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Near- term Headwinds, Long-term Gains 
 With the dampening effect of demonetisation a thing of the 

past, and the implementation of the Real Estate Regulatory Act 
(RERA) driving outperformance, the BSE Realty Index has risen 
27%  in the last 3 months. In the interim, we choose to remain 
cautious, rather than chasing stock prices, owing to multiple 
headwinds like (1) Notable increases in customer litigations 
(post RERA) (2) A reduction in liquidity (3) A weakening of 
buyers’ sentiment  (4) Developers’ efforts to complete under-
construction projects will lead to erosion of margins and (5) No 
meaningful recovery in pre-sales. However, on flip side, market 
share gains may compensate the lowering of investor demand. 

 Near term, the outlook remains cautious, while over the long 
term, RERA will drive transparency, reduce cost of capital, 
improve liquidity and lead to significant re-rating.  

 Within our coverage universe, we expect weak results across 
companies, as the upward revision of completion costs would 
impact profitability.  Revenue recognition in under-construction 
projects will remain muted, owing to discounts.  

 During 4QFY17E, aggregate sales in our coverage universe will 
decline 8.9% YoY. The decline in EBIDTA/PAT  numbers is pegged 
at 8.9/25.4% respectively.  

 Change in rating: With a sharp rise in share prices, we 
downgrade the real estate sector coverage to NEUTRAL. 
Changes in TP: We increase TP of Kolte Patil to Rs 177/sh 
(reduce NAV discount from 35% to 20% as demonetisation is 
largely behind us). We increase our TP of Brigade Enterprise to 
Rs 230/sh (reduce rental cap rate to 8.5% and change base 
property price correction from 15% to 10%.)  

 

Residential: Inventory Rising On Account Of Demonetisation 

Commercial Offices — Strong Absorption, Vacancies Reducing 

Source: HDFC sec Inst Research, Commercial - Cushman Wakefield, Residential 
- Liases Foras. Commercial/Residential data takes into account Top 6 Indian 
Cities of MMR, NCR, Bengaluru, Chennai, Pune and Hyderabad 
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RERA Headwinds To Impact Profitability 

COMPANY 
4QFY17E 

OUTLOOK 
WHAT’S LIKELY KEY MONITORABLES 

DLF BAD 

 Revenues to decline 15.6% YoY, as DLF Phase V sales recovery 
will be muted  

 EBIDTA margins  may decline 239bps QoQ to 44.2%. Legacy 
projects nearing completion are loss-making and margin dilutive  

 Net profit to decline 40.9% QoQ, on high interest expenses  

 Rental income will reduce owing to the demonetisation impact 
on  sales of luxury goods 

 Guidance on Rentco stake sale 
completion and funds inflow 

 Debt levels 

 Pre-sales momentum in the residential 
segment 

Oberoi Realty BAD 

 We expect a 7.9% QoQ revenue decline on account of muted 
sales in Goregaon projects  

 EBIDTA margins to expand 67bps QoQ to 50.7% 

 Net profit to dip 21.9% QoQ 

 Sales  traction in completed project-
‘Exquisite’ 

 Pre-sales  pickup in the Worli project 

 Leasing trend in Commerz-II 

Prestige Estates BAD 

 We expect  9.5% QoQ decline in revenues  

 EBIDTA margins to expand by 45bps QoQ to 19.8%  

 Net profit to dip 23.1% QoQ  

 Rental income will reduce due to the demonetisation impact on 
luxury good sales 

 Pre-sales momentum 

 Change in debt levels owing to assets 
restructuring 

 Capex plans on  annuity assets/REIT’s 
monetisation 

Sobha AVG 

 We estimate 7.4% QoQ decline in revenues 

 EBIDTA margins may expand 184bps QoQ to 20.1% 

 Net profit to decline 9.1% QoQ 

 Pre-sales momentum on  premium 
projects 

 Debt levels 

 Outlook on Capex  in the Commercial 
segment 
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Rera Headwinds To Impact Profitability 

COMPANY 
4QFY17E 

OUTLOOK 
WHAT’S LIKELY KEY MONITORABLES 

Brigade AVG 

 We expect revenue to decline 7.7% QoQ 

 EBIDTA margins may expand 398bps to 27.2% QoQ 

 Net profit to decline 7.0% QoQ 

 Rental income will reduce due to the demonetisation impact on 
luxury good sales 

 

 Outlook on  asset capex  

 Debt levels, Fund raise 

 Timely completion of Hotel and  Rental 
properties 

Kolte Patil BAD 

 Revenue to decline 28.9% QoQ  

 Margin expansion by 24bps QoQ to 24.8%, on account of higher 
contribution from Mumbai projects 

 Net profit to decline 29.5% QoQ 

 Debt levels 

 Sales traction in Life Republic R1 sector, 
Corolla Realty and Wakad project 

 Launch pipeline and pre-sales volumes 
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Financial Summary 

