
 

 

ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 49 1 
UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may 
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making 
their investment decision. 

 

India 

Real Estate 

Global Equity Research

Sector Comment  

ab 

 

UBS Investment Research 
India Real Estate 
 

India's property boom 

 Strong property market growth likely in India 
We expect the Indian real estate market to grow at a 20% CAGR over the next five 
years, driven by the residential, commercial (primarily office space), and organised 
retail markets. In the near term, we expect the highest growth in the retail market. 

 Listed portion of property market is low 
Real estate accounts for 5-6% of India's GDP, but only 1% of India's stock market 
capitalisation. This is because several large companies remain unlisted and even 
the listed companies have low free floats. We believe the real estate sector market 
capitalisation will rise significantly because of primary issuances from unlisted 
companies and capital raising by listed ones. 

 SEZs an additional kicker to demand 
The government's policy of providing various tax incentives to developers of, and 
units in, special economic zones (SEZs) has resulted in significant acceleration in 
applications for SEZ development from property companies and other corporates. 
SEZs could provide an additional thrust to property development activity, both 
residential and commercial. 

 Report structure and company profiles 
In this report, we discuss real estate market structure and regulatory aspects and 
profile several property companies, Unitech, Mahindra Gesco, Ansal, Sobha, 
Anantraj, K Raheja, and Peninsula Land, which are not under UBS coverage. 
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Several unlisted sectors in 
India’s economy 
The current market-capitalisation-to-GDP ratio in India is 80%, in line with the 
ratios in other Asian markets, but significantly lower than in most developed 
markets. One reason for this is that, unlike in developed markets, there are 
several major sectors in the Indian economy that remain largely unlisted. The 
real estate, insurance, airline, logistics, and telecom sectors, among others, fall 
into this category. In most of these sectors, there are a few listed companies, but 
large companies—BSNL in the telecom sector and Indian Airlines and Indian 
Railways in the logistics sector—remain unlisted. 

Table 1: The proportion of listed companies in many sectors is low 

US$ bn Industry size Market capitalisation of listed companies Remarks 

Real estate 45 7 Unitech, Mahindra Gesco, Anant Raj are key listed companies.   

Insurance 211 NIL No direct listed plays. ICICI, Bajaj Auto, HDFC have exposure to insurance through 
joint ventures 

Airlines 42 1.7 Jet Airways, Air Deccan, and Spicejet, are the only listed companies. Several other 
low cost carriers and full-service airlines (Indian, Kingfisher) are unlisted. 

Logistics 30 5 Concor, Gateway Distriparks, and TCI are the key listed companies. Indian Railways 
and Indian Post and Telegraph are unlisted. 

Telecommunication 20 25 BSNL, the largest PSU telecom service provider, and Hutchison India, a large private 
sector company, are still unlisted. 

Consumer durables 5 2 Unlisted subsidiaries of multinational corporations (LG, Samsung, Nokia etc)  account 
for the bulk of the consumer durable industry. 

Notes: 1. Life insurance only; 2. Domestic passenger carrying market  
Source: UBS 

In this report, we focus on the real estate sector, as we believe that, among the 
emerging industries in India, the real estate industry is in an early growth stage. 
We expect significant growth in the real estate sector and we believe large real 
estate companies have a better chance of getting listed than large companies in 
other sectors. In the telecom, logistics, and airline sectors, the largest companies 
are public sector undertakings (PSUs, state-owned companies). Under the 
current government, sales of stakes in PSUs appear unlikely. 

The property, insurance, logistics, and 
telecom sectors are predominantly 
unlisted 
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Indian real estate—growth 
prospects 
In this section, we examine the size of India’s real estate market in the medium 
term and gauge the impact of gradual real estate sector listings on the Indian 
stock market. The size, in terms of total economic value of real estate 
development activity, of the Indian real estate market is currently US$40-45bn 
(5-6% of GDP)—residential (90-95% of the market), commercial (4-5%), and 
organised retail (1%). Over next five years, we expect the Indian real estate 
market to grow at a 20% CAGR, driven by 18-19% growth in residential real 
estate, 55-60% in retail real estate, and 20-22% in commercial real estate. 

Table 2: Real estate market size 

US$ bn FY05 FY10E CAGR 

Residential 38 88 18.3% 

Commercial 1.5 3.8 20.5% 

Retail 0.6 6.0 56.2% 

Total 40 98 19.5% 

Real estate market as proportion of GDP 5.6% 7.8%  

Source: CRIS INFAC industry information service, UBS estimates 

Residential real estate 
India has a shortage of housing stock in urban and semi-urban locations. The 
Planning Commission estimates that, at the beginning of the 10th five-year plan, 
the shortage of urban housing was 8.89m dwelling units. Other estimates 
indicate slightly lower shortages. For example, Housing Development Finance 
Corporation (HDFC) estimates the housing shortage at 19.8m units at the end of 
2005—7m in urban areas and 12.8m in rural areas. 

We expect the urban housing shortage to accelerate, as the urban population is 
likely to increase faster than the rural population over next 10 years. The 
Ministry of Urban Employment and Poverty Alleviation (MUEPA) estimates the 
urban population will increase at a 2.6% CAGR and the rural population at a 
1.3% CAGR for 2005-15 because of increasing migration from rural to urban 
areas. The current level of urbanisation in India is low in the Asian context; 25% 
of the population lives in urban areas in India, against 40% in China. 

We expect the Indian real estate market 
to grow at a 20% CAGR over the next 
five years 

Growing affluence and increasing 
urbanisation are likely to drive 
residential real estate demand  
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Chart 1: Housing shortage over past 40 years  Chart 2: Indian rural and urban population estimates 
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An estimation of the future size of the real estate market requires estimates for 
the number of future households and for increases in households’ purchasing 
power. The former variable determines the rate at which demand for residential 
units grows, while the latter determines the rate of decline in the shortage of 
dwelling units. For example, assuming that, by FY30, the average household 
size declines to 5.0 from the current 5.3, and that there will no longer be a 
shortage of dwelling units, an average of 4.1m dwelling units would need to be 
constructed each year.  

A simple calculation would then imply a residential real estate market size of 
US$320bn by FY30 and US$133bn by FY10, against US$38bn in FY05, 
implying a five-year CAGR of 29%. Independent economic agencies’ estimates 
of residential real estate market growth are somewhat lower. CRIS INFAC, for 
instance, estimates an 18.6% CAGR for the size of the residential Urban pucca 
non-slum (UPNS) real estate market for FY05-10, implying a total market size 
of US$88bn by FY10. 

Table 3: CRIS INFAC estimates for the residential real estate market 

‘000 units FY05 FY06 FY10E CAGR FY05-10F 

Households added in UPNS segment 1644 1700 1931 3.3% 

Total FSA added (million sq mtrs) 164 171 203 4.4% 

Total housing spend (Rs bn) 1718 2097 4034 18.6% 

Value per sq ft 974 1140 1847 13.7% 

Source: CRIS INFAC Annual Review of Housing Industry (January 2006) 

We need to consider the various demand drivers to judge the rate at which 
housing demand could be met. In addition to the rising number of households 
and the increasing urbanisation highlighted earlier, other drivers influence the 
purchasing power of households—increasing affluence, improving 
demographics (that is, an increasing proportion of the population entering the 
income-generating age bracket), and increasing penetration of retail financing 
(particularly mortgages). 

The residential real estate market could 
grow at a 19% CAGR 

Three key drivers of the residential real 
estate market are increasing affluence, 
improving demographics, and rising 
penetration of retail financing 
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Improving demographics 

In his 2 March 2006 report, The base of the Indian pyramid, UBS economist 
Sanjay Mathur argues that, over the next 20-30 years, India’s demographic 
profile will undergo a radical and positive transformation, raising the proportion 
of working-age people and reducing the proportion of dependents. Currently, 
India’s working age group (the economically active group) population is about 
700m (64% of the total population). Sanjay estimates that, by FY30, the 
economically active proportion will rise to 68%, resulting in a 270m increase in 
the economically active population number. 

Chart 3: India’s demographic pattern, 2005  Chart 4: India’s demographic pattern, 2030 (estimated) 
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In the context of the real estate sector, the critical variable is, in our opinion, the 
savings rate. Sanjay forecasts this demographic shift will cause the savings rate 
to increase from 28.1% in FY05 to 34.7% in FY25-31. 

Table 4: Impact of improving demographics on income and savings rate 

 Economically active  
(% population) 

Savings (% GDP) 
(period average) 

Consumption (% GDP) 
(period average) 

Investment (% GDP)  
(period average) 

GDP per capita 
(average annual growth) 

FY05 63.5% 28.1% 63.1% 26.3% 6.7% 

FY05-09 64.2% 29.3% 61.9% 27.5% 5.9% 

FY10-14 65.8% 31.7% 59.5% 29.9% 5.8% 

FY15-19 66.9% 33.4% 57.8% 31.6% 6.3% 

FY20-24 67.5% 34.3% 56.9% 32.5% 6.6% 

FY25-31 67.7% 34.7% 56.5% 32.9% 6.9% 

Source: UBS Economic Research estimates 

Of the savings in India’s economy, the household sector contributes 75-80%, 
implying that, if this proportion remains unchanged, household savings would 
account for 26.7% of GDP by FY31, that is US$1,211bn. Some 50-55% of 
household savings usually goes into physical assets (real estate, gold etc), so the 
addressable market for the real estate sector could amount to US$620-660bn by 
FY31, against US$81bn in FY05. 

270m people are likely to enter the 
economically active population over the 
next 25 years 

An increase in household savings rates 
implies a larger addressable market for 
real estate 
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Increasing affluence 

Over the past 10 years, India’s population has become increasingly affluent. 
National Council of Applied Economic Research (NCAER) estimates indicate 
the proportion of households in the top five income-generating segments 
increased from 0.6% in FY96 to 2.4% in FY06 and is likely to rise to 4.5% by 
FY10. The number of households in these top four income brackets is likely to 
increase at a CAGR of 20%-plus over the next five years. During this period, the 
only income group in which numbers are likely to decline is the ‘deprived’ 
category, from 65% of households to 52%. 

Table 5: Changing income distribution pattern for households in India 

 Income class  No. of households ‘000 CAGR 
 Rs ‘000 pa US$ pa 1995-96 2001-02 2005-06 2009-10 FY96-06 FY06-10 

 Deprived   <90   <2,070  131,176 135,378 132,249 114,394 0.1% -4% 

 Aspirers   90-200   2,070- 4600 28,901 41,262 53,276 75,304 6.3% 9% 

 Seekers   200-500   4,600-11,500  3,881 9,034 13,813 22,268 13.5% 13% 

 Strivers   500-1,000   11,500-22,990  651 1,712 3,212 6,173 17.3% 18% 

 Near rich   1,000-2,000   22,990-45,980  189 546 1,122 2,373 19.5% 21% 

 Clear rich   2,000-5,000   45,980-114,940  63 201 454 1,037 21.8% 23% 

 Sheer rich   5,000-10,000   114,940-229,890  11 40 103 255 25.1% 25% 

 Super rich   >10,000   >229,890  5 20 53 141 26.6% 28% 

   Total   165,877 188,193 204,282 221,945 2.1% 2.1% 

Source: NCAER estimates 

The implication of increasing affluence for real estate demand is obvious. 
HDFC estimates the current average affordability ratio for property (average 
property price divided by average annual income) in India is 4.9, implying that 
property buyers tend to invest five times their annual income in properties they 
buy. NCAER estimates for household income patterns suggest a potential 19% 
increase in the number of top four income category households, so it is 
reasonable to expect similar growth by volume in the residential real estate 
market, in our view. 

