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Focus on mid-segment housing to support demand

Ashiana Housing Limited (AHL) 1s a mid-sized real estate
company currently operating in six Tier II/III cities. AHL’s
business model focuses on home building segment, including
group housing for middle income group and retirement resorts
for senior citizens. AHL has already delivered over 90 lakh sq. ft.
and currently developing an additional 71 lakh sq. ft. AHL has
formulated an aggressive growth plan of completing 20 lakh sq ft
per annum tll FY2012-15 by consolidating its presence in
existing locations and expanding into newer locations such as

Kolkata, Chennai and Udaipur.

Demand outlook for mid-segment housing looks healthy

The real estate sector has seen a revival in market given strong
economic turnaround in India, job stability and lower interest on
home loans. Mid-size companies such as AHL are particularly at
advantage given their focus on affordable and mid-segment
housing where demand remains strong. Going forward, CARE
Research expects growth in mid-segment housing i Tier II and
Tier III cities to remain robust coupled with increase in volume.
Investment related demand is also expected to get a boost as

housing sector offers opportunities to deploy funds.

Key concerns

e Lack of clarity over land titles in certain instances
e Possibility of cash flow mismatch
e Stiff competition from unorganized sector

¢ Rising interest on home loans and property pricing

Valuations

AHL 1is currently trading at trailing P/E and EV/EBITDA

multiples of 6.9x and 5.4x, respectively.
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HISTORY AND BACKGROUND

Background

Ashiana Housing Ltd. (AHL) has been in the real estate development sector for the last two decades and has
established itself as one of the well-known housing developer & builder. It was established in Patna in 1979 and
was incorporated as Ashiana Housing & Finance Limited in 1986. Over the years, AHL has expanded its
geographic reach by venturing into Jamshedpur (1985), Bhiwadi (1992), Jaipur (2006), Jodhpur (2007) and Pune
(2008). In September 2010, AHL became the only real estate company from India to feature in ‘Asia’s Best
Under A Billion’ list of companies compiled by the Forbes magazine. Since inception, the company has built and
delivered 92.2 lakh square feet (sq. ft.) of residential and commercial space to the clients and currently providing

facility management services to about 4,500 housing units.

Business Model

AHL’s business model focuses on home building segment including group housing for middle income group and
retirement resorts for senior citizens. The company also has presence in other realty segments such as commercial,
hotels, retail and facility management, albeit not contributing significantly to AHL’s top-line. AHL’s business

model and the associated current industry practice 1s tabulated below:

. C t Indust
Practice

Exucution based model:

Land-banking model:
Developers maintains large

Execution

versus land- mnventories of land

banking nrrespective of future
execution targets.
Broker driven market:
Currently, the reality
. market is driven by brokers
Final Sale ’

who Inturn executes final
sales to end-consumers and

1nvestors.

Being in a real estate business, land 1s a raw material for
AHL. However, the company follows execution
focused model rather than land banking model
currently prevalent in the industry. AHL targets to
maintain a land inventory of 5-7 times the current yearly
execution capacity.

Direct selling to end customers:

AHL has in-house sales team who directly executes
sales to the actual end-consumers instead of going
through brokers. This 1s likely to give AHL better
visibility over future demand and other consumer
preferences.

Continued...
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. Current Industr
Practice

Prevalent sub-contracting:

Presently, sub-contracting 1s
prevalent in real estate
) business given the wide

Sub-contracting o .

array of activities, associated

costs and lack of expertise

in niche construction

activities.

Developer & builder

< (KEE Research

In-house construction model: AHL has developed end-

to-end in-house construction capabilities, thereby
circumventing sub-contracting activities. This allows
better cost/ quality control and enhances AHL’s
execution flexibility in response to changing industry

dynamics.

