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For anyone following the Indian real estate sector, slowdown in the second quarter (Q2) of 2017 comes as no surprise. Numbe
from Liases Foras surveys confirm the sentiment on the grapevine. Unit sales through Q2 were lows,imamttories were high

and new launches were held back. The slowdown can be traced back to the recalibration of markets by government policies lil
Real Estate Regulatory Act (RERA) and Goods and Services Tax (GST), most of which unfolded througth Septeshiber.
These policies have changed the real estate markets from being investor driven tcebéinger driven, forcing developers to
readjust their business models from a finance and marketing perspective. These changesrdfilectimultuous reults of Q2.

Historically however, there have been some years when markets have seen a rise in sales in the third quarter that c@imcides w
the festive season. Developers hoped that a similar trend would lead to a surge in sales this Diwali too. Btd theth
disappointment, October has shown no signs of improvement.

Our newsletter this month takes a closer look at this ongoing stagnation and the changing nature of the real estate business.
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What do the numbers say?

The Q2 Fy118 Residential Report showsdt sales across 8 Tier | cities decreased marginally from 64,881 in the previous quarter
to 64,781 units in the current quarter. Hyderabad led sales with an increase of 11% Qo0Q. MMR sold 16,194 units to record
maximum share to overall sales at 24%. Gteémand Kolkata witnessed a steep decline in sales1384) and-8%) QoQ.

Table 1: Sales Performance in Major Cities of India

Sales (Units)

Q2 1617 Q11718 Q2 1718
Ahmedabad 6,686 6,513 6,555 -2% 1%
Bangalore 8,843 7,300 6,987 -21% -4%
Chennai 3,526 3,111 2,708 -23% -13%
Hyderabad 3,193 3,257 3,602 13% 11%
Kolkata 2,781 3,126 2,862 3% -8%
MMR 13,563 15,824 16,194 19% 2%
NCR 13,623 15,400 15,660 15% 2%
Pune 9,285 10,350 10,213 10% -1%
8 Cities 61,500 64,881 64,781 5% 0%
Source Liases Foras
Figure 1: Sales Performance in Major Cities of India
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Unsold stock in Tier | cities marginally deetl by (1%) QoQ. Hyderabad and NCR witnesseeb®)( decline followed by
Ahmedabad & Bangalore a3¢6). Kolkata & Chennai recorded an increase in unsold stock by 7% and 6% respectively.

Table 2: Unsold Stock

Unsold Stock (Units)

Q2 1617 Q11718 Q2 1718
Ahmedabad 76,887 72,695 70,848 -8% -3%
Bangalore 110,616 106,036 102,943 7% -3%
Chennai 53,044 60,487 63,913 20% 6%
Hyderabad 35,353 36,111 34,309 -3% 5%
Kolkata 42,787 45,414 48,450 13% 7%
MMR 248,412 267,477 268,587 8% 0%
NCR 262,233 248,666 237,262 -10% 5%
Pune 105,961 114,124 113,324 7% 1%
8 Cities 935,293 951,010 939,636 0% 1%

SourcelLiases Foras

Figure 2: Unsold Stock
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Weighted average price across Tier | cities increased marginally by 1% on a QoQ basis, only Chennai witnessed a idecline in |

of (-1%). Prices across other cities either withessed no change or increased marginally by 1%. Dismal saldieadrags put
pressure on price behavioesulting in a marginal increase.

Table 3: Movement in Price

Price (Rs/Sq.ft)

YOY QOQ
Q2 1617 Q11718 Q2 1718
Ahmedabad 3,194 3,209 3,252 2% 1%
Bangalore 5,487 5,565 5,582 2% 0%
Chennai 5,285 5,321 5,262 0% -1%
Hyderabad 4,634 4,485 4,583 -1% 2%
Kolkata 4,384 4,316 4,317 -2% 0%
MMR 12,985 13,022 13,032 0% 0%
NCR 4,884 4,810 4,840 -1% 1%
Pune 5,334 5,198 5,237 -2% 1%
8 Cities 6,675 6,764 6,804 2% 1%
Source Liases Foras
Figure 3:Movement in Price
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Months inventory across Tier | cities remained constant at 44. Maximum increase was seenrnai@2a% where the number
of months increased from 58 to 71, followed by Kolkata with a 16% increase form 44 to 512%j,(Hyderabad witnessed the
maximum decrease in months inventory. This decline can be attributed to an increase in sales andsapmlyeof new units in

the city.

