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2Q2011 Results: In the Red, but Income Statement
Numbers Irrelevant for Now

Maintain FV and Rating; Upside Risk if ERC Repurchases Phase III Land
We maintain our Sell recommendation and our fair value (FV) of EGP0.90/share. Our FV
carries some upside risk should ERC restore its Phase III land on favourable terms. Our
FV stood at EGP1.40/sqm before the withdrawal of Phase III and was based on the old
purchase price of cUSD1.50/sqm. We note that according to historical news reports, the
TDA offered to return the land to ERC at a price of USD8.75/sqm. We see the new land
valuation as excessive and unaffordable, even in light of the company’s strong balance
sheet. We believe that the final payment terms proposal should be the main
determinant of ERC’s decision to repurchase the plot.

KEY FINANCIAL HIGHLIGHTS
December Year End (EGP mn)

2010a

2011e

2012e

2013e

Revenue
Net Income
P/E* (x)
P/BV* (x)

15
(4)
(273)
1.15

14
(30)
(35)
1.03

93
15
70
1.02

900
150
7
0.89

*Price as at 17 August 2011
Source: Egyptian Resorts Company (ERC), EFG Hermes estimates
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Price

EGP1.00*

Fair Value

EGP0.90

Last Div. / Ex Date

N/A

Mkt. Cap / Shares (mn)

EGP1,050 / 1,050

Av. Mthly Liqdty (mn)

EGP213

52-Week High / Low

EGP2.19 / EGP0.78

Bloomberg / Reuters

EGTS EY / EGTS.CA

Est. Free Float

39%

SHARE PRICE PERFORMANCE RELATIVE
TO HFI REBASED
Price (EGP)
HFI (Rebased)

2.5
2.0
1.5
1.0
0.5

17-Aug-11

Balance Sheet Remains Liquid
The cash balance stood at EGP223 million and total receivables at EGP373 million. The
only sizable commitments on the company’s books amounted to EGP228 million in
land purchase liabilities due to the Tourism Development Authority (TDA) for Phase III,
and EGP113 million as a development commitment for historical land sales.

STOCK DATA

17-May-11

Top Line Supported by Minimal Land Revenues in Sawari
ERC closed 2Q2011 with no new land sales and revenues generated solely by its utilities
business, minimal land revenue recognised from its Sawari project, and accrued revenue
and interest on collected instalments from historical sales. Total revenues in 2Q2011 of
EGP12.3 million were almost unchanged from 1Q2011 versus our EGP7.0 million
forecast. Land revenues of EGP4.1 million generated by Sawari sales were not part of
our projections. Accrued revenues of EGP1.8 million were almost in line with our EGP2
million estimate. Services and utilities revenues in 2Q2011 came in at EGP5.9 million,
slightly above our EGP5 million forecast.
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Negative Gross Profit Margin on Services, Impairments Drive Net Loss
Egyptian Resorts Company (ERC) reported a negative gross margin of 17% in 2Q2011
at the utilities segment level, down from a positive 13% in 1Q2011 and a negative 4%
in 2Q2010. Total gross profit margin reached 19% in 2Q2011, supported by highmargin land revenues. The company also booked impairments to receivables of EGP4.6
million in 2Q2011, which pushed earnings into negative territory. Net losses amounted
to EGP2 million in 2Q2011. We note that in the absence of significant land sales we
assign little importance to ERC’s quarterly income statement numbers.
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companies that are the subject of this report. We also certify that neither we nor our spouses or dependants (if relevant) hold a beneficial interest in the securities
that are the subject of this report. EFG Hermes Holding SAE hereby certifies that neither it nor any of its subsidiaries owns 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 authors 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 they have no
discretion. The Investment Banking division of EFG Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the
subject of this report or are mentioned in this report.
DISCLAIMER
This Research has been sent to you as a client of one of the entities in the EFG Hermes group. This Research 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.
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a 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
recommendations and fair value estimates for the company or companies mentioned in this report. 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. 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. This research
report is prepared for general circulation to the clients of EFG Hermes 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. We strongly advise potential investors to seek financial guidance when determining whether an investment is
appropriate to their needs.

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.
Effective 16 December 2009, EFG Hermes changed its investment rating approach to a three-tier, long-term rating approach, taking total return potential together
with any applicable dividend yield into consideration.
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.
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