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Housing Development and Infrastructure

Redevelopment woes; cut to
Neutral

B Downgrade to Neutral on lack of triggers, cut PO to Rs175

We downgrade HDIL to Neutral and sharply lower our PO to Rs175 from Rs340,
implying 8% potential upside. We have not assigned any value to the airport
rehab project (Rs174/sh earlier) in our current estimate. We believe most of the
downside from the delay in airport rehabilitation and the expected slowdown in
Mumbai residential is already priced in. But upside likely capped as airport project
approvals are unlikely in the next 12 months and cash flows would be unexciting
given substantial investments in redevelopment / commercial projects in FY12.

Airport rehab to face significant delays

The indefinite delay in the airport project will severely impact cash flows and
earnings near term. The project’s future is dependent primarily on government’s
change in eligibility norm in the slum rehab policy which we think could well take
over 9-12 months. Moreover, HDIL has already invested the surplus funds in other
projects, and therefore would need to raise more equity/debt whenever approvals
come through, a scenario which looks difficult for the next 12 months.

Unexciting cash flows in FY12 to cap upside

We expect HDIL's cash flow to be unexciting in FY12 due to drop in TDR sales,
and investment in construction of commercial assets and in recently acquired
redevelopment projects. However, the company is unlikely to face challenges on
debt servicing since debt repayments start from FY13 while FSI sale for Rs13bn
in 4QFY11 will take care of funding requirement for FY12.

Affordable housing and FSI sale protect downside

HDIL'’s increased focus on affordable housing and residential development will
help reduce its dependence on volatile TDR/FSI and sustain earnings and
cashflow over the next two years even in the absence of TDR sales. The sale of
FSI for Rs13bn in 4Q will provide further comfort on liquidity in near term.

. Estimates (Mar)

(Rs) 2009A 2010A 2011E 2012E 2013E
Net Income (Adjusted - mn) 7,874 5,709 9,544 9,944 10,804
EPS 28.37 15.75 23.00 23.96 26.03
EPS Change (YoY) -56.7% -44.5% 46.0% 4.2% 8.6%
Dividend / Share 0 0 0 0 0
Free Cash Flow / Share (47.34) (31.24) (29.94) 0.363 10.93

Valuation (Mar)

2009A  2010A  2011E  2012E  2013E

PIE 5.79x 10.42x 7.14x 6.85x 6.31x
Dividend Yield 0% 0% 0% 0% 0%
EV /EBITDA* 11.93x 12.07x 8.08x 7.56x 6.56x
Free Cash Flow Yield* -19.15%  -16.46%  -18.24% 0.221% 6.66%

* For full definitions of iQmethod ™ measures, see page 13.
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iQprofile™ Housing Development and Infrastructure

Key Income Statement Data (Mar) 2009A 2010A 2011E 2012E 2013E
(Rs Millions)

Sales 17,284 15,021 21,500 25,886 30,319
Gross Profit 8,706 8,550 11,931 13,286 15,318
Sell General & Admin Expense (604) (658) (806) (906) (1,061)
Operating Profit 8,296 7,514 12,239 13,091 15,016
Net Interest & Other Income (582) (462) (740) (660) (610)
Associates 0 (13) 0 0 0
Pretax Income 7,715 7,039 11,499 12,430 14,405
Tax (expense) / Benefit 159 (2,330) (1,955) (2,486) (3,601)
Net Income (Adjusted) 7,874 5,709 9,544 9,944 10,804
Average Fully Diluted Shares Outstanding 275 359 415 415 415
Key Cash Flow Statement Data

Net Income 7,874 5,709 9,544 9,944 10,804
Depreciation & Amortization 41 724 68 66 150
Change in Working Capital (19,775) (15,311) (17,863) (7,597) 662
Deferred Taxation Charge 9 28 41 52 76
Other Adjustments, Net (616) (1,075) (1,183) (777) (910)
Cash Flow from Operations (12,467) (9,925) (9,392) 1,689 10,782
Capital Expenditure (576) (1,286) (3,033) (1,538) (6,244)
(Acquisition) / Disposal of Investments 0 0 0 0 0
Other Cash Inflow / (Outflow) 362 345 1,183 777 910
Cash Flow from Investing (214) (941) (1,851) (762) (5,335)
Shares Issue / (Repurchase) 612 1,614 (218) 0 0
Cost of Dividends Paid 0 0 0 0 0
Cash Flow from Financing 9,924 18,029 5,135 0 (5,000)
Free Cash Flow (13,043) (11,212) (12,425) 151 4,538
Net Debt 40,678 33,099 31,207 30,280 24,833
Change in Net Debt 13,062 (7,579) (1,892) (927) (5,448)
Key Balance Sheet Data