Increasing penetration of retail financing 

Over the past five years, loan disbursals from Indian housing finance companies 
have been increasing 30-40% annually. However, despite such growth, 
mortgage penetration is a low 4% of GDP in India. We believe this is because 
organised sector financing has traditionally only been available in major urban 
areas. 

Over the next five years, household 
numbers in the top four income 
categories are likely to rise at a 20-25% 
CAGR 

Mortgage penetration is low in India 
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Chart 5: Mortgages as proportion of GDP 
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We expect mortgage penetration to rise, as most banks and housing finance 
companies have aggressive expansion plans for second- and third-tier cities. 

Commercial real estate 
The size of the commercial real estate market (primarily office space) was 
23msf in FY06 (US$1.5bn in value). Demand for commercial real estate is 
driven by corporates, mainly in the service sectors. We estimate 75% of the 
demand for office space in India now comes from the IT/IT-enabled services 
(ITES) and business process outsourcing (BPO) sectors. These sectors are 
growing 25-30% annually, so it is reasonable to expect demand for office space 
from these sectors to rise at a similar pace, implying a potential market size of 
US$3.7-4.3bn by FY10. Cushman and Wakefield (C&W) estimates there will be 
demand for 70-72msf of commercial real estate in India in FY06-08 and that 
capital flows into the sector could be more than US$5bn in that period. 

Chart 6:Commercial real estate demand in India (m sq ft) 
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IT/ITES contributes about 75% of the 
demand for new commercial real estate 
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Other estimates for the commercial property market are more bullish. It is 
pertinent to look at the growth prospects for IT/ITES businesses, as these 
generate the bulk of incremental demand for office space. These businesses are 
people driven and constantly in need of office space to facilitate growth.  

McKinsey-Nasscom estimates India’s IT/ITES industry will grow at a 20% 
CAGR for FY05-15. From a base of US$22.2bn revenue in FY05, this implies 
target revenue of US$138bn by FY15, implying a need for 2.9m additional 
people over the period.  

We estimate IT/ITES businesses alone could generate demand for 450-500m sq 
ft of office space over the next 10 years, considering industry estimates of an 
average office space requirement of 160 sq ft per employee (including common 
areas) and US$40,000 annual revenue per offshore employee today (although 
estimates vary widely across IT services and BPO businesses). Our demand 
estimate would decline to 300m sq ft, if the average office space requirement 
were to decline to 100 sq ft per employee. 

Table 6: Estimated office space needed by IT/ITES businesses over the next 10 years 

US$ m  

IT/ITES - current average revenue per employee 0.04 

Target revenue in FY15 (US $ bn) 137 

Number of additional people needed (m) 2.9 

Average space per employee - current (sq ft) 160 

Average space per employee - potential, with better space productivity (sq ft) 100 

Additional space necessary by 2015 (lower end of estimate range) (m sq ft) 288 

Additional space necessary by 2015 (higher end of estimate range) (m sq ft) 461 

Source: UBS estimates 

Thus, uniform accretion to employee strength, that is 2.9m employees added at 
the rate of 300-350,000 per year, could result in 30-50m sq ft of office space 
demand per year from IT/ITES businesses over the next 10 years. Including 
demand from all other service and manufacturing industries, total demand for 
office space could be anywhere between 40m and 60m sq ft per year over the 
next 10 years, in our estimation. 

Retail segment 
Real estate development in the organised retail segment is a relatively new 
phenomenon (in the past eight-10 years), but has increased rapidly over the past 
five years. Organised retail penetration is low in India (3.2% of total retail 
turnover, that is US$7-8bn at the end of FY06).  

But, the sector is growing rapidly, with established (Pantaloon, Shoppers’ Stop, 
Tatas) and new—domestic (Reliance, Bharti, Bennett and Coleman), and 
international (Shoprite, Metro)—retailers having aggressive growth plans.  

20% CAGR in IT/ITES revenue could 
drive similar growth in commercial real 
estate demand 

Organised retail accounts for only 3-
3.5% of the retail market; independent 
research estimates a 35-45% CAGR in 
organised retail over the next five years 
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Retail industry consultant KSA Technopac estimates that organised retail could 
contribute 10% of retail turnover in India by FY10, implying that, by FY10, 
organised retail industry revenue could hit US$34bn, a 44% CAGR over the 
next four years.  

There is 45-50msf of retail space stock in India we estimate this is likely to rise 
to 100m sq ft by FY08. Some 45-50m sq ft of retail space is under construction 
in the top 13 cities of India. Beyond FY08, retail space creation could accelerate 
to 200-250m sq ft by FY12. Among major retail industry companies, Reliance 
appears to have the most aggressive growth plan, with a stated target of reaching 
more than 700 towns in India, with an estimated space requirement of about 
150m sq ft. 

Table 7: Plans of major participants in the retail industry 

Company Future plans 

Pantaloon Retail 204 new stores by 2008, expected revenue growth at 79% CAGR over FY2005-2008E. Currently has 2.1msf retail space, targets buying / leasing 
7msf additional space by FY08E 

Trent (Tata group) Targets setting up 5 new Star India Bazaar hypermarkets by FY2008E. 1msf of additional space by FY08E 

Reliance 
Industries 

Plans to reach more than 700 towns through retail formats (hypermarkets, supermarkets, and smaller stores), with estimated total space need of 
150-200msf 

Bharti Plans joint venturewith Tesco for grocery chain with investment of $1.4bn 

Source: Press reports, UBS estimates 

Rentals (Rs250/sq ft on average) account for the largest proportion of costs for 
retailers in India. Average annual revenue/sq ft for retail space is Rs7,500-8,000, 
so we estimate that, by FY10, India’s organised retail sector will need almost 
200m sq ft of space, implying additional requirements of 35-40m sq ft per year 
on average. We believe the demand could be back-ended (50msf in each of 
FY09 and FY10), as large requirements (for example, from Reliance) could 
emerge beyond FY08. 

Table 8: Estimated retail sector real estate space demand over the next four years 

Target organised retail industry size in FY10 (Rs bn) 1564 

Average annual revenue per sq ft (Rs) 7500-8000 

Required organised retail space in FY10 (msf) 196 

Additional space required over FY06-10 (msf) 146 

Average incremental demand per year (msf) 36 

Source: KSA Technopak, UBS estimates 

SEZs: an additional kicker 
In April 2000, the government introduced a policy to set up SEZs to provide an 
internationally competitive and hassle-free environment for exports. The policy 
was modified in November 2005 and ratified in February 2006. Interest in SEZs 
has picked up among Indian corporates recently, as, after 2009, SEZs will be the 
only World Trade Organisation (WTO)-compliant mechanism through which to 
provide financial incentives to exporters. All other mechanisms currently in 
force (for example, the Duty Entitlement Pass Book scheme) will not comply 
with WTO norms after 2009. The current SEZ policy has the following 
stipulations: 

The government’s SEZ policy has 
resulted in strong interest in 
developing SEZs among property 
developers and corporates 
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 Units in an SEZ can be for manufacturing goods or rendering services. 

 All imports/exports to/from SEZs are on a self-certification basis. 

 The units in SEZs have to be net forex earners over a five-year timeframe, 
but are not subject to any predetermined value addition or minimum 
performance requirements. Sales in domestic tariff areas (DTA) by units in 
SEZs are subject to full customs duty and import policies. 

 SEZs can be set up by the public sector, the private sector, joint 
public/private sector collaboration, or by state governments in association 
with the private sector. 

 Minimum sizes for SEZs are 2,500 acres for a multi-product SEZ, 250 acres 
for a sector-specific SEZ, and 25 acres for SEZs in certain specific industries 
(biotech, IT services, gems, and jewellery). For SEZs of 25 acres or 250 
acres, the minimum processing area is 50%. For SEZs of 2,500 acres the 
minimum processing area is 35% (25% under certain conditions). 

The April 2000 SEZ policy provided several tax incentives for the developer of 
an SEZ. The government modified the policy to include several tax incentives 
for the units within an SEZ as well. The latest policy provides the following 
notable financial incentives for the developer of, and the units in, an SEZ:  

 The developer may import or procure goods without paying import duties or 
excise duties, if the goods are to be used for development, operation, or 
maintenance of the SEZ. 

 The developer is exempt from income tax for a block of 10 years in a 15-
year period. 

 The developer is exempt from service tax for the services rendered in 
developing the SEZ. Services available within the SEZ (for example, 
electricity) are exempt from service tax. 

 Units in an SEZ can import capital goods and raw materials duty free from 
abroad and also from DTAs without paying terminal excise duty.  

 Units in an SEZ are exempt from income tax for the first five years of 
operation and liable to pay 50% income tax for the next five years of 
operation. For five years thereafter, 50% of profits re-invested in the 
business are exempt from tax. 

The February 2006 policy simplified the application procedure for setting up 
SEZs, by providing for single window clearance, that is, a developer need only 
approach one approving authority, and permitting SEZs with processing area as 
low as 25% of the SEZ. These simplifications led to significant interest among 
corporates and real estate companies in creating SEZs. There are 13 SEZs in 
operation in India and 150 more have been approved. A further 100 applications 
are in various stages of approval. 

Tax incentives to units have been a 
major driver of interest in SEZs 



 

 

India Real Estate 28 September 2006  

 UBS 12 

Table 9: A few notable approved SEZs 

 
Company 

No.of SEZs 
proposed Remarks 

Reliance (Mukesh 
Ambani) group 

3 1. In Maharashtra: Initially to start off as petrochemical SEZ and later to convert to a multi-product zone and 2. in Haryana spread 
over 25000 acres, 3. Navi Mumbai SEZ - 450 hectares tied up by Reliance and another 850 hectares to come from CIDCO. 

Adani group 2  

DLF 4 Amritsar, Ambala, Gurgaon, Ludhiana – total of 26,000 acres of land. 

Unitech 2 Gurgaon (20,000 acres) and West Bengal (38,000 acres) in joint venture with the Salim Group (Indonesia) 

Parshvanath 9 Tamil Nadu, Madhya Pradesh, Andhra Pradesh (Biotech), Haryana (food processing), Uttar Pradesh, Maharashtra (multi product), 
etc 

Videocon group 9 In Maharashtra (2), West Bengal (5), Karnataka, Gujarat with total area of 12,000 acres 

Bharat Forge 1 2,000 hectare zone near Pune for auto components 

Biocon 1 For Biotech products 

Bajaj Auto 1 In Pune, dedicated to auto components 

GIDC 1 Multi-product 

Suzlon Energy 1 Renewable energy SEZ 

Mahindra Gesco 1  

Source: UBS 

We have not analysed the long-term implication of the government’s SEZ 
policy—that is, the implication for government tax revenues and employment 
generation. Our discussion focuses on the implications of SEZ development on 
the real estate market. Many of the approved SEZs developers envisage property 
development within the SEZ along with processing activity. Frontline real estate 
developers (DLF, Unitech, Parshvanath) have signed up for SEZ development 
for more than 50,000 acres of land. It could be too early to estimate the real 
estate market potential from SEZs, but the potential could be very significant, 
particularly as 65-75% of the area being developed is likely to be non-
processing areas and therefore likely to be commercially sold. 