Table 4: Months Inventory

Q2 1617
Ahmedabad 34
Bangalore 38
Chennai 45
Hyderabad 33
Kolkata 46
MMR 55
NCR 58
Pune 34
8 Cities 46

SourcelLiases Foras
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37% of new supply was recorded in the cost bracket 25 to 50 Lacs, followed by the cost bracket of 50 Lacs to 1 Cr., wh
contributed 33%. At 35%, MMR contributed the highest number of total seipply units across 8 Tier | cities, where as
Hyderabad contributed the least at 6%.

Table 5: New Supply (Units) in Q21&

Lesghan25Lac 588
25Lac50Lac 1,009

50Lac1Cr 373
1Cr-2Cr 147
2Cr+ 22
Total 2,139

SourcelLiases Foras
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3,861
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www.liasesforas.corh Vol: 12 I, 6


http://www.liasesforas.com/

Figure 5 New Supply (Units) in Q218
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The Stagnation

Stagnation in Q2 can be traced back to the slowawotlof RERA and GST. RERA was commenced by the central government or
1t May 2016 partly and completely oritMay 2017. States were expected to prepare guidelines, and consequently developers
were expected to register for RERA by'3lly 2017. Howevenn that date out of 29 states and 7 union territories, only 15
states had notified the final rules of the RERA. As the policies unfurled the market adopted a cautious wait and watdmapproa
On the other handconsumerseld back their purses as they eqted these policies to bring a drop in sales price.

Figure 5: Policy Timeline
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Investment Crunch:

Three kinds of investors have traditionally led Indian real estate. Namely, private equity investors that invest in teal esta
companies or projectdiigh end investors that invest in properties (usually at-lanench) and sell the property to consumers at
an appreciated price, and finally end users that buy homes to live in

Much has been written about the financial consequences of RERA ending ;- _ o
launches. Prdaunches were a major source of funding for developers. Af Currently, private equity investors,
obtaining initial approvals, developers pieunched properties at a discountec high-end investors and end users ai
price for a first flush of cash flows. The discounted price accounted for the

) - o . L reluctant to invest in the housin
involved. Investorswere willing to absorb this risk for a price appreciatiol 9

However, RERA has ended this form of fundihg.J.S. Augustin®irector at market N
Terraform Realty pointed out, high net worth investdk$NI)don't see an incente to invest in a stagnargroperty maket.
“Currently, HNI investors don't have the motivatiommd o i

locations, consumers have bought properties when prices were discounted at |aAlsohready apartments have sold bettes
consumers don't have to pay GST on them. As Mukesh Pat el
developers sold up to 25% of their housing stock atlpteich and another 50% by the time they completed the construction of
the last slab. Remaining 25% stock was sold at higher prices by the time the building was completed. Post GST anddRERA this
has reversd ” A c c or d maayity stock ishowmxpected to be consumed when the units are ready for possession.
Consumes think it is a prudent way to save on 12% GST. However, this has further added to cash flow problems for developel
Although banks have stepped up to offer construction loans to bridge the financing gap, Mr. Patel points out that evifrgtually
interestr at e paid on the construction | oan is passed on to ¢
|l oans taken ®adMr.Pasehstruction?”

RERA has also brought some unintended consequences with respect to private equity invebtment. po |l i cy def i ne
as a person who causes the construction or sells constructed apartment. As a result, PE investors have begun to fear be
classified as promoters by virtue of their investment in the developer entity or Hyranding thereal estate project with
devel oper for augmenting project’s marketability. As an
reports, “being classified as promoter ent ai lorgfilimys, praclring t u
completion or occupation certificate, insuring the project, etc., and grave penal consequences follgwifiloment of such
obligations?”. This has |l ed private investor s ttyoestrgciuteg e t
i nvest ments and agr ee me rartgipative role, ¢hEske mhibitionsiane ekpacteéte itonaout. s n o n

So, for the time being, the market is largely end user driven. However, J.S. Augustine pointes out that high exteptifyument
and unstable flex economy is restricting home ownership
vary of taking Il ong term housing | oans”, he said. anti s
Mukesh Patel thinks that the stagnation has also hit end users looking to upgrade properties. He explained that thostlooking
sell their existing house to buy a new one are hurt because the rates at which old properties are being sold is evbanawer

new property stock.

