
10

f

20
11

f

20
12

f

 
Source: Solidere and FFA Private Bank



Valuation Our approach to providing a fair value estimate for Solidere is based on a
discounted cash flow (DCF) methodology as we perceive the Net Asset
Value (NAV) of a real estate company, even though is a strong indicator of
how much value can be generated at a point in time, fails to pinpoint
multiple factors essential to derive a fair value.

The Net Asset value methodology dismisses future potential growth in
price and scope while undermining the managerial factor. Furthermore, it
would require constant updates whenever prices of land fluctuate, leading
in improving market conditions such as is the case in Lebanon, to inaccurate
valuations.

On the other hand, the DCF methodology comprises all elements to
properly reflect the fair value of Solidere, taking into consideration the time
factor and the free cash flows generated from land sales, rentals, project
management, country risk and equity risk.

Furthermore, because of the lack of visibility on the real estate regional
scene and the early stage of Solidere International, we have decided to
calculate an NPV for Solidere on a standalone basis, based on a DCF valuation
and to add to this value a present value for its share of Solidere International
equivalent to its book value. Although we fully understand the limits of
such methodology, we believe it reflects a fair and conservative value of the
Company. 

This implies an important upside potential to the Solidere fair value should
Solidere International achieve its targets.

Solidere’s DCF (excluding Solidere International) spans a projection period
of 11 years (until the estimated erosion of the land bank) and only accounts
for perpetual growth of 5% on its net rental and project management
revenues for terminal value (all recurring and sustainable cash inflow
streams), in addition to remaining receivables beyond the projection period.

The discount rate for Solidere has been calculated as follows:

For the risk free rate and the country premium, we have used the Eurobond
2016 yield as of January 2009.

The equity premium has been deduced from comparatives taking into
consideration the strong liquidity position of the Company, the scarcity of
its land bank and the relative visibility of its cash inflows.

Due to the nascent status of
Solidere International and to
the instability witnessed on the
real estate regional scene, we
have decided to account for the
book value of the Company

“

Risk Free Rate + Country premium = 8.55%

+

Equity premium = 4%

Cost of equity = 12.55%
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By applying a discount rate of
12.55%, the DCF methodology
yields a fair value target of USD
29 per share

“
Our fair value estimate, derived from the DCF of Solidere on a standalone
basis and book value of Solidere International, amounts to USD 29 per
share, resulting in a 99% upside potential. It is worth noting that any
positive outcome from Solidere International would have an important
impact on the Solidere share price. We, accordingly, assign a Strong buy
recommendation to Solidere.

Sensitivity analysis

Any change in the stability of the country might have an important impact
on the country risk (positively or negatively). Thus, we have performed a
sensitivity analysis to pinpoint the result of a one percent change in the
discount rate on the fair value estimate of the stock price.

Table 7: DCF Sensitivity analysis

Discount rate 13.55% 12.55% 11.55%

Fair value per share USD 27 USD 29 USD 31



Financial statements

2012f2011f2010f2009f2008e20072006in 000 USD

786,075
5,826

71,690
882,173
873,665
256,199
287,459

48,694

3,182,192

99,029
153,050
104,177
312,440

-
2,347

654,089
2,528,103
3,182,192

568,017
5,826

66,084
772,485
988,625
228,242
287,459

47,647

2,964,522

104,241
145,762

88,429
297,562

-
2,347

631,160
2,333,362
2,964,522

406,999
5,826

61,222
697,957

1,095,697
201,617
287,459

46,650

2,766,045

115,823
138,821

71,235
283,392

-
4,694

606,730
2,159,315
2,766,045

293,743
5,826

56,178
597,744

1,189,761
176,260
287,459

45,700

2,585,367

128,693
132,211

52,501
269,897

-
4,694

577,424
2,007,944
2,585,367

180,668
5,826

46,945
473,815

1,266,667
166,251
287,459

44,796

2,477,002

142,992
120,192

46,084
257,045

-
4,694

563,728
1,913,274
2,477,002

327,848
10,063
34,449

318,735
1,404,711

150,349
287,459

35,642

2,569,255

181,186
99,358
46,213

233,147
170,280

7,041

737,226
1,832,029
2,569,255

106,203
8,611

28,253
348,943

1,457,805
150,652

-
26,115

2,126,582

48,362
83,324
30,878

168,306
-

27,063

357,932
1,768,650
2,126,582

-  Cash and bank balances
-  Investment securities
-  Prepayments and other debit balances
-  Accounts and notes receivables, net
-  Inventory of land and projects in progress
-  Investment properties, net
-  Investment in an associate
-  Fixed assets, net

•  Total Assets

-  Bank overdrafts and short term facilities
-  Accounts payables and other liabilities
-  Dividends payable
-  Deferred revenues and other credit balances
-  Deferred credits
-  Loans from banks and financial institutions

•  Total Liabilities
•  Total Shareholders' Equity
•  Total Liabilities and Shareholders' Equity

Balance Sheet �

2012f2011f2010f2009f2008e20072006

557,588 
69,362 

3,317 

630,268 

(88,996)
(13,675)

(995)

526,602 

(26,508)
-
-

(3,490)
-
-

496,604 
(2,765)

493,839 
76,467

570,306
-83,453

486,853

517,468 
47,346 

2,370 

567,184 

(77,265)
(10,270)