A significant part of the SEZs is likely 
to be non-processing area, which is 
likely to be commercially sold 
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Real estate in the secondary 
market context 
India’s real estate market is underdeveloped in the sense that mechanisms for 
the flow of organised sector capital into the real estate sector are not yet in 
place. Capital market products specifically catering to real estate (for example, 
mortgage-backed securities) or stock market listed vehicles for investment in 
real estate (for example, real estate investment trusts (REITs) and real estate 
mutual funds (REMFs)) do not yet exist in India. Apart from through a few 
listed stocks (which add up to a cumulative market capitalisation of about 
US$7bn, 1.1% of India’s market capitalisation), the only other way to invest in 
the real estate sector is through private equity. The Securities and Exchange 
Board of India (SEBI) approved real estate funds (REFs) in 2005, although 
REFs are currently only open to high net worth individuals and domestic and 
foreign institutional investors. 

Table 10: Some notable real-estate focused PE funds in India 

PE Fund Corpus 

HDFC* US$225m 

Kotak Mahindra US$100m 

ICICI Ventures US$550m 

JM Financials (In joint venture with Old Lane) US$150m 

Future Group (Pantaloon) US$1,200m 

Reliance Group  

*HDFC is currently raising international fund to the tune of $750m for real estate 
Source: UBS 

Real estate research group RREEF (an arm of Deutsche Bank) estimates the 
total stock of Indian commercial property at US$300bn, of which investible—
that is, investment grade stock that matches quality standards preferred by 
institutional investors—is worth about US$83bn. According to RREEF, public 
equity and public debt currently finance only 0.2% and 0.1% of India’s real 
estate capital market, respectively. The bulk of financing comes from private 
equity (38.8%) and private debt (60.9%). 

We believe there could be several catalysts to increase the flow of public money 
into the real estate market:  

 More real estate companies getting listed, thereby increasing the number of 
investible companies for secondary market investors. 

 Approval for REITs and REMFs. 

 Increasing funding of commercial real estate through bank loans. 

 Changes in regulations governing investment by insurance companies and 
pension funds—insurance and pension funds have holdings in real estate 
worth just US$10m and US$600m only, according to RREEF. 

Real estate accounts for 5.6% of GDP, 
yet aggregate market capitalisation of 
real estate companies is only 1% of 
India’s overall market capitalisation 

Bulk of exposure to real estate in India 
is through private equity 
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From a secondary stock market perspective, real estate’s potential contribution 
to the Indian market can be gauged from the contribution the sector makes to the 
market capitalisations in other Asian markets, wherein property is a developed 
sector. 

Listed Indian property stocks account for just 1.1% of total market 
capitalisation; this is a low figure relative to the real estate sector as a proportion 
of GDP (5.6% in FY05) and in relation to the comparable percentages in other 
Asian markets. True, many of these other markets do not have the same extent 
of cross-sector diversity, and therefore the breadth of available investment 
opportunities that exists in India. So, the real estate market capitalisation 
proportion could remain relatively low in India, even after the real estate sector 
matures. 

However, a real estate market capitalisation proportion of around 1% (and even 
lower, adjusted for free float) appears too low, given the potential market size 
and growth prospects for the sector. The listing of more property companies and 
approval of alternative investment avenues (REITs and REMFs) could trigger an 
increase in the real estate market capitalisation proportion. 

As a comparison, in Singapore, the listing of CapitaMall and several REITs 
effectively doubled the real estate market capitalisation proportion over a two-
year period. 

Chart 7: Real estate sector to total market cap, India  Chart 8: Real estate sector to total market cap, Singapore 
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Listings of more property developers 
and approval for alternative investment 
avenues could trigger property sector 
market capitalisation expansion 
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Market structure 
The institutionalisation process 
Up until the 1990s, the real estate market was dominated by single-city and 
regional builders, primarily family businesses, with single-asset types of 
development, and there was only a small, fragmented secondary market. The 
individual markets for residential, retail, and office properties were characterised 
by outright sales, low mortgages, and long development periods; investors were 
primarily non-resident Indians (NRIs) and unorganised retail operators. 

Over the past decade or so, the market has transformed—about 90% of offices 
are now leased; there are at least 30 retail malls operating; 90% of incremental 
homebuyers take out mortgages; and non-NRIs account for a significant 
proportion of real estate investors.  

This has resulted in corporatisation of property companies, emergence of 
regional and pan-national property companies, the availability of various 
funding options, and the emergence of a strong secondary market. Various 
regulatory reforms have accompanied the greater organisation and transparency. 
These reforms include: 

 Government support for the repeal of the Urban Land Ceiling Act, with nine 
state governments having already repealed the act. 

 Modifications in the Rent Control Act to provide greater protection to 
homeowners wishing to rent out their properties. 

 Rationalisation of property taxes in a number of states; and the proposed 
computerisation of land records. 

We expect regulatory changes permitting foreign investment and proposed 
regulations (please see the appendix to this report for key regulations governing 
India’s real estate sector) allowing the establishment of REITs and REMFs to 
further accelerate the process of corporatisation.  

Evolving integrated real estate companies 
The liberalisation and the regulations have improved the chances of pan-India 
companies, but with land being regulated at the local level, we expect the market 
to remain dominated by regional leaders. 

Regulatory reforms and liberalisation 
driving changes 
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Chart 9:  Regional leaders 
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Portfolio strategies likely to be adopted 

The ongoing liberalisation has opened up a variety of funding options for 
developers. Those previously focusing on a single-asset type of development are 
now adopting a mixed-use and portfolio strategy. For example, developers are 
planning integrated townships in the suburbs of the major metropolitan areas 
and in the other top tier-one and tier-two cities, in addition to the ongoing 
development of standalone residential, commercial, and retail space. In a few 
instances, developers are constructing luxury/business hotels on the same sites 
as residential projects to enhance the value of the project. 

Real estate developers adopting a 
portfolio strategy 
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Debate likely on business models 

While there are no debates on the portfolio strategy, there are differing views 
about the benefits of an ownership model versus a build-and-sell model. In our 
opinion, grade-A commercial property offers a straightforward case for 
ownership and rental income. On the other hand, residential properties, given 
low rental yields and rental norms that favour the tenants, are likely to be 
developed and sold to end users/investors. 

Grade-A commercial property is in short supply and the upcoming supply over 
the next two years is likely to find buyers easily. The yields are in the range of 
9-11% for commercial properties and, therefore, still attractive on a rental basis, 
although there is potential for capital appreciation too at current levels. We 
believe there are two or three national leaders in the commercial property 
market, with the other companies maintaining a regional profile. 

Residential projects earn a lot of cash upfront in the form of customer advances 
and have high IRRs exceeding 35-40%, according to HDFC Realty Fund. So, 
even before a residential project is completed, the developer needs to look for 
more land for future sales. However, we are not sure how many real estate 
developers have the cash to continually build up landbank for future growth. In 
our opinion, this is one reason we are seeing active fund raising. 

The retail industry in India, as mentioned earlier, has historically been 
unorganised, with mall owners selling individual shops. We see the larger 
companies adopting an ownership model for malls, given the likely value 
enhancement that can be derived by retail planning if the mall owner retains the 
asset. We understand that about 50% of the 450 odd malls being built in India 
are for sale on a strata-titled basis. These malls are poorly designed, so there is a 
high possibility many could fail to sustain footfall over the longer term. We 
believe that, over the next five years, the retail mall industry could consolidate, 
with more than half the malls experiencing a decline in retail profitability and 
capital value. 

Foreign developers likely to stick to tier-one cities 

The main locations for the developments are likely to be chosen based on 
drivers of employment generation capital flows and regulations. Based on these 
criteria, the tier-one (Mumbai, National Capital Region (NCR), and Bangalore) 
and now the tier-two cities (Chennai, Hyderabad, Pune) are experiencing most 
of the commercial, residential, and retail development. Foreign developers are 
concentrating on the larger cities because of criteria of minimum land 
restrictions for foreign direct investment (FDI), but domestic developers have 
already begun moving to tier-three cities, such as Jaipur, Jodhpur, Kochi, and 
Lucknow.  

Debate about ownership model versus 
sales model—commercial projects 
likely to be under lease model 

Residential projects have high IRRs 

Retail malls on lease models to allow 
retail planning 
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Chart 10: Commercial space additions over 2003-07  Chart 11: Retail space additions over 2003-07 
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Chart 12: The evolving integrated Indian property company 
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Key differentiating factors 
In our view, the key criteria differentiating the real estate companies in India are 
likely to be:  

 Landbank—location and size: The cities where growth is driven by the 
IT/ITES sectors are likely to be the favoured locations, in addition to the tier-
one cities Mumbai (commercial capital) and Delhi (political capital). The 
suburbs of these cities are likely to be chosen for township development. 
Retail development is also likely to be concentrated in these cities. 

 Government relationships—ability to build up landbank and secure 
conversion rights and approvals: Landbank is either purchased through 
government auctions, tenders, or direct purchases from individuals. In the 
first two cases, the land is generally zoned already, but the developer needs 
to have first-hand knowledge of the likely development in the area where the 
land is purchased. In the third case, getting approval to convert usage could 
be time-consuming. 

 Segment presence—residential, retail, and commercial: We expect most 
developers to adopt a portfolio strategy, as discussed earlier. Ongoing lease 
rentals (corporate leases are generally for a minimum of three years) protect 
against fluctuations in real estate prices. 

 Ownership model versus sales model: As discussed earlier, the merits are 
still being debated, but we expect residential development to be on a sales 
model and commercial development to be on a lease model, with AIM-listed 
funds and REITs (whenever legislated) to provide exit routes, and large retail 
malls to be on lease models. 

 Reputation—development history and premium for properties: The 
segment leaders in a region generally command a 15-20% premium for their 
properties, as the smaller developers have been prone to delaying delivery 
schedules and supplying inferior quality products. 

 Management of risks—construction and selling risks: Construction costs 
have nearly doubled over the past six years on a per sq ft basis. Most 
developers now operate on a cost-plus basis, given the shortage of 
contractors. 

 Leadership position—city, regional, and national: There are likely to be 
only a few national developers. Others are likely to be regional developers or 
segment leaders. 

 Financial strength—ability to withstand slowdown, ability to scale up 
operations: There could be: 1) a scaling up of operations, given the strong 
demand; and 2) the threat of a correction in real estate prices, given the 
recent trend in such prices. The large developers might be able to delay 
launches and withstand a slowdown, but the smaller developers could rush 
supply into the market at the expense of prices. 
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Valuation methodologies for 
real estate companies 
There is unlikely to be a single valuation metric for Indian real estate 
companies, as it is almost impossible to track landbank value and the final real 
estate product value. These values depend on the rate of economic growth, 
urbanisation, and the potential negative implications from higher oil prices and 
interest rates. Peer valuations would likely vary according to company type and 
country. Risk profiles and features, such as land holdings, vary between 
countries. Within countries, location, landbank, and other local factors drive 
valuations. We focus more on developers, as REITs have not yet been legislated 
for in India. 

Property prices key to assessment 

In anticipation of the booming demand, real estate assets have risen significantly 
in recent years. Over the past two years, property prices have risen at a CAGR 
of 20%-plus in tier-one cities, such as Delhi and Mumbai, and 50% in tier-two 
cities, such as Gurgaon. This is in addition to the rental yields of 8-11% in these 
markets. 

