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Why Real Estate i is Gettlng Riskier

Thinking of investing in
real estate to diversify
your portfolio? Think again

SUDHIR VOHRA

The first quarter of this financial year
promises to be a difficult one for the real
estate sector. Many of the big players in
metropolitan cities have had to borrow
funds to pay their installments on loans
due to banks by the end of March 2011. In
smaller cities and towns, the situation is
not getting any better.

Realtors who had overestimated actual
end user demand for housing, and had re-
ceived advances from speculators and in-
vestorsarecomingunder pressure todeliv-
erpromised projectstoenablethem to cash
in on their investments. Prmects are not
moving because of lack of cash, and banks
are not falling over themselves to lend
money tothe sector any longer - especially
as the RBI has restricted such flows and
has asked banks to be wary of lending out
toomuch money toreal estate companies.

What does all this mean? And how are
these indications going to affect the per-
son who wants to invest inreal estate?

First, potential investors should now be
very, very wary of wheretheyinvestin. In
the absence of a real estate regulatory
body in place (even though the govern-
ment has been promising one for six
years now), the old dictum of caveat emp-
tor, or buyer beware is more relevant to-
day than ever before.

Developers are facing a double wham-
my this year. Even if their projects come

up, the support of infrastructure prom-
1sedhv government agpnnme noWer, wa-
ter; sewage, and above all, road and trans-
port connectivity - is just not happening
on time, so projects may be finished,
painted and polished, but may not be liva-
ble. The high cost of borrowing money is
also hitting developers - and with banks
becoming wary of extendingcredit to the
sector, many developers are now looking
towardsprivateequity and similar sourec-
es of finance, many of

— which are more expen-
With sive than bank funds.
developers Apart from expenses,
sputtering, many financiers are also
money more careful about the
gettingcostly, money theylend out.
projects lying Secondly; the return on
under- investment ratios are
developed dropping fast — even in
anda large cities where one
crackdown would expect rents to be
on cash, the higher, returns are pitiful-
real estate ly poor. While it is true
investor that most people feel that -
needs to be low rentals are compen-
very careful sated with an increase in

capital value over the
years, this mind set is fast changing, main-
ly because real estate is now part of the
portfolio of investments which a person
makes, and not just a house to live in and
draw rent from. Today, there’s a growing
number of people which looks uponreales-
tate as an investment, and not much more.
Three, thecostof moneyisgoingup. The
posted results of the dozen odd big play-
ers in the real estate industry this finan-
cial year show that they have debt bur-
dens totaling about 90,000 crore this

year. Wlth the RBI momtormg monetary
policy aggressively, money is becoming
dearer. To get around that, many players
are borrowing from private equity funds
topaybanks. Thatis addmgto costs. With
the overall increase in interest rates
through the economy, we have a danger-
ous mixture waiting to blow up.

Four, many large dévelopers have bor-
rowed too much. According to a Bloom-
berg study, most large developers have
debts which are at least 10 times the cash-
on-books figures declared by them at the
endof theaccounting year, with onelarge
developer having horrowed 24 times its
cash reserves. The old theory that large
land banks would help them bail out of
any debt trap is now history-the RBI has
mandated that all hbanks which lend mon-
ey to developers shall insist on a moni-
tored escrow account for each specific
project to ensure that the money bor-

rowed fﬂr a partlcular pro_]ect is not di-
verted for any other purpose than the de-
velopment of that project.

Five, while the RBI has tightened mon-
ey flows by increasing interest rates and
the CRR, the recent policy announce-
ment of increasing the limit for afforda-
ble housing loans from 720 lakh to #25
lakh shall further force developers to
move towards projects for the aam aad-
mi, instead of banking on the high end
products they have been presently con-
centratingon.

_Lastly, big developers have moved#ack
again to selling land rather than built
space - thereby disposing off land banks
which have been a unproductive burden

on their balance sheets. Will these plots .

that are being sold get adequate infras-

tructure? Will they be developedfurther‘? ;

These are open questions, especially in
theabsence of a strong consumer protec-
tionbody topush for tlmely development

There’s another important issue in-
volved: the recognition that a lot of black
money, including from politicians, is
sunk in real estate. Whether it’s the apex
court that wants speedy investigation of
black money trails, or the 2G scam, there
is evidence of real estate companies
messing with politicalbig wigs.

Today government investigating agen-
cies and regulators are working on sys-
tems, incorporating many databases, to
track down property undervaluationand
track suspicious transactions.

With developers sputtering, money get-
ting costly, projects lying under-devel-
opedandacrackdownoncash, thereal es-
tate investor needs to be very careful.
Theauthor is an architect
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