AHL continue to offer facilities management service
indicating its long term commitment on its built

Facilities typically cease to maintain ) 5 i L.
. i projects. Furthermore, this service also provides imnputs
Management facilities after handing over , .
) to AHL's development team, which can be
the project to buyers. ; . . . .
incorporated in future projects to improve quality.
Apart from the prevalent industry practice, AHL also
Aims to reduce capital operates in locations where land 1s relatively cheaper.
Capital mvestment through joint The company tries to keep its land costs at 20-259% of
Investment ventures and deferred the overall project costs and has maintains minimum
payment plans. benchmarks on gross profit margin and per square feet
margins {from a particular project.
Source: CARE Equity Research , Company
Operations

The company has primarily kept their presence in the Northern India region with developments in Delhi-NCR

zone, Jamshedpur, Jaipur, Jodhpur, Ghaziabad and also at Lavasa near Pune. In terms of land acquisition the

company always targets a land mventory of 5-7 years of current year’s execution plan and has over 71.1 lakh sq. ft.

of upcoming development at various locations. In FY10, AHL constructed 10.22 lakh sq. ft., its highest ever in a

single year and sold approximately 7.07 lakh sq. ft at an average realization of Rs 2,071 per sq. ft.

K
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AHL: Constructed versus Booked Area (FY06-FY10)
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Industry segments

AHL is into multiple realty segments which include retirement resort, group housing, hotel, retail and facility

management. The group housing segment 1s largest in terms all the three parameters, namely, contribution to the

company’s overall revenue stream, saleable area and booked area. The

retirement resorts segment, despite

contributing significantly to the saleable and booked area in FY10, could garner only about 3% to the company’s

overall revenue mix. The company also has presence in other realty segments such as commercial complex, hotels,

retail and facility management, albeit not contributing significantly to AHL’s top-line.

AHL: Segment-wise Revenue Break-up (FY10)

-~

Revenue (FY10) \

Segment Rs crore % share

Group Housing 101.8 849
Commercial 0.2 0%
Retirement Resorts 34 3%
Rooms, Restaurant, Banquets and other services 3.2 3%
Project maintenance charges 40 3%
Other income 4.3 49%
Share of profit from partnership

Group Housing 26 29%
Retirement Resorts 1.6

K’I‘oml

1%
121.0 100%/

Source: CARE Equity Research , Company
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AHL: Segment-wise Break-up of AHL: Segment-wise Break-up of
Area booked (FY10) Saleable Area (FY10)
Retire. Retire. Retail and
Resort, 15% Hotel, 1%

Group Group
Housing, Housing, 8
82% 4%

\_ J

Source: Company and CARE Research

Peer comparison

In terms of competition, AHL caters to a very niche segment where competition if any 1s quite limited. It does not
operate in key markets such as Delhi and Mumbai where competition can get intense and options for consumer
are limitless. AHL serves primarily to the middle income group in Tier II and III cities where consumers are
looking for affordable housing along with commitment on timely delivery. The company focuses on execution
model rather than creating land banks and maintains a land mventory of five to seven times their yearly execution
capacity. Moreover, the company tries to keep its land costs at 20-25% of the overall project costs and has
maintains minimum benchmarks on gross profit margin and per square feet margins from a particular project

while remaining virtually debt-free which signifies little competition.

Nonetheless, competition in general has intensified in the over-heated Indian real estate sector with increasing
number of builders/developers who offer schemes to lure customers. The domestic housing market 1s also
exposed to a huge unorganized sector and pre-owned houses which remain totally unaccounted. In some places,
competition 1s also determined by the number of brokers and speculative investors that create artificial demand
and escalate realty prices. The bigger players in the market have an upper hand in determining market prices given
their economies of scale, greater visibility, prime location, larger project sizes and multiple options they can

provide to their customers.
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AHL: Peer comparison

/
Company

Ansal Properties \

AHL Omaxe

BSE Code 523716 532880 500013
Sales (Rs crore) 121 1,015 895
Upcoming Projects 71.1 Lakh sq. ft. 53 projects n.a.
Market Cap (Rs crore) 267 2,380 873
EBITDA margins 38.8% 20.7% 12.6%
ROE 28.3% 7.1% 5.0%
P/E (times) 6.9 21.2 9.2
EV/EBITDA (times) 5.4 19.1 22.1

N\

k Note: Market capitalization is as on 9" December 2010.

Y

Source: Prowess and CARE Research
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CONSOLIDATED FINANCIAL PERFORMANCE AND ANALYSIS

Top line surges 16% in FY10

Alfter the economic downturn in FY2009, the company has bounced back with 16.3% y-o-y increase in the top line
during FY2010 on the back of 7.07 lakh sq. ft. of area booked during the same period. The company has focused
on its core strategy of affordable housing and timely execution of their projects while concentrating on Tier II and
Tier III cities. The company has maintained their average realisations of approximately Rs. 2,100 per sq ft which

they were able to sustainable even during the recessionary phase.