However, the growth trend differs in the various markets in India. In the main 
commercial centres in Delhi and Mumbai, prices have shown a cyclical effect 
over 10 years, whereas prices in other markets are more secular, given the 
relatively younger stages of development. For example, in Gurgaon, average 
price appreciation has been 10-15%CAGR over the past 15 years. We expect 
similar growth trends in most upcoming cities. 

Chart 13: Real estate prices show a secular trend in non-metros 
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The other price drivers have been increasing credit to the sector, urbanisation, 
and easing of regulations. The likely biggest threat to property prices is a 
squeeze on the easy credit currently available to the sector. 

No one valuation metric likely to be 
employed 
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Peer valuations 
The charts below illustrate how the leading property stocks in Japan, Australia, 
Hong Kong, and Singapore have traded since 1980. Sun Hung Kai Properties 
(SHKP), Mitsui Fudosan, and Westfield are currently the world’s largest 
property stocks by market capitalisation. 

SHKP is run by the Kwok brothers. Its market capitalisation is US$26.3bn. It 
owns almost 30% of Hong Kong retail malls by value. It has traded as high as 
30x PE in the 1980s and 20-30x in the mid-1990s. Japan’s largest developer 
Mitsui Fudosan traded in excess of 40x PE before the real estate bubble burst in 
the late 1980s. After a long period of deflation, Mitsui Fudosan has re-rated 
again and is currently trading at 30x PE, according to our estimates. 

Chart 14: SHKP share price and PE (x)  Chart 15: Mitsui Fudosan share price and PE (x) 
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City Developments traded above 30x PE in the early 1990s at the beginning of 
asset reflation. It traded to a low double-digit multiple at the end of the property 
cycle in the late 1990s because of the lag in profit recognition. City 
Developments is now testing new highs, given the current property upcycle. 

Chart 16: City Developments share price and PE (x) 
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Greentown China Holdings and Guangzhou R&F are the two largest China 
developers by market capitalisation. Chinese developers trade at PEs of 14.2x 
FY07 and 10.3x FY08, according to Reuters consensus estimates.  

Table 11: Regional comparables 

PE (x) 
  UBS 

rating 

Price 
(local) 

27-Sep-06 
Market cap 

(US$ m) 2004 2005 2006E 2007E Growth 2007E/06E 

India                 

Ansal Properties & Infrastructure Ltd Not Rated        558.1                      425             14.7   NA   NA   NA   NA  

Peninsula Land Limited Not Rated        498.0                      428   NM             38.6   NA   NA   NA  

Unitech Limited Not Rated        329.0                   5,799             12.6             41.4   NA   NA   NA  

Mahindra Gesco Not Rated        816.4                      551         1,083.6           173.8   NA   NA   NA  

Anant Raj Ind Not Rated        863.7                      475           106.9             50.8   NA   NA   NA  

BF Utilities Not Rated     1,767.0                   1,449               5.4               7.2   NA   NA   NA  

China                 

China Overseas Not Rated           6.0                   5,315             12.1             14.2             17.8*             12.1*  48%* 

Shanghai Forte Not Rated           2.8                      900             13.8             11.4               9.8*               7.7*  27%* 

Beijing CapitaLand Not Rated           3.0                      653             15.0             19.1             16.4*               6.9*  136%* 

Guangzhou R&F Not Rated         41.0                   3,991   NA             14.4             12.4*               9.3*  34%* 

China Resources Land Not Rated           5.2                   2,086             94.3             13.0             19.9*             17.4*  15%* 

Greentown China Holdings Buy 2         10.3                   1,789   NA   NA               8.9               8.1  10% 

Average                     14.2            10.3  52% 

Singapore                 

City Developments Limited Buy 2         10.8                   6,130             14.9             35.0             34.1             26.9  27% 

CapitaLand Ltd. Suspended           5.0                   8,592             13.8             20.2             31.9             28.4  12% 

Average                     33.0            27.7  20% 

Hong Kong                 

Sun Hung Kai P. Buy 1         85.0                 26,205             20.5             18.2             16.1             16.9  -5% 

Henderson Land Buy 1         43.6                 10,159             19.5             14.5             13.5   NA   NA  

Sino Land Buy 1         13.4                   7,405             12.0             12.2             16.7             17.3  -3% 

Swire Pacific Buy 1         83.0                 16,317             13.3             16.5             19.4             15.7  24% 

Cheung Kong Buy 2         84.5                 25,116             13.0             16.2               9.9             16.6  -41% 

HK Land Buy 1           3.8                   8,502             15.9             32.7             32.9             24.9  32% 

Wharf Holdings Buy 1         26.8                   8,405             15.9             15.0             15.8             14.0  13% 

Average                      17.8             17.6  3% 

*estimates from Reuters Knowledge estimate centre 
Source: Reuters, UBS estimates 
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Table 12: Key comparable characteristics in Asia property development 

 India China Hong Kong Singapore 

Land title Mostly freehold 60 years leasehold leasehold to 2049 99 years leasehold 

Foreign ownership of residential development Minimum 50,000sm/10 ha No restrictions No restrictions No restrictions 

Foreign ownership of properties Only hotels & IT parks No restrictions No restrictions No restrictions 

Foreign ownership of commercial property Only if acquired in  No restrictions No restrictions No restrictions 

 construction stage &    

 >50,000sm    

Foreign retailers Only through franchise Fully liberalised No restrictions No restrictions 

 or single brand in 2001   

     

Real estate capital market No REIT legislation No REIT legislation 3 REITs 10 REITs 

  But active foreign REIT US$4.5bn market cap US$8bn market cap 

  & private equity funds   

     

No. of developers >100 >100 >30 >20 

Source: UBS 

Landbank valuation likely not the preferred route 

In Tokyo, Hong Kong, and Singapore, land values are 50-80% of total property 
values. These cities have established corporate governance, land titles, and are 
transparent, so equity markets should reflect the value of land and the stocks 
should trade relative to asset value rather than earnings. 

Elsewhere in Asia, land value is small relative to overall property value, so we 
believe the emphasis could be on earnings valuation. We suggest investors 
should focus more on estimates of development earnings because land title 
(particularly in India), acquisition, re-settlement costs etc, are difficult to 
quantify with high confidence. Also, landbanks tends to encompass various 
locations (prime and non-prime areas). In non-prime areas, land prices have very 
little history, prices are very low, and might not follow any cyclical trend. 
Therefore, it is very difficult to break down the value that could be realised by 
sales from such a large landbank. 

So, analysts will have to gain visibility regarding upcoming major projects and 
then estimate earnings. The landbank might still be a reference point for 
valuations, but we think the final value attributed to a company could be a 
discount to the landbank valuation. 

Therefore, property consultants’ NAV estimates might not be completely 
reliable. For example, Hong Kong real estate developers use aggressive discount 
rates and comparable transactions to justify a 20-30% increase in NAV in the 
past three years. This is why most Hong Kong developers still trade below 
NAV. Hong Kong developers’ cash flow has not quite caught up to the pace of 
NAV increases.  

Consultants’ NAV numbers might not 
be completely reliable  
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Key points to remember for investment companies 

Investment properties should be valued like REITs, in our view, using DCF, 
DDM, or cash flow from earnings stream. An investment property is valued 
using a capitalisation rate dependent on the long-term bond yield. 

SEZs 

SEZ valuations would likely be a mix of an investment company/REIT-type of 
valuation and developer valuations. A DCF-based NAV would be a preferred 
methodology, if an area has already been zoned as an SEZ and acquisition of the 
land has begun. Other features complicate valuations; most SEZ developers are 
likely to build landbank only gradually, so valuing the entire project assumes 
significant risks. Also, the state governments are likely to aid in the acquisition 
of land in most cases. 
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Company backgrounds 
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Unitech Limited 
Company Background 

Unitech (Market capitalisation US$4.7bn) is one of India’s three largest real 
estate developers and is the largest listed real estate company in the country. 
Unitech is a leading developer of residential and commercial/IT parks. It 
undertakes construction of large industrial projects on a turnkey basis in India 
and overseas. It has a small presence in the power transmission, prefabricated 
construction, paving blocks, and ready mix concrete businesses. Unitech has a 
tie-up with Carlson Hospitality for the Radisson brand of hotels and with 
Marriott International to manage three Courtyard-branded hotels. Unitech is 
currently developing IT parks in the north Indian cities of Noida, Chandigarh, 
and Lucknow. Unitech is working closely with various state governments to 
develop SEZs across the country.  

Overall business strategy 

Geographic expansion: To build India’s leading and global-scale real estate 
business, Unitech states its geographic expansion will focus on suburbs of tier-
one cities and key tier-two cities where real estate fundamentals are driven by a 
mix of job creation and capital flows. 

Asset ownership: Unitech aims to develop and sell the assets and not directly 
own the assets once they are developed, but might own assets through REMFs 
which it would manage, according to the company. 

Land purchases: Unitech says it does not intend to participate in auctions for 
trophy properties, rather Unitech intends to buy agricultural land and get 
conversion rights and participate in tenders. 

Sector focus: Unitech has been focused on the residential segment. Some 75% of 
its incremental business over the next three years will be generated from the 
residential segment, according to the company. Unitech is expanding the 
presence of its office space/IT parks beyond the NCR. Unitech says it is also 
setting up amusement parks and will soon have SEZs. 

Segment wise 

Residential: Unitech has a leading position in the NCR and Kolkata in the 
residential segment and is expanding in the south and east of the country, 
according to the company. Its land parcels being acquired are in central, south, 
and north India. Its states its focus will be on middle-to-upper-middle-class 
housing projects, townships, and luxury and super-luxury apartments. In the 
medium term, Unitech will focus on prime locations in the top 20-30 emerging 
suburbs. 

Chart 17: Shareholding (June 2006)
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Office: Unitech currently supplies Grade-A office space in the NCR (Gurgaon) 
at Unitech Business Park and Signature Towers and other projects. It has 
projects under development in Greater Noida, Kolkata, and Hyderabad. Its 
strategy will be to focus on integrated townships in prime locations in the NCR 
and tier-one and tier-two cities, with stand alone offices only in select key cities, 
according to the company.  

Entertainment: Unitech is developing two projects: Entertainment City in Noida 
(143 acres) and Adventure Island (65 acres) in alliance with Turner International 
for Pogo and Cartoon Network. 

SEZs: Unitech has received in principle approval to develop a 20,000 acre SEZ 
in Kundli, Haryana, north India. The shareholding will be likely similar to the 
Reliance SEZ in Gurgaon, split 90:10 between Unitech and the Haryana 
government, according to the company. In July 2006, the State of West Bengal 
invited New Kolkata International Development, the three-way joint venture 
between Unitech Ltd, Indonesia-based Salim group, and Universal Success, to 
develop 38,000 acres. This scheme also involves building a 126km 
expressway and a bridge across the Hooghly district and handing these 
assets to the government for free. Also, several Unitech-developed IT parks 
have received in principle approval for notification as IT SEZs. 

Hospitality: The business encompasses luxury business hotels, serviced 
apartments, resorts, and limited service hotels (management/franchisee). 
Unitech says its hotel strategy is limited to building hotels as an integrated part 
of real estate projects. Unitech will focus on hotel development and 
construction, with international operators managing the hotel/resort, according 
to the company. 

Other businesses: Unitech is engaged in infrastructure development, through 
construction of roads and transmission towers. 

