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ABOUT REAL ESTATE INDUSTRY
Capital intensive industryp y
Manufacture / Development of long-term assets
Medium-Long term period for completion
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Unique method for recognition of revenue
Absence of consistent revenue recognition
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“New entity for new project”
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KEY CONSIDERATIONS
Lack of transparencyp y
Negative profile from banking perspective
Lack of Corporatization
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Legal Hassles
Demand-Supply gap
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Lack of Financial discipline
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CURRENT INDUSTRY SCENARIO
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RECENT TRENDS
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S  C  ll h kd l  A iSource: Company, www.allcheckdeals.com, Antique



REDUCING HOME LOAN RATES
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IMPROVED AFFORDABILITY INDEX
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MEASURES FOR REAL ESTATE 
SECTOR
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LIMITATIONS FOR FUNDING REAL 
ESTATE

Real Estate funding have always been underg y
scanner of RBI

High risk weight for Real Estate Loans
Limitation of about 15% of the deposits for Urban Co-
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  ALimitation of about 15% of the deposits for Urban Co
operative Banks (Master Circular No.
UBD.PCB.MC.No.1/13.05.000/2009-10 dated
July 1, 2009)
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  July 1, 2009)
In 2007, RBI restricted NBFC’s from investing in real
estate in excess of 10% of their net worth
Increase in risk weight for exposure to commercial
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Increase in risk weight for exposure to commercial
real estate resulting in higher cost of funds and
reduced exposure for the sector
Disbursement of loans only after obtaining all they g
approvals for commencement of construction



PARADIGM SHIFT
Prior to 2002, Real Estate projects were funded, p j
only through Debt and Advance Sales but since
2002 Government of India has approved FDI in
Real Estate i e Equity investment in RE project
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  AReal Estate i.e. Equity investment in RE project
under automatic route.
The major change to the said FDI policy took
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place in 2005 with press note 2 which liberalized
the investment in real estate projects by Foreign
investors and since then the sector got
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investors and since then the sector got
substantial funds from Investors



FDI REGULATION
Minimum Capitalization of $5 Million for JV withp $
Indian partners & $10 Million for wholly owned
subsidiary
Mi i t b d l d ill b 10
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Minimum area to be developed will be 10
Hectares of Land development or 50,000 sq.
meters of Construction area in the project
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Minimum lock-in of 3 years to apply from
completion of Minimum capitalization before
repatriation of original investment
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repatriation of original investment
50% of the integrated project must be completed
within a period of 5 years from possession of landp y p



SOURCES OF FUNDS
EQUITY

Key source is Venture Capital  / Private Equity Funds  (Domestic & Key source is Venture Capital  / Private Equity Funds  (Domestic & 
Foreign)
Ideally available from land acquisition stage
Used to share risks involved in the Project
Costly compared to Debt / Advance sales

C
A

  Ay p
Repayment in mode of profit sharing
Repayments are made based on availability of funds

DEBT
Available only for completion of construction
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Used to finance working capital requirement
Cost is less compared to Equity or Sales bookings
Regular interest and installments of principle to be paid as per agreed 
schedule
Lender does not participate in any risk and gets cover 
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Lender does not participate in any risk and gets cover 
ADVANCE SALES

Available from Land acquisition stage
Cost is high compared to Debt but low compared to equity
Marketing  risk & partly execution risk is assumed by the InvestorMarketing  risk & partly execution risk is assumed by the Investor
Ideal source of funds 



EQUITY FUNDING
Listed Companiesp

QIP / Preferential allotment
Project Specific syndication

F i  E it  P t  (FDI)
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Foreign Equity Partner (FDI)
Domestic Equity Partner

Unlisted Closely held company
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Entity level equity partner
IPO
Project Specific syndication
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Project Specific syndication
Foreign Equity Partner (FDI)
Domestic Equity Partner



FUND RAISING FOR LISTED 
COMPANIES VIA QIP
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CONT…
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KEY CONSIDERATIONS
Developer Backgroundp g
Location of the Project
Entry Valuation

C
A

  A

Stake offered & Rights of the investors (Reserved 
Rights)
E it i d d i ibilit
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Exit period and visibility
Financial Closure for the project
Return on Investment
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Return on Investment
Legal status and structure
Business Plan for the Projectj



FDI TRANSACTIONS
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TREND OF FDI TRANSACTIONS
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SOME OF THE EQUITY INVESTOR 
FUNDS

HDFC Realty Fund (Domestic & FDI)y ( )
ICICI – Tishman Realty Fund
Trinity Capital
HIRCO
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HIRCO
Sun Apollo
Indiareit Real Estate Fund (Domestic & FDI)
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  Indiareit Real Estate Fund (Domestic & FDI)
Kotak Realty Fund (Domestic & FDI)
IL&FS Realty Fund (Domestic & FDI)
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Red Fort Capital
Old Mutual (Retail Focused Fund)
Yatra CapitalYatra Capital
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KEY CONSIDERATIONS
Developer Profile
Location of the Project
Industry Outlook
P t t k d
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Past track record
Debt / Equity Ratio
Loan to Value Ratio (LTV)
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  Loan to Value Ratio (LTV)
Marketability of the Project
DSCR of the Project
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j
Utilization of Loan funds



BANKING EXPOSURE TO REAL 
ESTATE

14 Banks which have released their Annual reportsp
disclosed the growth of 29.1% in commercial real
estate exposure as against growth of 25% in overall
credit growth (source : www indiarealtynews com)
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  Acredit growth. (source : www.indiarealtynews.com)
Top 10 Banks having highest exposure to commercial
real estate sector are
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•Axis Bank,
•Bank of India,

•Punjab National Bank,
•State Bank of India,
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•Indian Bank,
•Central Bank of India
and

•ICICI Bank,
•Indian Overseas Bank
•Oriental Bank of and

•Union Bank of India
Oriental Bank of

Commerce
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KEY CONSIDERATIONS
Stage of Constructiong
Discount offered on Market price
Likely price appreciation
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Construction risk involved
Salability of the property in future
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Upfront Investment required
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MARKET PRACTICE OBSERVED
Upfront Investment of 70% of the property valuep p p y
Ideal Investment tenure is 24 months – 30 
months
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Investor is assured of fixed return with upside 
sharing
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