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INITIATING COVERAGE Unitech Limited Buy

Share Data

Market Cap Rs. 423.66 bn

Price Rs. 521.95

BSE Sensex 14964

Reuters UNTE.BO

Bloomberg UT IN

Avg. Volume (52 Week) 1.09 mn

52-Week High/Low Rs. 623.60/156.65

Shares Outstanding 811.68 mn

Valuation Ratios

Year to 31 March 2008E 2009E

EPS (Rs.) 20.7 38.4

+/- (%) 28.4% 86.1%

PER (x) 25.3x 13.6x

EV/ Sales (x) 7.5x 4.4x

EV/ EBITDA (x) 14.1x 8.5x

Shareholding Pattern (%) Key Figures

Promoters 74.6 Year to March FY05 FY06 FY07 FY08E FY09E CAGR (%)

FIIs 7.4 (Figures in Rs mn, except per share data) (FY07-09E)

Institutions 0.3

Public & Others 17.7 Net Sales 6,447         9,264         32,883       60,191       102,903     76.9%
EBITDA 923 1,967 21,019 31,972 52,939 58.7%

Relative Performance
 

Net Profit 334 841 13,055 16,767 31,208 54.6%

Margins(%)

EBITDA 14.3% 21.2% 63.9% 53.1% 51.4%
NPM 5.2% 9.1% 39.7% 27.9% 30.3%

Per Share Data (Rs.)
EPS 0.4 1.0 16.1 20.7 38.4 54.6%
PER (x) 1324.2x 525.3x 32.4x 25.3x 13.6x
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� The company posted an exceptional rise in net sales for FY07 of 255% 

driven by huge residential demand and rising property prices. We expect 

the growth to slow down from the high level of FY07 as rising interest rates 

will affect demand in the short term; however we anticipate rise in demand 

by the end of FY08 or beginning FY09.  

� Net profit is expected to grow at a CAGR of 54.6% over FY07-09E; 

however margins are expected to reduce from 39.7% in FY07 to 30.3% in 

FY09E due to restriction on cheaper overseas borrowings. 

� The stock is trading at a forward P/E of 25.3x FY08E and 13.6x FY09E. We 

initiate coverage with a Buy with target price of Rs. 600 for FY08. Our 

target price is based on FY08 P/E of 29x and NAV estimate. Our valuation 

does not include the potential upside from SEZ business, due to lack of 

clarity on the plans and uncertainty on regulatory issues. 

Wealth Creator 

Unitech Limited (Unitech), the second largest real estate company in India, 

is in the purchase and development of real estate. It is the leading player 

in the NCR and Kolkata markets with a total land bank of 10,900 acres 

and  development rights of 540 mn sq. ft. Unitech believes in ‘Develop and 

Sell’ model focusing primarily on the residential segment with appx. 70% 

share of total revenues. Currently, the company is focusing on suburbs of 

Tier I cities and is sitting on a huge land bank in Tier II cities to tap future 

growth. With a continued focus on residential segment and increasing 

presence in commercial, retail, and hospitality segments of real estate the 

company is in a strong position to tap the rising real estate demand. 
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Investment Rationale 

 

Strong residential demand - future growth driver 

The residential sector is projected to have a demand of 80 to 90 mn dwelling 

units over the next 10 to 15 years, primarily driven by the rising middle and 

lower income groups, decreasing household size, urbanization and increasing 

mortgage penetration. The company has appx. 25 mn sq. ft. of residential 

projects under construction and 120 acres of land area designated for 

upcoming residential projects. Considering the fact that nearly 70 percent of 

the current revenues of the company is from the residential sector and with the 

continued focus on residential sector, we believe that the company will strongly 

benefit from the huge residential demand.  

 

Spurt in Commercial real estate demand, driven by I T & ITES industry 

GDP of India has historically grown at an average rate of 8% for the past 3 

years driven by booming service sector which contributes more than 50% to 

the GDP. The growth in service sector is primarily driven by IT/ITES sector 

which is driving the demand for office space in Tier I and Tier II cities. Unitech’s 

expertise in commercial land development and strong relationship with global 

leaders who are occupants of its developed property will help it occupy a major 

share in the commercial retail space market. Currently, 21 mn sq. ft. of IT 

space is under construction by the company. 

 
Increasing presence in the Hotel Industry 

The hotel industry is expected to witness strong growth which is reflected by 

the demand – supply mismatch and rising occupancy costs; demand is 

expected to outstrip supply by 100% over the next 2 years. The company is 

targeting hotel development as an integral part of real estate projects. 