Landbank details 

Unitech has a landbank of 10,332 acres (excluding SEZ land) with gross 
saleable developed area of 401m sq ft and plotted sales of 8m sq yards. The 
company’s main development areas are Kolkata (21% of landbank), Chennai 
(20%), and the NCR (17%). In terms of development, residential projects 
account for about 77% of the saleable area, commercial projects 16%, and retail 
projects 7%. The total land cost to be paid against this is Rs40bn, with Rs30bn 
to be paid in phases in arrangement with the governments from whom Unitech 
has purchased the land, according to the company. 
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Table 13: Landbank details 

  Total Unitech’s share Residential Commercial Retail Total 
   acres  % to total acres % to total  sq yds  sq ft sq ft  sq yds  sq ft  sq yds   sq ft  

Agra  1,500  11%  1,500  15% 726,000  19,600,416  7,840,166   580,800   3,920,083  1,306,800   31,360,665  

Bangalore 103  1%  83  1% -   7,051,940   324,056   -   600,554   -   7,976,550  

Chennai  2,085  15%  2,063  20% 919,600  90,805,460  8,733,074   508,200   3,130,622  1,427,800   102,669,156  

Delhi  64  0%  29  0% -   -   203,835   -   114,698   -   318,533  

Faridabad  10  0%  8  0% -   661,501   -   -   -   -   661,501  

Greater Noida 251  2%  251  2% -  15,964,213  5,403,762   18,077   184,534   18,077   21,552,509  

Gurgaon  1,582  11%  1,173  11% 366,672  33,604,912  9,391,370   477,443   2,956,109   844,115   45,952,391  

Hyderabad 359  3%  274  3% 203,280  11,812,322  3,647,855   -   544,456   203,280   16,004,633  

Kochi 673  5%  604  6% 304,920  28,226,777  3,538,964   -   3,440,962   304,920   35,206,703  

Kolkata  5,198  37%  2,213  21% 729,872  62,341,174  12,740,638   1,190,640   2,640,224  1,920,512   77,722,036  

Mohali 350  2%  350  3% 127,050  10,316,900   -   169,400   1,428,791   296,450   11,745,691  

Noida 536  4%  286  3% -   7,589,169  6,703,375   36,974   1,180,350   36,974   15,472,894  

Varanasi 1,500  11% 1,500  15% 726,000  22,344,474  3,920,083   871,200   7,840,166  1,597,200   34,104,723  

Grand Total  14,211  100%  10,332  100%  4,103,394  310,319,258  62,447,177  3,852,734   27,981,549  7,956,128  400,747,985  

Source: Company data 

 



 

 

India Real Estate 28 September 2006  

 UBS 29 

Financials 
Table 14: Financial summary 

  FY03   FY04   FY05   FY06  

Income statement     

Total revenues  3,434   5,071   6,499   9,322  

- Real estate projects  815   2,664   3,496   5,110  

- Construction  1,549   1,128   1,453   1,982  

- Rooms, Restaurants and others  536   656   741   838  

- Transmission towers  351   309   381   674  

- Others  183   314   428   717  

Total expenses  2,984   4,463   5,659   7,496  

EBITDA  450   608   841   1,825  

Profit before tax  256   376   564   1,390  

Net income (PAT)  135   246   348   876  

     

Balance sheet     

Net fixed assets  1,064   1,457   2,279   5,687  

Net current assets  1,672   864   2,551   4,731  

Cash and investments  1,028   1,431   3,220   4,044  

Other assets  7   7   2   5  

Total assets  3,771   3,759   8,052   14,467  

Borrowings  1,913   1,697   5,812   11,507  

Deferred tax liability (asset)  131   122   121   151  

Minority  224   268   210   237  

Equity  1,503   1,672   1,909   2,573  

Total liabilities  3,771   3,759   8,052   14,467  

     

No. of shares (m)  812   812   812   812  

EPS (Rs) 0.17  0.30  0.43  1.08  

BVPS (Rs) 1.85  2.06  2.35  3.17  

EBITDA margin (%) 13.1% 12.0% 12.9% 19.6% 

PAT margin (%) 3.9% 4.9% 5.4% 9.4% 

Effective tax rate (%) 47.1% 34.5% 38.3% 36.9% 

RoE (%) 9.0% 15.5% 19.4% 39.1% 

Source: Company data 
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Mahindra Gesco Developers Limited 
Company Background 

Mahindra Gesco Developers Limited (MGESCO), formerly GESCO Corp Ltd, 
became a subsidiary of Mahindra & Mahindra (M&M) after M&M acquired a 
75% stake in the company by buying out the entire holding of the Sheth family 
following the corporate raid by Abhishek Dalmia.  

MGESCO has executed projects in Mumbai, Pune, Bangalore, Chennai, and 
Delhi and is now venturing into other cities such as Faridabad, Baroda, Nasik, 
Pimpri, and Jaipur. MGESCO’s main businesses are in the residential segment 
and in developing infrastructure through SEZs. M&M now holds a 55% stake in 
MGESCO after selling a 20% stake in March 2005 to foreign institutional 
investors. 

MGESCO’s client list includes multinationals, such as Cisco, Ericsson, Heinz, 
Microsoft, and Motorola. MGESCO says it plans to expand its activities to all 
major cities in India. It has executed a mix of retail and commercial projects and 
has one operational SEZ in Chennai. MGESCO has adopted a mix of 
sale/lease/project-management models for execution of the projects.  

Table 15: Project details 

 Status (m sq ft) 

 Executed Ongoing Proposed Landbank (acres) 

Residential  2.77  3.30  4.50   1,637  

Commercial  0.76  0.10   -   

Retail and others  -  0.10   -   

Source: Company data 

SEZ development 

MGESCO has developed an SEZ in Chennai as a 63:37 joint venture between 
Mahindra Gesco Developers Ltd (MGDL) and Tamil Nadu Industrial 
Development Corporation (TIDCO). The SEZ is spread over 1,400 acres with 
841 acres designated as the SEZ area and 559 acres as the DTA. The SEZ caters 
to the IT, apparel and fashion accessories, and auto components industries. All 
of the industrial land has been leased/committed, with more than 30 companies 
signing up. MGESCO is now looking to exploit the 325 acre residential and 
retail potential within the SEZ and DTA, according to the company. 

Table 16: Chennai SEZ 

Area in acres Processing Non-processing (social infrastructure) 

SEZ area 566 275 

Non-SEZ area  50 

Common 400  

Total 1400  

Source: Company data 

In addition to the proposed 1,800-acre expansion of the Chennai SEZ, 
MGESCO says it plans three more SEZs across the country, as detailed below: 

Chart 18: Shareholding (June 2006)
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 Jaipur SEZ: The plan is for a 3,000-acre SEZ catering to the IT, BPO, auto 
ancillary, and textile sectors on the Jaipur-Ajmer National Highway 8, 25km 
from Jaipur city. The SEZ would be a 74:26 joint venture between MGESCO  
and the Rajasthan State Government. The government is transferring 1,000 
acres of land it already holds. The project would take three to five years to 
complete with an investment of Rs10-11bn and the government expects it to 
employ 100,000 professionals by 2012. Some 650 acres of the SEZ land is to 
be developed for residential demand. 

 Pune SEZ: The plan is for a 3,000-acre multi-product SEZ in Karla on the 
Mumbai-Pune National Highway 4, one-and-a-half hours from Mumbai city. 
The SEZ would be a 74:26 joint venture between MGESCO and the 
Maharashtra State Government and the memorandum of agreement has been 
recently signed. 

 Biotech Park: The plan is for a 72-acre biotechnology SEZ in Thane. The 
project would involve an investment of Rs1.5bn and would employ 2,500 
professionals. In August 2006, MGESCO received government approval for 
the project, which is in its preliminary stages. 

Residential space 

MGESCO has focused on residential property. Its future focus in this segment 
will likely be the development of integrated townships in tier-two cities and the 
exploitation of residential opportunities in SEZs, according to the company. 

MGESCO has already developed 2.77m sq ft or residential space in Mumbai, 
Pune, Bangalore, and Delhi. It has 3.3m sq ft under development across 
Chennai, Mumbai, Pune, Faridabad, and Delhi and says it expects to complete 
these projects over the next 12-18 months. Projects for another 4.5m sq ft are in 
the proposal stage. MGESCO holds 1,637 acres of land—1,300 acres in Murud 
(MGESCO’s stake is 17%), 275 acres in Chennai (SEZ land transferred for 
residential development), 50 acres in Goa, and the balance in Nasik and 
Fardibad. The major portion of the landbank has been added over the past 12 
months and the development is planned over the next two to three years, 
according to the company. 

Other businesses 

MGESCO is also in the water and solid waste management businesses through 
its joint ventures.  

— Mahindra Infrastructure Developers Limited (MIDL): This is an 
80:20 joint venture between MGESCO and IFC Washington. MIDL 
holds 5% of New Tirupur Water Development Corporation. Public 
institutions and banks are the other shareholders. This is the first PPP-
based project in the water sector in the country. The project involved 
construction of two new treatment works in Tirupur, ultimately providing 
the area with a daily supply of 185m litres of drinking water and the 
capacity to treat 30m litres of domestic sewage. Supply of water under 
the project began in 2006. 
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— Mahindra Water Utilities Ltd: This is a 50:50 water project 
management joint venture between MIDL and United Utilities UK. It has 
a 30-year operations and maintenance agreement for the New Tirupur 
Water Development project. 

Financials 
Table 17: Financial summary 

  FY03   FY04   FY05   FY06  

Income statement     

Total revenues  593   717   1,233   2,163  

- Income from projects  593   445   723   1,883  

- Income from commercial complexes   158   358   114  

- Other income   114   106   91  

- Share of joint venture   -   47   75  

Total expenses  573   795   1,058   1,794  

EBITDA  20   (78)  176   369  

Profit before tax  30   12   62   249  

Net income (PAT)  (2)  (1)  4   171  

     

Balance sheet     

Net fixed assets  944   449   659   654  

Net current assets  2,195   1,465   2,278   2,618  

Cash and investments  228   941   463   381  

Other assets  50   15   -   0  

Total assets  3,417   2,869   3,401   3,654  

Borrowings  2,286   1,704   2,313   2,458  

Deferred tax liability (asset) (114) (107)  (63)  (0) 

Minority  -   26   32   42  

Equity  1,246   1,246   1,119   1,154  

Total liabilities  3,417   2,869   3,401   3,654  

     

No. of shares (m)  31   31   31  31.0  

EPS (Rs)  (0.06)  (0.05) 0.12  5.53  

BVPS (Rs)  40.15   40.15   36.06   37.20  

EBITDA margins (%) 3.3% -10.8% 14.2% 17.1% 

PAT margins (%) -0.3% -0.2% 0.3% 7.9% 

Effective tax rate (%) 106.3% 112.3% 94.3% 31.3% 

RoE (%) -0.2% -0.1% 0.3% 15.1% 

Source: Company data 
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Ansal Properties & Infrastructure Limited 
Company Background 

Ansal Properties & Infrastructure Limited (APIL) was incorporated in 1967 
jointly by Mr C L Ansal and Mr Sushil Ansal. It was jointly managed by the 
Ansal brothers until 1998, when Mr Sushil Ansal took over as chairman. APIL 
is engaged in real estate promotion, construction, and development activities and 
executes contracts for building residential and commercial complexes. APIL has 
executed projects on a turnkey basis in Thailand, Russia, Iraq, and Bangladesh. 