Even then, many developers have begun to reformat their business models to cater to the potential end user demand.
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The Recalibration

The middle and lower income groups that can afford to buy a home in the R80 1&c range form a larggemand base.
Developers are changing formats, designs, locations and marketing strategies to target this user group.

Format

Although the market for luxury homes has stagnated, budget homes have sold well. Q2 findings show that on a QoQ bas
maximum salegrowth of 11% took place in the affordable housing segment (properties priced below Rs 25 Lacs). MMF
contributed highest sales 28%, in the affordable housing segment with 3,388 units. Followed by Ahmedabad at 24% with 2,9(
units. Affordable segment conbuted to 19% of the overall sales as compared to 17% in the previous quarter. Sales in the cost
bracket of 1Cr- 2Cr. and Rs. 25 50 Lacs decreased by8%) and £%) respectively. The cost bracket of Rs—28) Lacs
contributed to 36% of total saleEollowing this trend many developers have replanned their projects to fit smaller formats.

Tier I- Sales (Units) Trend in various Cost Brack€g 1718

Lessthan 25Lac 9,807 7,657 10,060 10,890 12,136 4% 11%
25Lac50Lac 24,018 19,186 23,289 24,820 23,493 -2% -5%
50Lac1Cr 17,537 14,489 17,862 18,129 18,682 7% 3%
1Cr- 2Cr 6,232 6,124 6,806 7,416 6,812 9% -8%
2Cr+ 3,906 3,332 3,197 3,626 3,658 -6% 1%
Tatal 61,500 50,788 61,214 64,881 64,781 5% 0%
SourceLiases Foras
Figure 6Sales (Units) Trend in various Cost Brack&)2 1718
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Location

Location is a key factor in determining the salability of an affordable project. Projects closer to city centersibateabstter
suited for sale.

Marketing

RERA has brought in shaéerm hindrances to property sales, ye’
in the long run the paty is expected to bring consume
confidence. At a recent property exhibition held by th revitalize the markets by offering schemes to bridg
Maharashtra Chamber of Housing Industry (MCHI), develog
proudly displayed their RERA registration numbers to dr:
customers. The RERA numbers bring legitimaciyeaafy to the ~ Offering loans up to 99% of the agreent value.
new developers in the market.

4 . : .
Housing finance companies are also helping

the affordability gaps. A few banks were seen
13

Al so advertised was PMAY's Credit Linked Subsidy Scheme.
and 4% and 3% for MIGs. However, Mukesh Patel thinks developers should be vanglyising finance as a marketing hook

to attract consumers as a | ot of them do not understomnd
size, design features like cross ventilation, connectivity and community facilitigsare t as | mport ant ” . I
developers should not lose sight of these lgegn livability factors while advertising.

MCHI has been holding such property exhibitions for over two decades. This is the first exhibition held post RERA.tidre exhibi
is usually held during Diwali as many consumers find it auspicious to invest around the festive season. However, thiag/ear it
pushed to November. Exhibitions like these are expected to help fence sitters make a decision on investment.

Moving Forwad

Despite arduous Policy reforms, the real estate market has held up and is in the process of reinventing itself. The Gbvernme
too has amended some clauses after receiving recommendations from the market. In a recent amendment, PMAY has increas
the size of housing eligible for credit for MIG under CLSS. This is a welcome move as it qualifies 75% of the existing supply
credit linked subsidyDevelopers have also asked for GST decrease on housing. Media reports suggest that the government
activelyconsidering decrease in GST from 12% to 8% for affordable housing.

These combined efforts, as difficult as they may seem, are expected to make the market more efficient over time.

Terminology

Inventory: Supply of stock between two dates of survey. It coversell taunches (new additions) as well as canfiedvard
inventory from the previous quarter/quarters. It can be simply represented agi®us Unsold + New Additions.