Currently, the company has land available for developing 27 hotels/ services 

apartments. It has also signed an agreement with Marriott for 832 rooms in the 

next three years and is in talks with additional properties with Marriott and other 

hotel chains. The company’s focus will be on the development and construction 

of hotels and the management will be transferred to international operators. We 

think this is a prudent business strategy as it will help in maintaining focus on 

the core business activities and thus maximise returns. 

Mortgage Penetration
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Strong geographic presence to fuel further growth 

With a diversified land bank across 13 cities the company is sitting at a 

landbank of more than 10,900 acres with a developable area of appx. 540 mn 

sq ft. The company has a strong presence in Tier I and Tier II cities which will 

ensure sufficient potential for future growth. With the exponential rise in rental 

rates in Tier I cities and no further signs of cooling off in the near term, 

companies have started to look beyond the traditional Tier I cities. This 

locational shift could provide a boost to commercial and residential real estate 

sector in Tier II and Tier III cities. Thus, we believe that Unitech is in a 

favourable position to leverage its geographically diversified land bank.  

 

Favourable land bank acquisition strategy 

Unitech follows a policy of avoiding open auction process for land acquisition. It 

acquires land by private negotiation in areas which the company thinks have 

future growth potential. The company also focuses on suburbs of key towns 

and cities.  Recently, Unitech launched an ultra luxury residential project 

“Unitech Grande” in Greater Noida, spanning across 347 acres which it 

acquired for Rs. 15.8 bn (India’s largest land deal) in May’06. 

 

Capital efficient business model 

 Unitech focuses on high value added activities of the real estate value chain. It 

believes in ‘Develop and Sell’ model under which majority ownership is 

transferred during development phase. Under residential segment once the 

layout plans are approved, the developer launches the project for booking, thus 

reducing the working capital requirement. Under commercial segment, majority 

of ownership is transferred overseas to recently listed Unitech Corporate Parks 

plc and other outsiders thus making the capital rotation efficient.  

 

Captive construction skills 

The company has the benefit of leveraging its workforce from the construction 

business to develop its captive real estate projects; it is using its origin as a 

construction company to successfully scale-up its operations by redeploying 

the existing workforce for the captive projects. 

 

 

Focus on suburbs of 
Tier I cities 

Develop and Sell 
model – Capital 
efficient 

Tier I
22%

Tier III
22%

Tier II
56%



 

Please see the end of the report for disclaimer and  disclosures.  -4-

                                     UNITECH LIMITED 

EQUITY RESEARCH                     July 6, 2007 

A trusted brand name 

Unitech is a leading developer with over 30 years of experience in the industry. 

The company enjoys a strong brand name and a high level of customer 

satisfaction based on superior designs and timely execution. This enables the 

company to command a premium over its properties. 

 

Key Risks 

 
Further tightening of Interest rates 

RBI’s annual monetary policy increased the CRR and Repo rates on home 

loans which had the effect of banks passing on their burden to the borrowers. 

The private sector banks increased the average floating interest rates on 

housing loans from 10.5% to 12.75% and fixed interest rates from 12% to 

13.5% since last quarter. Although late, public sector banks also hiked the 

floating interest rate to 10.75% and fixed rate to 12.5%. The hike in interest 

rates has its effect on the slow down in residential demand. Any further rise in 

interest rates will cause the residential demand to fall further thus effecting 

company’s top line growth. 

 

 

 

 

 

 

 

 
 

 

Increase in scope of Service tax coverage 

Budget 2007 imposed a service tax on commercial real estate of 12.36% which 

is expected to further hike the rental rates. The real estate sector is already 

overburdened with taxes and any new imposition or even an increase in the 

scope of coverage is likely to have a negative impact to the already increased 

rentals and in turn will slow down the demand for commercial properties. 
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Restricting overseas borrowings 

Recently, the finance ministry by a ruling enforced a restriction on overseas 

borrowings which is expected to raise the borrowing costs by 300-500 bps. 

Credit restrictions will negatively affect the future acquisition and development 

plans, which will delay revenue generation and hence our estimates. 

 

Change in FDI regulations 

The allowance of 100% FDI in the real estate had a tremendous impact on the 

rapid growth in real estate. A lot of foreign investors are looking for investment 

opportunities in India and this sector provides a secure investment option. Any 

negative change in the FDI policy will affect the money supply and thus lower 

the future development of the sector. 

 
Rise in cement and steel prices 

The construction sector is primarily dependent on the cement and steel 

industry for the supply of raw materials. With the rise in the cement prices 

during the last 2-3 years, the cost of construction has risen sharply which has 

in turn affected the profitability of the company. We are expecting the cement 

prices to remain firm in the near future, however any further upside would 

negatively impact the bottom line and therefore our estimates.  