Business strategy 

Focus on tier-two cities: APIL says its future lies in tier-two cities. It proposes 
to drive growth through focused concentration on developing integrated 
townships in tier-two cities and establishing presence in IT parks and SEZs. The 
company also plans to establish malls in these townships with mixed 
hotel/serviced apartment usage. Ansal is focusing on cities such as Greater 
Noida, Ghaziabad, Meerut, Agra, Lucknow, Bhatinda, Mohali, Ludhiana, 
Jalandhar, Jaipur, Jodhpur, Ajmer, Sonepat, Panipat, Karmal, Kurukshetra, and 
Gurgaon.  

IT/ITES: APIL is focused on establishing IT parks throughout northern India, 
according to the company. It says it is setting up IT parks/SEZs and developing 
integrated townships and residential, retail, and commercial projects to cater to 
anticipated demand. 

Proposed merger 

APIL has proposed a merger with Ansal Township and Projects Ltd (ATPL), a 
company owned by Mr Sushil Ansal’s son Pranav Ansal. One APIL share would 
be issued for every two ATPL shares. The Delhi High Court has recently 
approved the merger, which is to be completed by the end of September 2006. 
After the merger, the owner’s holding in APIL would increase from 65.3% to 
76%. 

Development so for 

APIL has built some of the landmark commercial and retail properties in Delhi. 
All of APIL’s landmark commercial buildings are in Delhi’s CBD—Antariksh 
Bhawan, Ansal Bhawan and Ambadeep, Times Square. APIL has also 
developed 2,850 acres of residential land and farm houses in Gurgaon and other 
residential properties in Delhi. APIL has developed one of the first shopping 
malls in India and the first in the NCR—Ansal Plaza. 

Chart 19: Shareholding (June 2006)
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Landbank and development plans 

APIL has a landbank of 5,924 acres. It has acquired 3,306 acres and has secured 
arrangements to acquire the remaining 2,618 acres. APIL acquires land either 
directly through itself, ATPL, or associate companies, or through joint ventures 
or in collaboration with other parties with predetermined revenue or area shares. 
The landbank is spread across 24 cities in four states in north India. APIL plans 
to develop 157.6m sq ft of plot sales and residential, retail, and commercial 
projects from the current landbank, according to the company. 

Chart 20: Mode of landbank acquisition  Chart 21: Planned development across asset classes 
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Table 18: Future development plans 

Area (m sq ft) 2007F 2008F 2009F 2010F 2011F 2007-2011F 

Plots  14.7   17.2   14.7   6.4   4.2   57.3  

Residential  3.9   5.7   7.7   5.4   4.4   27.2  

Commercial  1.5   2.8   6.0   6.8   7.5   24.6  

Retail  0.7   1.0   1.2   1.2   1.1   5.1  

Total  20.8   26.7   29.6   19.8   17.3   114.3  

Sales (Rs m)       

Plots 2,974   11,173   17,646   12,119  4,952   48,864  

Residential 3,615  7,320   15,977   19,587   19,059   65,558  

Commercial  888  1,074  8,979   18,880   20,676   50,497  

Retail 1,272  3,169  5,290  8,021  9,335   27,087  

Total 8,749   22,736   47,892   58,606   54,022   192,006  

Source: Company data 
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Sobha Developers Limited 
Company Background 

Sobha was incorporated in 1995 by Mr PNC Menon, an entrepreneur who 
started his interior decoration business in Muscat and has almost three decades 
of experience in the real estate and construction business. Sobha completed its 
first residential project in Bangalore in 1999 and its first contractual project in 
2000.  

Sobha was the first ISO 9001 (1994 series) company in its category in India and 
has also been awarded the ISO 9001 (2000 series) for adhering to global quality 
standards. 

The Sobha strategy 

Diversification across geographical areas and vertically: Contractual projects 
contributed 64% of revenue in FY06. Sobha is increasing its residential thrust 
and also plans to develop hotels, integrated townships, malls, multiplexes, and 
shopping complexes, according to the company. All its residential and 
commercial projects so far are in Bangalore. Sobha says it is looking to widen 
its presence to over 12 cities across India. 

Backward integration: As a strategy, Sobha says it believes in backward 
integration to ensure its products and services meet high quality standards and 
are delivered in a timely manner. Sobha has its own architectural and design 
studio for its team of architects; a concrete block making plant; a metal and 
glazing factory; an interiors and woodworking factory; a mechanical, electrical, 
and plumbing division; and a project management team. 

Quality and execution: Sobha believes it has developed a reputation for 
consistently developing projects known for innovation, quality, and delivery in a 
timely manner. It says it intends to continue to focus on innovation and quality 
project execution to maximise client satisfaction. 

Residential projects 

Sobha’s residential projects include presidential apartments, villas, row houses, 
luxury apartments, super-luxury apartments, and amenities, such as clubhouses, 
swimming pools, and shopping complexes. In September 1997, Sobha launched 
its first residential project in Bangalore and this was completed by September 
1999. Sobha has developed and constructed 19 residential projects in Bangalore, 
incorporating 1,316 apartments and covering 2.52m sq ft. 

Contractual projects contributed 64% of 
revenue in FY06 
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Sobha has 14 residential projects in Bangalore at various stages of construction, 
aggregating 5.15m sq ft  comprising 2,811 apartments. More than 80% of the 
flats have been pre-sold and plans to book revenues in FY07 and FY08. Also, 
Sobha has proposals to develop 14 residential projects in Bangalore, aggregating 
4.97m sq ft comprising 2,949 apartments. Sobha is acquiring land and firming 
development plans in other cities, including Chennai, Pune, and Cochin, 
according to the company. 

Commercial projects 

Sobha has recently entered the commercial/retail market and has executed two 
projects in Bangalore aggregating 0.11m sq ft on a turnkey basis. It says it 
intends to follow a build and sell model for its commercial properties and a lease 
model for its retail malls. It has development plans for 2.8m sq ft of retail malls 
in Bangalore. Sobha recently launched the Sobha Global Mall in Bangalore, 
comprising a shopping complex, an amusement park, a 192-room hotel, a 
convention centre, a multiplex, smart offices, and an ice-skating rink. Sobha has 
plans for two five-star hotels in Bangalore and a resort hotel in Cochin. 

Contractual projects 

Sobha completed its first contractual project, the Corporate Block for Infosys 
Technologies, in Bangalore in September 2000. Sobha has executed 66 
contractual projects covering 7.29m sq ft across eight states and two commercial 
projects in Bangalore aggregating 0.11m sq ft. Infosys is Sobha’s biggest client; 
over 83% of Sobha’s contractual projects come from Infosys. Sobha has 
executed a variety of projects on a contractual basis, including convention 
centres, software development blocks, multiplex theatres, hostel facilities, guest 
houses, food courts, restaurants, educational and research centres, employee care 
centres, residential bungalows, and corporate offices.  

Sobha has 23 projects (17 from Infosys) under execution. These comprise 7.23m 
sq ft with a total value of approximately Rs7bn. Also, Infosys has mandated 
Sobha to construct 13 more projects comprising 3.73m sq ft for approximately 
Rs3bn. 

Plans for listing/fundraising 

Sobha is looking to sell around 13% (9.5m shares) of its equity through public 
issue and pre-IPO placement, according to the company. It intends to use the 
proceeds for land acquisition, repayment of corporate loans, and development 
and construction costs. 

Land reserves valuation 

C&W recently valued Sobha’s land reserves at a net present value of Rs70-
78bn. After deducting the developer’s margin, the value of the land reserves was 
Rs40-44bn. The net present value of the land arrangements was Rs43-48bn. 
After deducting the developer’s margin, the value of the land arrangements was 
Rs23-25bn. 

Build and sell model for commercial 
properties 

Contractual order book of Rs10bn 
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Table 19: Summary of land reserves and arrangements 

Acres Land reserves (Rs m) Land arrangements (Rs m)  
Location  Land reserve   Land arrangement   Total land   Amount paid   Amount to be paid   Amount paid   Amount to be paid  

Bangalore  1,758   -   1,758  4,248   13,352  -   -  

Mysore 12   -   12   90   107  -   -  

Pune  256   727   983   209   324   55  1,218  

Chennai  330   2,670   3,000   315   120   285   1255-6275  

Cochin  155   60   215   618   -   50   70-220  

Trissur 55   -   55   200   248  -   -  

Coimbatore 26   -   26   24   -  -   -  

Total  2,593   3,456   6,049  5,704   14,151   390   2543-7713  

Source: Company data 

Financials 
Table 20: Financial summary 

  FY03   FY04   FY05   FY06  

Income statement     

Total revenues  1,087   1,951   4,531   5,966  

- Residential & commercial projects  683   816   1,643   3,942  

- Contractual projects  404   1,135   2,888   2,024  

Total expenses  1,078   1,806   3,995   4,870  

EBITDA  9   145   536   1,097  

Profit before tax  25   165   473   1,083  

Net income (PAT)  12   89   338   892  

     

Balance sheet     

Net fixed assets  110   190   538   1,030  

Net current assets  445   368   2,293   4,109  

cash and investments  31   300   66   477  

Total assets  586   857   2,897   5,616  

Borrowings  295   558   2,233   4,231  

Deferred tax liability  2   5   17   17  

Equity  289   294   648   1,368  

Total liabilities  586   857   2,897   5,616  

     

No. of shares (m)  63   63   63   63  

EPS 0.19  1.40  5.34   14.07  

BVPS 4.55  4.64   10.22   21.58  

DPS  -  1.17  1.00  2.28  

EBITDA margins (%) 0.8% 7.4% 11.8% 18.4% 

PAT margins (%) 1.1% 4.6% 7.5% 15.0% 

Effective tax rate (%) 50.3% 46.3% 28.4% 17.6% 

RoE (%) 8.5% 30.5% 71.9% 88.5% 

Source: Company data 
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Anant Raj Industries Limited 
Company background 
Anant Raj Industries Limited (ARIL) is part of the Anant Raj Group owned by 
Mr Ashok Sarin and was incorporated as a public company in 1985. ARIL’s 
main businesses are real estate construction and development, ownership of 
hotels and multiplexes, and ceramic tile manufacturing. ARIL has over three 
decades of experience in real estate in the NCR and has developed 11.5m sq 
ft of residential, office, and shopping mall space. ARIL has a ceramic plant 
with a capacity of 12,000 sq m of ceramic floor/wall tiles per day. These 
products are sold in India and exported to Europe and Asia under the 
Romano brand. ARIL and the Anantraj Group have a total landbank of 696 
acres, all in the NCR. 

Business strategy 
Real estate division 

ARIL will continue to focus on north India in general—in New Delhi and 
neighbouring states in particular, according to the company. 

ARIL says its landbanking strategy is to invest in a mix of properties that are 
commercially exploitable immediately and in long-gestation projects in which 
the company sees significant appreciation in value.  