Going forward, the company 1s targeting to construct roughly 20 lakh sq. ft. per annum till FY2012-13 and their
total upcoming facilities measure to about 71.1 lakh sq. ft. AHL have a total land mventory of 5-7 years of current
year’s execution plan. The company has a track record of timely execution and delivery of their projects which 1s

crucial in the housing market to maintain demand.

Growth in top line and decline on direct expenses boosts operating profit

AHL’s operating margins showed remarkable improvement in FY10 increasing to about 38.8% from its FY09
levels of 32.4%. This can be attributed to the decline in total direct expenses which as a percentage of total income

reduced from 51% in FY09 to 45.3% in FY10.

EPS grew by strong 29.5% on the back of higher operating profit

Net profit for the company increased by 29.5% which translated into net margins to grow by about 3.1% to 30.4%
m FY10. This robust growth at net profit level of the company also led to significant increase n its EPS levels from
Rs 15.7 m FY09 to Rs 20.33 in FY10, posting a growth of around 29.5%.

AHIL.: Consolidated Financial Performance (FY06-10)

€ )
FY06 FY07 FYo08 FY09 FY10

Net sales (Rs crore) 39.21 55.68 133.45 104.01 121.03
EBITDA (Rs crore) 6.27 11.22 44.84 33.74 46.92
PAT (Rs crore) 5.53 9.45 38.65 28.40 36.77
EBITDA margins 16.0% 20.2% 33.6% 32.4% 38.8%
Net margins 14.19% 17.09% 29.09% 27.3% 30.49
EPS (Rs) 3.06 5.22 21.37 15.70 20.33

\_ v

Source: Company and CARE Research
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EXPANISONS, NEW INITIATIVES AND CONCERNS

Expansion plans and initiatives

The company has formulated an aggressive growth plans in near future. AHL is not only expecting to strengthen its
presence 1in existing locations but also achieve incremental growth from expansion into newer locations such as
Kolkata, Chennai, Udaipur and other parts of India. As per company management, AHL 1s expecting to benefit

significantly from the current shortage of homes, specifically in the middle-income segment.

Summary of future targets
o Complete 20 lakh sq ft per annum tll FY2012-15.
e Book 12 lakh sq. ft area in FY2011 and has booked 5.53 lakh sq ft area in the first 5 months.

e  Cumulative operating profits from ongoing projects to reach Rs 188 crore by FY2012-13.

AHL: Summary of Ongoing Projects

Area Area Booked

Project Name Location Type S(aleables Ai.f)a Launched all 30/06/10
Lalihig, (Lakh sq. f)  (Lakh sq. fo)
Ashiana Aangan Bhiwadi Grogp 20.62 16.48 10.83
Housing
Ashiana . Group . ’
Greenwood Jaipur Housing 3.62 3.62 2.03
Ashiana Group o oc .
Brahmananda Jamshedpur Housing 4.79 2.32 1.02
. Group . ’ .
Ashiana Amarbagh ~ Jodhpur Housing 5.33 3.42 2.24
: : Group - 0 r
Rangoli Gardens Jaipur Housing 25.00 2.75 1.19
Utsav (houn e 3.88 9.51 0.89
Resort
Utsav Lavasa Retirement 6.87 2.87 1.6
Resort
Willige (Clermtine BT 1.00 NA NA
Hotel

\\ Total 71.11 33.97 19.8

Source: Company and CARE Research
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Key concerns

e Land titles: Currently, there has been lack of clarity over land records and land title. This opacity create
difficult operating environment for reality companies as legal uncertainties associated with land title poses
risks of execution and project delays. AHL attempts to reduce this risk by mostly acquiring non-agricultural
lands.

e (Cash flow mismatch: The Indian reality industry is very vulnerable to cash flow mismatches due to its
cyclical nature. Most of the projects rely on customer advances to ensure project execution. There are also
risks of customer advances getting diverted to other activities such as acquisition of land rather than
deploying it in the development of projects.

o Competition from unorganized sector: Since AHL primarily operates in Tier II and Tier III cities, it faces
a lot of competition from the unorganized sector which could affect future demand.