Source: Company, HDFC sec Inst Research  * consolidated financials 

COMPANY 
NET SALES (Rs bn) EBITDA (Rs bn) EBITDA Margin (%) APAT (Rs bn) Adj. EPS (Rs/sh) 

4Q 
FY17E 

QoQ 
 (%) 

YoY  
(%) 

4Q 
FY17E 

QoQ 
 (%) 

YoY  
(%) 

4Q 
FY17E 

QoQ 
(bps) 

YoY  
(bps) 

4Q 
FY17E 

QoQ  
(%) 

YoY  
(%) 

4Q 
FY17E 

3Q 
FY17 

4Q 
FY16 

DLF  17.4 (15.6) (25.6) 7.7 (19.9) (12.3) 44.2 (238.6) 671.7 0.6 (40.9) (54.2) 0.3 0.5 0.7 

Oberoi Realty  2.3 (7.9) 2.4 1.2 (6.7) 14.1 50.7 66.6 519.6 0.7 (21.9) 3.1 2.0 2.5 1.9 

Prestige Estates  11.2 (9.5) (1.8) 2.2 (7.4) (15.1) 19.8 44.8 (308.9) 0.5 (23.1) (34.4) 1.4 1.8 2.1 

Sobha Limited  5.0 (7.4) (8.8) 1.0 2.0 (14.2) 20.1 184.0 (126.5) 0.4 (9.1) 29.9 3.7 4.0 2.8 

Brigade Enterprises  5.2 (7.7) 4.7 1.4 8.1 21.6 27.2 397.8 378.4 0.3 (7.0) 15.4 2.5 2.7 2.2 

Kolte-Patil Developers  1.6 (28.9) (12.5) 0.4 (28.2) (24.0) 24.8 24.0 (373.9) 0.1 (29.5) (27.1) 1.7 2.5 2.4 

Aggregate*  42.7 (12.4) (13.4) 13.9 (13.7) (8.9) 32.5 (46.8) 160.1 2.5 (25.2) (25.4) 
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Valuation Summary 

Source: Company, HDFC sec Inst Research    

COMPANY 
MCap 

 (Rs bn) 
CMP 
 (Rs) 

RECO 
TP 

(Rs)  

Adj. EPS (Rs/sh) P/E (x) EV/EBITDA (x) ROE (%) 

FY17E  FY18E  FY19E  FY17E  FY18E  FY19E  FY17E  FY18E  FY19E  FY17E  FY18E  FY19E  

DLF  283.5 159 NEU 153 1.7 2.0 3.2 93.8 81.3 49.6 15.1 14.6 13.9 2.4 1.4 2.1 

Oberoi Realty  124.5 367 NEU 396 10.2 30.8 40.4 36.2 11.9 9.1 23.8 9.4 5.9 6.3 17.1 18.8 

Prestige Estates  86.3 230 NEU 222 6.4 8.6 11.1 36.0 26.8 20.8 16.6 13.4 11.8 9.2 11.1 13.5 

Sobha Limited    37.1 378 NEU 381 15.3 20.8 24.8 24.7 18.2 15.3 14.5 10.8 9.9 4.6 6.9 7.9 

Brigade Enterprises  26.9 239 NEU 230 9.5 11.3 13.2 25.1 21.1 18.2 9.1 8.5 7.6 8.2 8.9 10.4 

Kolte-Patil Developers  13.4 177 NEU 177 9.2 10.6 15.9 19.3 16.6 11.1 8.6 7.7 5.6 7.7 8.3 11.4 
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Any holding in stock – No 
 
Disclaimer:  
This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been 
compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, 
representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This 
document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this document is not, 
and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.  
This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any 
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HDFC 
Securities Ltd or its affiliates to any registration or licensing requirement within such jurisdiction.  
If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may 
not be reproduced, distributed or published for any purposes without prior written approval of HDFC Securities Ltd .  
Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income 
derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.  
It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HDFC Securities Ltd may from time to time solicit from, or perform broking, or other services 
for, any company mentioned in this mail and/or its attachments. 
HDFC Securities and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the 
company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial 
instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any 
recommendation and other related information and opinions. 
HDFC Securities Ltd, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any 
action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the 
dividend or income, etc. 
HDFC Securities Ltd and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the 
report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report. 
HDFC Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any 
other assignment in the past twelve months.  
HDFC Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this 
report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a 
merger or specific transaction in the normal course of business. 
HDFC Securities or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the 
research report. Accordingly, neither HDFC Securities nor Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research 
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HDFC Securities may have issued other reports that are inconsistent with 
and reach different conclusion from the information presented in this report. Research entity has not been engaged in market making activity for the subject company. Research analyst 
has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with 
the Research Report. HDFC Securities Ltd. is a SEBI Registered Research Analyst having registration no. INH000002475. 

Rating Definitions    

BUY  :   Where the stock is expected to deliver more than 10% returns over the next 12 month period 

NEUTRAL :   Where the stock is expected to deliver (-) 10% to 10% returns over the next 12 month period 

SELL  :   Where the stock is expected to deliver less than (-) 10% returns over the next 12 month period 
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