Revamped Realty
Scene Attractive
for Institutional
Capital Flows

Realty Act, GST and
demonetisation
have made sector
more transparent

Kailash Babar & Sobia Khan

Mumbai | Bengaluru: The
big-ticket transition signalled
through the Real Estate Regu-
latory Act (RERA), currency
demonetisation and Goods
and Services Tax is set to spell
more opportunities for insti-
tutional capital in India’s real
estate sector. Private equity
players, who have so far pre-
ferred the structured-debt ro-
ute to invest in Indian proper-
ty market, are likely to find
the market even more trans-
parent and attractive.

More foreign direct invest-
ment (FDI) can be expected
through equity now as this
will lead to an economy more
aligned to global compliance
standards, making investing
easier for foreign entities.

“Fromahistorichighseenin
2009, when the share of priva-
te equity inflows into residen-
tial real estate peaked to 60%
of theoverall pie, ithas gradu-
ally reduced to 10% in 2016.
This10% figure is same as the
investment split seen in 2006,
which was the first time equi-
ty interest tracked into the re-
sidential asset class. Private
equity investment was entire-
ly focused on the commercial
assetclassintheinitialfewye-
ars,” said Anuj Puri, chair-
man, JLL India.

“While the real estate busi-
ness has currently taken a
step back due to these, it will
set a very strong foundation
for long-term growth. Equity
investments at such times can
work extremely well for long-
term investors,” Puri said.
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ward for higher returns.

Since high returns are lin-
ked to high risks, inherent
knowledge, investment disci-
pline and team strength will
matter the most, Aryasaid.

Asset management compa-
niesneed to be more and more
hands-on with their knowled-
ge of micro markets, project
development and statutory
aspects in particular.

“Goingforward, the nature of
private equity participation in
real estate will have to change
significantly. Gone are the da-
ys of evaluating security valu-
es based on projected capital
rates and cash flows in order to
take secured debt positions.
Taking these debt positions is
no more risk free and returns
arealsodiminishingas develo-
perscontinue toshy away from
high cost debt,” said Rubi
Arya, vice-chairman, Milesto-
ne Capital Advisors.

Private equity funds will ha-
ve to increase their risk appe-
titeaspuredebtopportunities
willnot be available with good
established brands. Taking
structured equity or pureequ-
ity positions is the way for-

In 2016, the trend of raising
debt continued especially in
the residential segment. Furt-
her leverage being limited, de-
velopersarelikely tobe open to
providing entry points to the
long-term equity investors.
While a few equity-related
risks would continue, attracti-
ve entry points will also provi-
de ahigher margin of safety.

“Both investors and develo-
pers will gain more confiden-
ce withrespect to the underly-
ing returns of real estate pro-
jects. Stabilised RERA imp-
lantation will enhance the
predictability of earnings
and project cash flows, and
hence, prompt them to consi-
der equity option as well,” sa-
id Neeraj Sharma, director at
Grant Thornton Advisory, a
global consultancy firm.

“Equity money will be back
in the market. It will be a chal-
lenge for builders to get hig-
her returns as they may not
find the right partners. There
willbeahugedemandforliqu-
idity assaleshave considerab-
ly slowed down,” said Ravind-
raPai, MD, Century Real Esta-
te Holdings.
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