¢ Rising interest on home loans: AHL’s main customers include middle income group and retirees who look
for affordable housing. Any significant mcrease m home loan rates may adversely impact the company’s

future demand as it will imit their buying ability.

9 WWww.careratings.com
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SECTOR OUTLOOK

Sector outlook

Based on mmproved economic numbers from the domestic market, the Indian real estate sector has shown
significant signs of revival which 1s reflected in strengthening property prices. The domestic residential property
market which saw drop in demand during the H2FY09 and Q1FY10 has seen a revival in market given strong
economic turnaround in India, job stability and lower interest on home loans. Mid-size companies such as AHL
are particularly at advantage given their focus on affordable and mid-segment housing where demand remains
strong. Many developers have become cautious by launching new projects at optimum time leading to lower
oversupply percentage in comparison to other sectors. Going forward, CARE Research expects growth m mid-
segment housing in Tier II and Tier III cities to remain robust coupled with increase i volume. Investment
related demand 1s also expected to get a boost as housing sector offers opportunities to deploy funds. According
to industry sources, the pan India residential demand is estimated to be over 7.5 million units by 2013 across all
categories, including Economically Weaker Sections (EWS), affordable, mid and luxury segments and affordable

housing segment 1s expected to become a Rs. 300,000 crore per annum market by 2011.

In last few years, North India has shown significant pick-up in real-estate demand on the back of rapid
industrialization and favourable demographics. Regions in proximity of Gurgaon such as Bhiwadi, Neemrana,
Alwar and Manesar are witnessing significant commercial and industrial activities. This strength in industrial
activities will spill-over to areas adjoining the NH-8 (Delhi-Gurgaon Expressway) as a large number of commercial
and residential projects are likely to come up in the region. Furthermore, the sprawling I'T/ITES companies in

the region are likely to boost demand for affordable housing.

WWW.careratings.com 10
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CONSOLIDATED FINANCIAL SUMMARY

Rs (crore) FY06 FY07 FYO08 FY09 FY10
Net sales 39.21 55.68 133.45 104.01 121.03
EBITDA 6.27 11.22 44.84 33.74 46.92
Depreciation and amortisation 0.28 0.36 1.43 1.49 1.50

EBIT 5.99 10.86 43.41 32.25 45.42
Interest and financial expenses 0.07 0.00 0.00 0.18 1.05

PBT 5.99 10.86 43.42 32.08 44.37
PAT 5.58 9.45 38.65 28.40 36.77
EPS 3.06 5.22 21.37 15.70 20.33
Dividends 0.57 0.71 1.50 0.00 1.50

Balance sheet

Net worth (incl minority interest) 24.43 32.34 67.77 96.28 129.79
Long term debt 1.2 3.16 2.56 1.11 7.84
Current habilities and provisions 80.74 102.47 102.65 65.61 56.35
Deferred tax liability/(assets) 0.48 0.64 0.98 1.59 2.14
Capital employed 26.23 36.14 71.31 98.98 139.77
Net fixed assets 4.41 12.28 25.40 28.22 29.10
Investments 23.22 26.95 45.72 40.68 49.85
Sundry debtors/ receivables 0.94 1.87 3.93 1.54 1.72
Inventory 51.23 58.13 41.60 58.39 68.55
Loan and advances 7.79 9.17 46.06 18.77 18.75
Cash and bank balances 17.06 23.42 7.77 13.01 16.06
Ratios

Growth in net sales 169% 42% 140% -22% 16%
Growth in EBITDA NA 79% 300% -25% 39%
Growth in PAT NA 71% 309% -27% 29%
EBITDA margins 16% 20% 34% 32% 39%
PAT margins 14% 17% 29% 27% 30%
ROCE 23% 35% 81% 38% 38%
ROE 23% 33% 77% 35% 33%
Debt-Equity (times) 0.1 0.1 0.0 0.0 0.1
Inventory days (days) 0.7 0.9 2.5 1.7 1.7
Receivable days (days) 9 12 11 5 5
Price/Earning (P/E) (times) 6.9
Price/Book value (times) 2.0
Enterprise value (EV)/EBITDA (times) 5.4

Source: PROWESS and CARE Research
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DISCLAIMER
DISCLOSURES

e FKach member of the team involved in the preparation of this grading report, hereby affirms that there
exists no conflict of interest that can bias the grading recommendation of the company.

e  This report has been sponsored by the Bombay Stock Exchange (BSE).