Unsold: It is the closing stock at the end of the Qtr. Sales / Demand Realty stockhsolcharket between the dates of two
surveys.

Business Turnover / Value of goods soRepresents the value of the trade or the business done in a certain period. It is calculated
by multiplying the total sqft sold during the period with the prevailing prices.

Months Inventory: Represents the number of months required for the stock in the market to be absorbed according to the
existing demand. It is calculated by dividing the closing stock (nzdnlkeestock) by monthly sales.
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Disclaimer

Information contained here, has been obtained from sources believed to be reliable. While we do not doubt its accuragg, we ha
not verifiedit and make no guarantee, warranty or representation about it. The readers are encouraged to independently asses
the relevance, accuracy and completeness of the information of this publication. This report is for general guidance an
informational purposgs only, and does nobastitute professional advice.

Whilst every effort has been taken to provide authentic data and analysis, Liases Foras Real Estate Rating & Res&ar©h Pvt. Lt
any of its employees are not responsible for any loss, major or nimanred on the basis of the information and analyses
provided or are liable to any damages in any form or shape All rights to this material are reserved and cannot be reproduce
without prior written permission from Liases Foras Real Estate Rating &iRlesed. Ltd.
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A
AbOUt Us Strategic Partneiddmg::information

Liases Foras: The Pioneer in Scientific Research in Real estate

Liases Foras is an independent real estate research institute having offices in Mumbai, Bangalore and New Delhi. Liaass Foras
founded in 1998 asboutique nonbroking real estate consultancy, and has since evolved into afdatsed real estate research

lab employing over 120 people. Liases Foras tracks and closely examines the health of the real estate sector in ower 60 cit
across India, inclling all metro and capital cities. Liases Foras is the official consulting partner of the National Housing Bank an
is currently engaged in #euilding the RESIDEX property price index for NHB.

Data & Coverage

Our database includes 125,000 projects amiingnto over 50 billion square feet of real estate space, spread across 60 cities in
India. Currently, we are monitoring close to 18,000gming projects on a quarterly basis.

PRODUCTS
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Ressex Desktop valuation & 5S@St 2 LJSNDa Business Intelligence Crystal
Ressex, our online data Comparables Extensive analysis of en and Risk Analytics Crystal is a vahtion
interfaceprovides Comparables is a first of its ground gerformance of A hybrid product that helps workflow system which
structured solutions to day  kind, web based property more than 9000 developers banks, HF€and corporates streamlines the interaction
to-day questions pertaining value validation tool. across 62 cities in India. to identify potential between lenders, valuators,
to real estate markets and opportunitiesand and surveyors in carrying
projects. underlying risks. out valuations using
automation and mobile
devices.
ADVISORY SERVICES
a 3
512 A w
Highest and bestise Valuation advisory Urban planning services Preparingdesign bries ~ Consumer survey &
analysis Liases Foras offers We pepare City Extending beyond the best  profiling
Every structure belongs to  transparent, scientific, data Development Plans outlinini use prognosis, we write We specialise in the field of
its location and time. The  driven and unbiased the vision and development uncluttered, contextual real estatespecific
analysis scans various valuation solutions. strategy for unlocking land  design briefs for Master consumer surveys.
options to find out the one in a city. Planners/Architects.
which gives the highest/
maximum development
realisation.
? 2
! Ee \
i i g 0
a0 ? — .’I“
Product viability study Risk eports Portfolio optimization Location & Entry Marketing drategy
This study is to ascertain  Risk Reports are carried ou  Strategy strategy Partnering with the
whether the envisaged primarily to assess the state Every structure has an This study understands the = developer to formulate a
development and product  of the market and measure opportunity costWe growth patterns of a city marketing plan keeping in
plan of the developers are  the price correction during ~ analyse organisational and real estate mind the target audience,
correct or risky. oversupply scenario or functions, manpower and developments, to arrive at po_s!t|on|ng, product and
default risks in the market.  real estate assets to arrive  anideal location for projects Pricing.
at an optimal cost and an  and establishments.
effective portfolio.
OUR CLIENTS:

P Mahindra D \:i/!.‘
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State Bank Of India
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