Property, Plant & Equipment 598 1,830 1,762 3,127 8,258
Other Non-Current Assets 3,128 5,248 8,282 8,389 9,352
Trade Receivables 1,669 2,030 4,712 3,546 4,153
Cash & Equivalents 755 7,918 1,810 2,737 3,184
Other Current Assets 86,225 103,244 133,225 142,540 143,739
Total Assets 92,375 120,270 149,791 160,339 168,687
Long-Term Debt 41,433 41,017 33,017 33,017 28,017
Other Non-Current Liabilities 30 63 104 157 233
Short-Term Debt NA NA NA NA NA
Other Current Liabilities 6,693 8,761 23,562 24,113 26,581
Total Liabilities 48,156 49,841 56,683 57,287 54,831
Total Equity 44,218 70,429 93,108 103,052 113,856
Total Equity & Liabilities 92,375 120,270 149,791 160,339 168,687
iQmethod*" - Bus Performance*

Return On Capital Employed 9.7% 6.2% 8.5% 8.0% 8.1%
Return On Equity 19.5% 10.0% 11.7% 10.1% 10.0%
Operating Margin 48.0% 50.0% 56.9% 50.6% 49.5%
EBITDA Margin 48.2% 54.8% 57.2% 50.8% 50.0%
iQmethod* - Quality of Earnings*

Cash Realization Ratio -1.6x -1.7x -1.0x 0.2x 1.0x
Asset Replacement Ratio 14.1x 1.8x 44.7x 23.2x 41.6x
Tax Rate (Reported) NM 18.9% 17.0% 20.0% 25.0%
Net Debt-to-Equity Ratio 92.0% 47.0% 33.5% 29.4% 21.8%
Interest Cover 14.3x 16.3x 16.5x 19.8x 24.6x
Key Metrics

* For full definitions of iQmethod ™ measures, see page 13.

Company Description

HDIL is part of Wadhawan group which has been
involved in real estate development in Mumbai
Metropolitan region since last three decades. It is
among the leaders in slum rehabilitation projects in
Mumbai. It also has presence across all verticals
including residential, office and retail

Investment Thesis

We believe most of the downside from delay in
airport rehab and expected slowdown in Mumbai
residential market is already in the stock. But the
upside is likely capped as airport project approvals
are unlikely in next 9-12 months and the cash flows
would be unexciting given substantial investments
required in redevelopment and commercial projects
in FY12. Hence our Neutral
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Chart 2: Conservative NAV
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Housing Development and Infrastructure

Downgrade to Neutral; PO of Rs175

We downgrade HDIL to Neutral rating and cut our PO to Rs175 from Rs340,
offering 12% potential upside. Our PO is based on 15% discount to our NAV of
Rs.206. The sharply lower NAV primarily factors in no value for the airport rehab
project (earlier accounted for Rs174/sh or 38% of NAV) due to uncertainty on the
subsequent phases and higher discount to longer dated land bank in outskirts of
Mumbai. We believe most of the downside from the delay in this project and the
expected slowdown in Mumbai residential market is already in the stock post a
sharp 40% correction in the last six months. But the upside is likely capped as
airport project approvals are unlikely in the next 9-12 months and cash flows
would be unexciting given substantial capital investments in FY12.