DISCILAIMER

This BSE sponsored report 1s prepared by CARE Research, a division of Credit Analysis & REsearch
Limited [CARE]. CARE Research has taken utmost care to ensure accuracy and objectivity while developing
this report based on information available in public domain or from sources considered reliable. However,
neither the accuracy nor completeness of information contained in this report is guaranteed. CARE Research
operates mndependently of ratings division and this report does not contan any confidential information
obtained by ratings division, which they may have obtained i the regular course of operations. Opinions
expressed herein are our current opinions as on the date of this report. Nothing m this report can be
construed as either investment or any other advice or any solicitation, whatsoever. The subscriber / user
assumes the entire risk of any use made of this report or data herein. CARE specifically states that it or any of
its divisions or employees have any financial liabilities whatsoever to the subscribers / users of this report.
This report 1s for personal information only of the authorised recipient in India only. This report or part of it
should not be reproduced or redistributed or communicated directly or indirectly in any form to any other
person or published or copied for any purpose.

Published by Credit Analysis & REsearch Ltd., 4th Floor Godrej Coliseum, Off Fastern Express Highway,
Somaiya Hospital Road, Sion East, Mumbai - 400 022.

CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results
obtained from the use of mformation contained n this report and especially states that CARE (including all

divisions) has no financial liability whatsoever to the user ol this product. This report is for the information of

the intended recipients only and no part of this report may be published or reproduced in any form or

manner without prior written permission of CARE Research.
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Credit Analysis & REsearch Ltd. (CARE) is a full service rating company that offers a wide range of rating and grading services across

sectors. CARE has an unparallel depth of expertise. CARE Ratings methodologies are in line with the best international practices.

CARE Research

CARE Research is an independent research division of CARE Ratings, a full service rating company. CARE Research 1s involved m
preparing detailed industry research reports with 5 year demand and 2 year profitability outlook on the industry besides providing
comprehensive trend analysis and the current state of the industry. CARE Research also offers research that 1s customised to client
requirements. CARE Research currently offers reports on more than 18 industries that include Cement, Steel, Aluminium,

Construction, Shipping, Ship-building, Commercial Vehicles, Two-Wheelers, Tyres, Auto Components, Pipes, Natural Gas, Gems

and Jewellery, Retail, Sugar, etc.

HEAD OFFICE

Godrej Coliseum, Somaiya Hospital Road, Off Eastern Express Highway, Sion (East), Mumbai - 400 022

Tel: +91-22-67543456, Fax: +91-22-67543457.

NEW DELHI
710, Surya Kiran, 19, Kasturba Gandhi Marg,
New Delhi - 110 001

Tel: +91-11-23318701 / 23716199 / 23328524.

KOLKATA

3rd Floor, Prasad Chambers (Shagun Mall Building), 10A,
Shakespeare Sarani, Kolkata - 700 0717

Tel: +91-33-22831800 / 22831803 / 22808472.

CHENNAI

Unit No. O-509/C, Spencer Plaza, 5th Floor, No. 769,
Anna Salai, Chennai 600 002

Tel: +91-44-28497812/28490811

AHMEDABAD
32, Titantum, Prahaladnagar Corporate Road, Satellite,

Ahmedabad - 380 015

Tel: +91-79-40265656.

HYDERABAD
401, Ashoka Scintilla, 3-6-520, Himayat Nagar,
Hyderabad - 500 029

Tel: +91-040 40102030

BANGLORE

Unit No. 8, I floor, Commander's Place,

No. 6, Raja Ram Mo han Roy Road, (Opp. P F Office),
Richmond Circle, Bangalore - 560 025

Tel: +91-80-22117140

Published on behalf of The Stock Exchange Investors' Protection Fund

Bombay Stock Exchange Ltd.

P J Towers, Dalal Street, Mumbai. Tel: 22721233/34 www.bseindia.com

Bormbay Stock Exchange Limited
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