 

Delay in completion of planned projects 

The company is in to the development of app. 65 mn sq. ft. of which 70% is 

residential. The delay in completion will raise the project costs and revenue 

recognition which will affect the topline and profitability of the company. 

 

Overall decline in Indian economy 

For the past three years the Indian economy is growing at an average rate of 

8%. Though, the economy is estimated to grow at a rate of over 8% in the near 

future, any slow down will have a ripple effect on the real estate construction 

industry.  

 

 

 

 

 

Borrowing costs 
expected to increase by 
300-500 bps  
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Outlook 

 

Real estate is expected to grow at a rate of 30% p.a. driven by strong GDP 

growth, rising middle class, rapid urbanisation, easy availability of credit and 

improving transparency. With the recent rise in interest rates and tightening of 

liquidity the growth is expected to slow down in the near term; however, in the 

long term the sector will continue to grow. The company with its capital efficient 

business model, strong land bank acquisition strategy with continued focus on 

residential segment and substantial land reserves in Tier I and Tier II cities is 

well positioned to tap the growing opportunity in real estate market. We expect 

that the company’s strong brand equity and consistent track record will enable 

it to command a premium over its peers.  

Based on the relative valuation (FY08 P/E 29x) and NAV estimate we value 

Unitech at of Rs. 600 per share and initiate coverage with Buy. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Earnings are expected to 
grow at a CAGR of 54.6% 
over FY07-09E  
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Industry Overview 

 
Real estate sector in India is estimated to be valued at USD 12 bn in 2005 and 

is expected to be growing at a rate of 30% p.a. Almost 80% of real estate 

developed in India is residential space and the rest comprise office, shopping 

malls, hotels and hospitals. Five percent of the current GDP is contributed by 

the housing sector and in 3 to 5 years this contribution is expected to rise to 

6%. The importance of the real estate sector as an engine of nation’s growth 

can be gauged from the fact that it is the second largest employer next only to 

agriculture.  

 

The real estate industry has significant linkages with several other sectors of 

the economy and over 250 associated industries. One rupee invested in this 

sector results in 78 paise being added to the GDP. A unit increase in 

expenditure has a multiplier effect and a capacity to generate income as high 

as five times. If the economy grows at a rate of 10% the real estate sector has 

the capacity to grow at a rate of 14% and generate 3.2 mn new jobs over a 

decade. This shows the capacity and promise that the sector holds in the 

development of the economy. 

 

 

 

 

 

 

 

 

 

Source: Company data 

 

The future of real estate sector in India is going to be guided by two important 

factors, namely suitable amendments in the FDI guidelines and modifications in 

the Service Tax regime. Currently, service tax in relation to construction of 

residential complexes (having more than 12 houses) has been imposed. The 

sector is currently overburdened with taxes, and any further imposition of taxes 

in any form would adversely affect the growth of the sector. 

Second largest 
employer next only to 
agriculture 

Strong potential in 
terms of value addition 
and contribution to 
GDP 

Future growth drivers 
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Company Background 

 
Unitech Limited (Unitech) is a leading real estate company established in 1972. 

The company is in to the purchase and development of real estate and is the 

leading player in the NCR and Kolkata markets.  

 
Unitech is the first to achieve ISO 9002 certification for design, planning, 

construction and marketing of Real estate in North India.  

 
Company has a diversified product mix of Residential, Office/ IT parks, Retail 

malls, Amusement parks, Hotel/ Convention centres, and SEZs with strong 

focus on the Residential segment.  

 

The company has the strategy to establish a pan India presence with a focus 

on markets experiencing strong economic growth such as Bangalore, Chennai, 

Kochi, Hyderabad, Kolkata, Varanasi, Mohali and Agra.  

 
Company has a geographically diversified land reserve of over 10,900 acres 

with a developable area of appx. 540 mn sq.ft. 

Focus on building 
pan India presence  
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Disclaimer 
 
This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced or 
redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this report. 
 
This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it. 
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any 
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls 
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments 
and strategies discussed herein and also seek the advice of your financial adviser. 
 
Past performance is not a guide for future performance. The value of, and income from investments may vary because of 
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future performance. 
 
This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, 
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject to 
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees 
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or 
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks 
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited 
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that 
may arise to any person from any error in the information contained in this report. 
 
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views 
about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to specific 
recommendations or views expressed in this report. No part of this material may be duplicated in any form and/or 
redistributed without Indiabulls Securities Limited prior written consent.  
 
The information given herein should be treated as only factor, while making investment decision. The report does not 
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors independently 
evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser. 
Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information given in this 
report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange. 
 
 