Table 21: Landbank 

 Location Nos. Built area msf Development cost 

Hospitality 11  5.3  261 

IT Parks 2  6.3  236 

SEZ, land for one acquired, 25% of land (140 
acres) acquired for the other 2  3.9  117 

Commercial 3  0.7  18 

Residential 10  4.7  110 

Total   20.9  742 

Source: Company data 

The group is consolidating its hospitality and real estate operations as separate 
divisions of ARIL. The group has initiated steps to merge five entities engaged 
in real estate development with ARIL. The merger approved by the regulatory 
authorities is backdated to an effective date of 1 April 2005. The details of 
the merging entities are: 

Chart 22: Shareholding (June 2006)
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Table 22: Background of entities proposed to be merged with ARIL 

Company name Project details Area (sf) Project cost (Rs m) Completion date 

Kalinga Meadows Ltd Developing a 4-star hotel in Satbari (Mehrauli, Delhi) – 7.37 acres 130,000 278  March 2006 

Sarvodhya Builders Pvt Ltd Developing 220 service apartments in Kapashera (Near International Airport, 
Delhi) – 14,268 sq yards 

295,000 555  March 2007 

B.T. Estates Pvt Ltd Developing apartments near Bhatti (Mehrauli, New Delhi) – 6.29 acres 457,567 773 March 2008 

Carnation Buildcon Pvt Ltd Developing Commercial office space at Tejpul (Near Badarpur, New Delhi) – 
13,814 sq yards 

315,000 4,020 March 2008 

Elegant Buildtech Pvt Ltd Developing Commercial office space at Tejpul, (Near Badarpur, New Delhi) – 
14,116 sq yards 

315,000 4,057 March 2008 

Source: Company data 

ARIL’s board of directors has recently approved the merger of four entities 
engaged in real estate development with ARIL. The details of the merging 
entities are: 

Table 23: Details of the approved merger 

Company Name Project details Area (sf) Completion date 

Grand Meadows Ltd Developing a 135 room hotel in Satbari (Mehrauli, Delhi) jointly with Papillon Estates – 4.729 acres 150,000 (jointly) June 2006 

Papillon Estates Ltd Developing a 135 room hotel in Satbari (Mehrauli, Delhi)jointly with Grand Meadows – 2.885 acres 150,000 (jointly) June 2006 

Roseview Estates Pvt Ltd  Developing 80 luxury apartments at Hauz Khas, New Delhi 274,588 Mid-2008 

Bhasin Resorts Pvt Ltd Developing a Hotel in Shahoorpur (Mehrauli, Delhi) – 5.75 acres 200,000 March 2008 

Source: Company data 

ARIL is looking to de-risk its business by diversifying its portfolio of assets by 
venturing into residential buildings, commercial complexes, hospitality, 
entertainment and SEZs, according to the company. 

IT Parks/Hotels: ARIL has been allotted 10 acres of land in Sector 8 of 
Industrial Model Township at Manesar, Haryana for development of an IT park. 
The planned saleable area is 1.8msf. ARIL has acquired the entire equity capital 
of Green Retreat & Motels Private Limited, which owns 7.5 acres of land in 
Samalkha, New Delhi. 

Capital raising 

In FY06, ARIL issued and allotted 2.5m shares and 1.5m warrants by way of 
preferential allotment at a price of Rs175 per share (including premium of 
Rs165 per share). In April 2006, ARIL allotted 3.5m equity shares and 1.504m 
share warrants by way of preferential allotment at Rs600 per share (including 
premium of Rs590 per share/warrant) to certain foreign investors. 
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K Raheja Corp 
Company background 
K Raheja is one of the largest real estate developers in India. It develops more 
than 5m sq ft of commercial, residential, and retail space annually. It was one of 
the first real estate developers to pioneer the concept of self-contained 
townships—at Mindspace in Mumbai. It was the first real estate company to 
obtain ISO 9001 (KPMG) certification. Its main business lines are: 
Commercial/IT office/SEZ—Mindspace, Commerzone, Synergy; Hospitality—
Renaissance, JW Marriott Hotel, The Resort; Retail—Shoppers’ Stop, 
Crossword, HyperCity; Malls—Inorbit; Residential—Raheja Vihar. 

Business strategy 
Commercial: K Raheia is developing 15 more self-contained townships across 
the country, with aggregate capacity of 10msf. The Mindspace in Mumbai is in 
Malad West and has a total development area of around 8m sq ft with total 
investment of Rs20bn. Some of the key clients are JP Morgan Chase, IBM, 
Morgan Stanley, SingTel, EFunds, Epicentre, ICICI, and Onesource. The 
Mindspace in Hyderabad is spread over 110 acres, with a total development area 
of 10m sq ft. 

Table 24: Mindspace 

 Acres 

Mindspace Mumbai & Navi Mumbai 275 

Goa 250 

Ahmedabad 90 

Pune 120 

Hyderabad 450 

Source: Company data 

Hospitality: K Raheia has 919 hotel rooms and aims to increase this number to 
3,500 in 10 locations, according to the company. It is developing 3m sq ft of 
hotel space in Hyderabad, Malad, Bangalore, and Sahar. 

Table 25: Hotels 

 No of rooms 

Renaissance Mumbai Hotel & Convention Centre 286 

JW Marriott 358 

Apartment hotel, Marriott International Inc. 177 

The Resort, Madh Island 98 

Source: Company data 



 

 

India Real Estate 28 September 2006  

 UBS 41 

Retail: K Raheja has three retail brands and the Inorbit chain of retail malls. 

Shoppers’ Stop: This brand has 95,000 sq ft or retail space within 20 stores 
across 10 cities and aims to open 19 new stores over the next two to three years. 
In FY06, turnover was Rs6.8bn and profit before tax was Rs402m. The market 
capitalisation of the listed entity Shoppers’ Stop is Rs20bn. 

Crossword: This is India’s largest bookstore chain comprising 30 stores, with 
155,000 sq ft of retail space expansion planned, according to the company. The 
business turned profitable in FY05. 

HyperCity: HyperCity operates stores of around 80,000 sq ft. The first store 
opened in Mumbai with 10,000 visitors per day after a soft launch. 

Inorbit Malls: The first mall opened in Malad in 2004 with 0.5m sq ft retail 
space. The mall has had zero retailer turnover to date. Some 80% of the stores at 
the mall are ranked first or second nationally in terms of revenue per square foot 
in their respective categories. Inorbit’s clients include Pizza Hut, L’Oreal, Sony, 
and Marks & Spencer. Inorbit is developing similar malls in Vashi, Hyderabad, 
and Pune. 

Residential: Operating through the Raheja Vihar brand, K Raheja has developed 
and sold over 2,000 apartments. The company says that it is currently focused 
on mixed-used residential properties and the Mindspace expansions and plans 
standalone properties in prime locations in key cities. 
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Peninsula Land 
Company background 
Peninsula Land Ltd (PLL, market capitalisation US$366m), formerly Morarjee 
Realities, is a part of the Ashok Piramal Group of companies. PLL has several 
business interests—real estate (PLL), textiles (Morarjee Textiles), retail 
(Piramyd Retail), auto components (PMP Components), electronic components 
(GP Electronics), and machine tools (Miranda Tools). PLL has developed about 
5.5m sq ft of retail, commercial, and residential space, with a focus on the prime 
ends of the segments. It has also developed low-cost housing for the Mumbai 
Metropolitan Region Development Authority. 

Business strategy 
Real estate division 

Residential: PLL is developing the 1.1m sq ft Ashoka Towers in Lower Parel 
(own land) and has developmental rights for 0.9msf in Sewri, where the land is 
owned by Swan Mills. Work on the Ashoka Towers restarted in April 2006 after 
a favourable order by the Supreme Court regarding mill land redevelopment. 
PLL has acquired a 50,000 sq m plot (35% stake) where it intends constructing 
full-sea-view, exotic villas, according to the company. As a strategy, PLL says it 
does not see a need to go nationwide and will focus only on the western region. 
It says it will look at premium properties within cities and integrated townships 
on the outskirts of tier-one and tier-two cities. 

Commercial: PLL is developing the 0.9m sq ft Peninsula Techno Park in Kurla 
and has recently merged Dawn Mills Ltd (with total development potential of 
0.6msf, according to the company) after acquiring the company from the Ruias. 
The land is next to PLL’s Peninsula Corporate Park.  

IT Parks/SEZs: PLL has been allotted land in Goa (around 200 acres) for SEZs 
focused on the biotech (50 acres) and pharma (150 acres) sectors. The group’s 
total estimated investment (excluding land) in biotech parks is Rs6bn. PLL is 
also negotiating to buy land in Pune for an SEZ, according to the company. 

Asset Management Company: PLL has received approval for a Rs10bn real 
estate fund which will invest in projects at a development stage, according to the 
company. The group states it will manage the asset management company. 

Retail: PLL developed its Crossroads mall in Central Mumbai, but has since 
sold Crossroads to Pantaloon Retail to raise capital to buy land for future 
projects. PLL has also developed the Cr2 mall in Nariman Point. 

Chart 23: Shareholding (June 2006)
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Financials 
Table 26: Financial summary 

  FY05   FY06  

Income statement   

Total revenues  226   568  

- Rental received  1   17  

- Ceramic tiles  225   206  

- Sale of real estate division  -   223  

- Others   122  

Total expenses  198   168  

EBITDA  28   401  

Profit before tax  3   369  

Net income (PAT)  3   281  

   

Balance sheet   

Net fixed assets  293   1,133  

Net current assets  62   105  

Cash and investments  14   29  

Total assets  369   1,266  

Borrowings  139   344  

Deferred tax liability (asset)  10   26  

Equity  220   897  

Total liabilities  369   1,266  

   

No. of shares (m)  19   22  

EPS (Rs) 0.15   12.89  

BVPS (Rs)  11.40   41.14  

EBITDA margins (%) 12.4% 70.5% 

PAT margins (%) 1.3% 49.4% 

RoE (%) 1.3% 50.3% 

Source: Company data 
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Appendix—key regulations  

The housing construction industry has been among the most highly regulated 
sectors in India. Dubious land records, high transaction taxes, and various real 
estate regulations have kept a large portion of property transactions out of the 
formal market. The Urban Land Ceiling Repeal Act (ULCRA) and Rent Control 
Acts are largely responsible for the artificial scarcity of land, which has resulted 
in Mumbai and Delhi becoming two of the most expensive real estate markets in 
the world. Some of the other regulations that affect the growth in housing 
construction include the Coastal Regulatory Zone (CRZ) regulation, Mill Land 
Regulations, and property taxes. 

Chart 24: Normal local rents 
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Foreign direct investment in real estate  
Highlights of the policy 

The government now allows 100% FDI for townships, housing, built-up 
infrastructure, and construction development projects (including commercial 
premises, hotels, resorts, hospitals, educational institutions, and recreational 
facilities), subject to the following guidelines: 

Minimum area to be developed under each project: 

 Minimum land area of 100 hectares for developing serviced housing plots. 

 Minimum built-up area of 50,000 sq m for construction development 
projects. 

 For combination projects, any one of the two conditions above will suffice. 

FDI liberalisation, a big driver for real 
estate prices 
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The investments will be further subject to the following conditions: 

 Minimum capitalisation of US$10m for wholly owned subsidiaries and 
US$5m for joint ventures with Indian partners. The funds have to be brought 
in within six months of the commencement of the business. 

 Original investment cannot be repatriated before a period of three years from 
the completion of minimum capitalisation. However, the investor may be 
permitted to exit earlier with prior approval of the government through the 
Foreign Investment Promotion Board. 

 At least 50% of the project must be developed within a period of five years, 
from the date of obtaining all statutory clearances. The investor will not be 
permitted to sell undeveloped plots. Undeveloped plots are those plots where 
roads, water supply, street lighting, drainage, sewerage, and other 
conveniences have not been made available. It will be mandatory for the 
investor to provide this infrastructure and obtain the completion certificate 
from the concerned local body/service agency before being permitted to sell 
the plots. 