(711)

478,938 

(24,555)
-
-

(2,989)
-
-

451,394 
(2,634)

448,761 
60,680

509,441
-74,323

435,118

465,000 
44,188 

1,693 

510,880 

(75,750)
(9,342)

(508)

425,281 

(22,747)
-
-

(2,369)
-
-

400,165 
(2,508)

397,657 
45,089

442,746
-64,319

378,427

319,593 
32,513 

1,209 

353,314 

(75,750)
(7,619)

(363)

269,582 

(21,072)
-
-

(2,069)
-
-

246,441 
(2,389)

244,052 
31,926

275,978
-39,303

236,674

283,950 
21,814 

864 

306,628 

(61,345)
(7,874)

(259)

237,149 

(19,522)
294 

-
(1,594)

-
-

216,328 
(2,275)

214,053 
22,611

236,663
-33,406

203,257

288,468 
20,775 

691 

309,934 

(114,090)
(7,070)

(86)

188,688 

(18,087)
(1,854)

(670)
(8,197)

(824)
68,031 

227,087 
(1,494)

225,593
24,266 

249,859 
(25,666)

224,193 

253,344 
20,719 

2,067 

276,130 

(114,584)
(6,458)
(1,832)

153,256 

(14,305)
-

(1,320)
(3,036)

265 
-

134,860 
(1,699)

133,161 
20,039 

153,200
(21,033)

132,167 

-  Revenues from land and real estate sales
-  Revenues from rented properties
-  Revenues from project management

•  Total Revenues

-  Cost of land and real estate sales
-  Charges on rented properties
-  Cost related to project management

•  Gross Profit

-  General and administrative expenses
-  Other expenses/ revenues
-  Other taxes
-  Provisions 
-  Loss/gain on sale of investment properties
-  Share result from an associate

•  EBITDA
-  Depreciation of fixed asset
•  EBIT
-  Net Interest
•  EBT
-  Taxes
•  Net Income

Income Statement�

in 000 USD
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2012f2011f2010f2009f2008e20072006Revenue Breakdown

88.5%
11.0%

0.5%

8%
47%
11%
10%
10%
12%

8%
7%

84%
79%
77%
16%
20%

25%
2%

24%
31%

7%
9%
1%

24%
49%
51%

165
9.9

2,528
16.30

3.14
4.63
0.89

91.2%
8.3%
0.4%

11%
7%

11%
13%
13%
15%

8%
7%

84%
80%
77%
15%
19%

19%
2%

24%
37%

7%
10%

2%

24%
43%
45%

165
9.9

2,333
15.04

2.81
5.18
0.97

91.0%
8.6%
0.3%

45%
36%
45%
58%
62%
60%

8%
7%

83%
78%
74%
14%
18%

15%
2%

22%
43%

6%
10%

2%

22%
37%
39%

165
9.9

2,159
13.92

2.44
5.96
1.04

90.5%
9.2%
0.3%

13%
49%
15%
14%
14%
16%

5%
4%

76%
70%
67%

9%
12%

12%
2%

18%
49%

6%
11%

2%

18%
30%
32%

165
9.9

2,008
12.95

1.53
9.53
1.12

92.6%
7.1%
0.3%

-2%
5%

-1%
26%
-5%
-9%
4%

-4%

77%
71%
66%

8%
11%

8%
2%

17%
54%

6%
12%

2%

17%
24%
26%

165
9.9

1,913
12.34

1.31
11.10

1.18

93.1%
6.7%
0.2%

14%
0%

12%
23%
68%
70%

4%
21%

61%
73%
72%
10%
12%

13%
1%

12%
55%

6%
11%

1%

12%
26%
27%

165
9.9

1,832
11.81

1.45
10.06

1.23

91.7%
7.5%
0.7%

8%
0%
8%
8%
5%

22%
-4%
0%

56%
49%
48%

6%
7%

5%
1%

16%
69%

7%
0%
1%

16%
22%
23%

165
9.5

1,769
11.38

0.85
17.10

1.28

-  Sales revenues/total revenues
-  Rental revenues/total revenues
-  Revenues from project management 

-  Revenues from land and real estate sales
-  Revenues from rented properties
-  Total Revenues
-  Gross Profit
-  EBITDA
-  Net Income
-  Equity 
-  Assets

-  Gross Profit margin
-  EBITDA margin 
-  Net Income margin
-  ROaA
-  ROaE

-  Cash and Cash equivalents
-  Prepayments and other debit balances
-  Accounts and note receivables, net
-  Inventory of land and projects in progress
-  Investment properties, net
-  Investment in an associate (book value 2007)
-  Fixed assets net

-  Accounts receivables / Total assets
-  Cash and receivables/total assets
-  Liquid assets/total assets

-  Number of ordinary shares (mn USD)
-  Treasury shares (mn USD)
-  BV (mn USD)
-  BVPS (USD)
-  EPS (USD)
-  P/E 
-  P/BV 

KPIs and Key ratios �

2012f2011f2010f2009f2008e20072006Growth

2012f2011f2010f2009f2008e20072006Margins and Profitability

2012f2011f2010f2009f2008e20072006Asset Diversification (% of total assets)

2012f2011f2010f2009f2008e20072006Liquidity

2012f2011f2010f2009f2008e20072006Share Data
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