RBI regulations on bank loans 
 There are general provisioning requirements on standard advances in specific 

sectors, that is, personal loans, loans, and advances qualifying as capital 
market exposure, residential housing loans greater than Rs2m, and 
commercial real estate loans of 1.0%. As before, these provisions would be 
eligible for inclusion in tier-two capital for capital adequacy purposes up to 
the permitted extent. 

 In July 2005, the Reserve Bank of India (RBI) increased the risk weight on 
exposure to commercial real estate from 100% to 125%. The RBI has since 
increased the risk weight to 150%, given the continued rapid credit 
expansion in this sensitive sector.  

Housing regulations 
ULCRA 

ULCRA was introduced as social equity measure to curb profiteering and 
hoarding of urban land and prevent urban congestion. Urban cities were 
classified into A, B, and C categories. ULCRA imposed ceilings on the 
maximum permissible usage of land. 

Key provisions: 

 Imposition of a ceiling on the ownership and possession of vacant land in 
urban agglomerations, based on the classification of the urban 
agglomeration. 

 Acquisition of excess vacant land by the state government, with powers to 
sell it to serve the common good. 
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 Payment in cash and bonds for acquiring excess vacant land. 

 Granting exceptions with respect to certain specific categories of vacant 
land. 

 Regulating the transfer of vacant land within the ceiling limit. 

 Regulating the transfer of urban or urbanisable land with any building 
(whether constructed before or after the commencement of ULCRA) for 10 
years, from the commencement of the act, or the construction of the building, 
whichever is later. 

 Restricting the plinth area for the construction of future residential buildings. 
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Impact and consequences 
ULCRA failed to serve its purpose, in our view. From a total estimated area 
550,000 acres of vacant land in 64 locations across India, the government 
acquired only 47,550 acres under this act. To ensure that their land was not 
acquired, many corporates sought recourse to certain sections of the act. 
Consequently, land prices increased and supply shrank substantially. To release 
the remaining land and make it available for housing purposes, ULCRA was 
replaced by an ordinance promulgated in 1999 after the state governments of 
Haryana and Punjab passed a resolution for the repeal of the act. The Urban 
Land (Ceiling & Regulation) Repeal Act, 1999 (Repeal Act) subsequently 
replaced the ordinance. Initially, the Repeal Act was applicable in Haryana, 
Punjab and all the Union Territories. Subsequently, the state governments of 
Uttar Pradesh, Gujarat, Karnataka, Madhya Pradesh Rajasthan, and Orissa 
adopted the Repeal Act. 

The Repeal Act basically emphasises the need to impose a vacant land tax on 
the land likely to be made available after the repeal of ULCRA. It also has a 
provision for the economically weaker sections of society and low-income 
group houses, which is taken into consideration while sanctioning housing 
projects. The Repeal Act attempts to free the supply of usable urban land for 
housing construction, thereby lowering the impediments for large-scale 
development projects. 

Current status  
The state government of Andhra Pradesh, Assam, Bihar, Maharashtra and West 
Bengal have not yet adopted the Repeal Act. The central government has 
stressed the need for repeal of ULCRA and encouragement of land assembly 
activities by the private sector. 

Rent control acts 
Various states and union territories have formulated their own rent control 
legislation, with respect to regulating chargeable rents, recovery and possession 
of property, and tenancy rights. These laws act as disincentives towards 
investment in housing for rental purposes. Much-required amendments in these 
acts would ensure that the vacant housing stock is made available in the market 
for occupation. 

Registration fees and stamp duties 

Stamp duty needs to be paid on all property transaction documents that are 
registered; the rate varies by state. Most states charge very high registration fees 
and stamp duties on property transactions. The rate of stamp duty varies from 
5% in Andhra Pradesh to 14.7% in Orissa. Some states even have double stamp 
incidence, first on land and then on its development. High stamp duty and 
registration costs lead to under-reporting of the agreement value of properties. In 
developed markets, such as Singapore and some countries in Europe, the rate 
varies from 1-2%. 
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Slum Rehabilitation Authority  
The Government of Maharashtra amended the Maharashtra Slum Areas 
(Improvement, Clearance and Redevelopment) Act, 1971 to provide for the 
creation of the Slum Rehabilitation Authority (SRA). The SRA was created by a 
government notification and came into effect on 25 December 1995. The state 
chief minister is the chairperson of SRA. 

With a view to freeing land for housing and to provide better sanitation and 
living structures to slum dwellers, the government promoted the slum 
rehabilitation scheme, whereby developers take up land occupied by slum 
dwellers and develop it into residential buildings. The displaced slum dwellers 
are given houses in the newly developed buildings. 

The SRA grants permission to developers to either construct residential property 
or to transfer the developmental rights northwards of the slum. After obtaining 
approval from the SRA, the developer follows the same steps of permissions 
from the Brihanmumbai Municipal Corporation as applicable to other 
developers. According to the SRA website, on 3 November 2005, there were 
276 rehabilitation projects under various stages of execution. 

Introduction of real estate venture capital funds 

SEBI has allowed high-risk venture capital funds to invest in real estate since 
April 2004. After this policy change, several funds aimed at tapping the 
potential of the real estate sector have been launched. 
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 Statement of Risk 

Our growth assumptions for the real estate market depend on economic growth, 
income levels, interest rates, and property prices, among other factors. These 
variables could differ significantly from our assumptions. 
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Required Disclosures 

This report has been prepared by UBS Securities India Private Ltd, an affiliate of UBS AG (UBS). 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; 
historical performance information; and certain additional disclosures concerning UBS research recommendations, 
please visit www.ubs.com/disclosures.  

UBS Investment Research: Global Equity Ratings Definitions and Allocations 

UBS rating Definition UBS rating Definition Rating category Coverage1 IB services2 

Buy 1 
FSR is > 6% above the 
MRA, higher degree of 
predictability 

Buy 2 
FSR is > 6% above the 
MRA, lower degree of 
predictability 

Buy 48% 34% 

Neutral 1 
FSR is between -6% 
and 6% of the MRA, 
higher degree of 
predictability 

Neutral 2 
FSR is between -6% 
and 6% of the MRA, 
lower degree of 
predictability 

Hold/Neutral 45% 35% 

Reduce 1 
FSR is > 6% below the 
MRA, higher degree of 
predictability 

Reduce 2 
FSR is > 6% below the 
MRA, lower degree of 
predictability 

Sell 7% 32% 

1: Percentage of companies under coverage globally within this rating category. 
2: Percentage of companies within this rating category for which investment banking (IB) services were provided within the past 
12 months. 

Source: UBS; as of 30 June 2006. 

KEY DEFINITIONS 

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12 
months. 
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a 
forecast of, the equity risk premium). 
Predictability Level The predictability level indicates an analyst's conviction in the FSR. A predictability level of '1' means that 
the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities. A predictability level of '2' means 
that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities. 
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are 
subject to possible change in the near term, usually in response to an  event that may affect the investment case or valuation. 
 

EXCEPTIONS AND SPECIAL CASES 

US Closed-End Fund ratings and definitions are: Buy: Higher stability of principal and higher stability of dividends; Neutral: 
Potential loss of principal, stability of dividend; Reduce: High potential for loss of principal and dividend risk. 
UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management, 
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; 
Reduce: Negative on factors such as structure, management, performance record, discount. 
Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review 
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's 
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating. 
When such exceptions apply, they will be identified in the Companies Mentioned or Company Disclosure table in the relevant 
research piece. 
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Companies mentioned 

Company Name Reuters Rating Price Price date/time 
Bajaj Auto20 BJAT.BO Buy 2 (CBE) Rs2,938.55 27 Sep 2006 23:37 HKT 
CapitaLand Ltd.4,16a CATL.SI Suspended S$4.96 27 Sep 2006 23:37 HKT 
Cheung Kong16a,16b,18 0001.HK Buy 2 HK$84.45 27 Sep 2006 23:37 HKT 
City Developments16a CTDM.SI Buy 2 S$10.80 27 Sep 2006 23:37 HKT 
Greentown China2c,4,5 3900.HK Buy 2 HK$10.34 27 Sep 2006 23:37 HKT 
Henderson Land8,16a,18 0012.HK Buy 1 HK$43.60 27 Sep 2006 23:37 HKT 
HK Land2c,4,18,23 HKLD.SI Buy 1 US$3.82 27 Sep 2006 23:37 HKT 
HDFC13 HDFC.BO Not Rated Rs1,446.70 27 Sep 2006 23:37 HKT 
ICICI Bank2a,4,8,16a,20 ICBK.BO Buy 2 (CBE) Rs688.15 27 Sep 2006 23:37 HKT 
Jet Airways2a,4,5,20 JET.BO Reduce 2 (CBE) Rs652.75 27 Sep 2006 23:37 HKT 
Mitsui Fudosan2b,4,5,13 8801.T Buy 2 ¥2,595 27 Sep 2006 23:46 JST 
Sino Land18 0083.HK Buy 1 HK$13.40 27 Sep 2006 23:37 HKT 
Sun Hung Kai P.8,16a,16b,18,23 0016.HK Buy 1 HK$85.00 27 Sep 2006 23:37 HKT 
Suzlon Energy20 SUZL.BO Reduce 2 (CBE) Rs1,269.90 27 Sep 2006 23:37 HKT 
Swire Pacific4,16a,16b 0019.HK Buy 1 HK$83.00 27 Sep 2006 23:37 HKT 
Wharf Holdings18 0004.HK Buy 1 HK$26.75 27 Sep 2006 23:37 HKT 

Source: UBS. HKT: Hong Kong time; JST: Japanese standard time. 

2a. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of 
this company/entity or one of its affiliates within the past three years. 

2b. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of 
this company/entity or one of its affiliates within the past five years. 

2c. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of 
this company/entity or one of its affiliates within the past 12 months. 

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking 
services from this company/entity. 

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services 
from this company/entity within the next three months. 

8. The equity analyst covering this company, a member of his or her team, or one of their household members has a long 
common stock position in this company. 

13. UBS AG, its affiliates or subsidiaries beneficially owned 1% or more of a class of this company`s common equity 
securities as of last month`s end (or the prior month`s end if this report is dated less than 10 days after the most recent 
month`s end). 

16a. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

16b. UBS Securities (Hong Kong) Limited is a market maker in the HK-listed securities of this company. 

18. UBS equity research team staff may maintain a personal portfolio of Hong Kong residential and/or commercial property 
which may be bought or sold at any time. 

20. Because UBS believes this security presents significantly higher-than-normal risk, its rating is deemed Buy if the FSR 
exceeds the MRA by 10% (compared with 6% under the normal rating system). 

23. UBS AG, its affiliates or subsidiaries held other significant financial interests in this company/entity as of last month`s end 
(or the prior month`s end if this report is dated less than 10 working days after the most recent month`s end). 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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Global Disclaimer 

This report has been prepared by UBS Securities India Private Ltd or an affiliate thereof (“UBS”). In certain countries UBS AG is referred to as UBS SA. 
This report is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, financial situation or particular needs 
of any specific recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No 
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information 
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. The report 
should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this report are subject to change without notice and may differ or be 
contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. The analysis contained herein is based on numerous 
assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales 
personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information 
contained herein. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The 
compensation of the analyst who prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is 
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