Table 1: Expected positives and negatives triggers over next 12 months

Key positives Key negatives

Delay in approvals for Airport rehab project for next 12
Sale of FSI for Rs13bn in 4QFY11 months
Strong sales volume in affordable housing projects in
FY12 Unexciting cash flows in FY12 to disappoint the street
No debt repayments over FY12, thus comfortable on
liquidity Sales volume in Mumbai projects to remain muted

Diversified cash flow stream as compared to 2008-09
Source: BofA Merrill Lynch Global Research

NAV valuation - conservative approach

We have now valued only the projects where the regulatory risks are minimal and
have provided higher discount to land banks expected to be monetized beyond 5-
6 years, like the Vasai / Virar land bank or Kochi/Hyderabad. We have not
assigned any value to the airport rehab project due to lack of clarity on the timing
of the approval for the subsequent phases. Our PO of Rs175 is based on 15%
discount to NAV of Rs206. We expect the stock to trade at 15% discount given its
strong position in redevelopment/ rehab projects in Mumbai, high margin and
comfortable liquidity. While the redevelopment projects are prone to delays, we
believe our NAV factors in most of the risk.

Launched projects account for Rs119/sh or 41% of the NAV for HDIL while the
long dated land bank in Vasai/Virar and Hyderabad/Kochi account for Rs63/sh or
22% of the NAV. The remaining 35% is from projects which HDIL has acquired in
the last six months or is expected to be launched over the next 2-3 years.

The NAV is highly sensitive to drop in residential prices as every 1% drop in
residential price assumption leads to a 2% drop in NAV. But we have already
factored in a 15-20% drop in prices for HDIL's projects in Mumbai.

Key changes from earlier NAV estimate
We highlight the key changes to our NAV estimate below-

= Airport rehab project not included in the valuation while earlier it accounted
for Rs174/sh or 38% of our NAV

= Lower valuation for Virar/Vasai and Hyderabad/Kochi projects— We have
lowered our valuation for longer dated projects/ land bank like Virar/ Vasai
projects and Hyderabad/Kochi projects since we expect the monetization to
remain very slow in these region and cash flows expected only post FY15-
16. We have reduced the value by 35% by increasing the discount by 20-
30% for these assets.
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= We have increased the valuation of the residential assets by 10% given the
acquisition of the new projects in 3Q and launch of the affordable housing

project.

= Higher debt estimate given the recent investment in the new projects.

Table 2: NAV Summary

Projects in Mumbai

Value (Rs m) Value per share (Rs) % of NAV (pre debt)

-Residential projects 58,911 142 50.5%

-Retail projects 2,257 5 1.9%

-Commercial projects 29,255 70 25.1%

Projects in Vasai and Virar 19,163 46 16.4%

Projects in Hyderabad, Pune and Kochi 7,070 17 6.1%

Gross NAV 116,656 281

Less

- Debt/ (cash) 31,207 75

- Outstanding land payments 0 0

Net NAV 85,449 206

Assuming 15% discount to NAV 175

Price Objective 175

Source: BofA Merrill Lynch Global Research
Table 3: India Real Estate Coverage

Target  Current
discto  discto
Company Ticker  QRQ Price Mkt cap Rating NAV NAV NAV PIE P/B ROE
Rs (US$m) Rs FY11IE FY12E FY11E FY12E FY1lE FY12E

Mumbai
Oberoi XRXOF C-1-8 240 1,747 Buy 290 0% 17% 14 13 2.4 2.1 22% 17%
HDIL XGHSF C-1-7 160 1,468 Neutral 206 15% 22% 7 7 0.7 0.6 12% 10%
Indiabulls Real Estate IBELF C-2-8 107 975 Buy 167 15% 36% 24 21 0.5 0.5 2% 2%
NCR
DLF XVDUF B-1-8 219 8,232 Buy 324 0% 33% 20 14 14 13 % 10%
Unitech UTKIF B-2-8 35 1,981 Neutral 106 10% 66% 9 7 0.7 0.7 9% 10%
Jaypee Infra XJAYF C-1-8 59 1,808 Buy 123 15% 52% 5 6 1.6 13 43% 22%
Anant Raj XNRJF C-1-7 79 520 Buy 189 15% 58% 12 7 0.6 0.6 6% 9%
Omaxe XOMXF C-39 133 512 Ulp 122 30% -9% 21 17 14 13 % 8%
APIL ANSFF C-3-8 36 125 Ulp 89 30% 60% 5 4 0.3 0.3 % 8%
Bangalore
Sobha SBDRF C-1-7 265 596 Buy 529 15% 50% 13 10 15 13 11% 14%
Puravankara XPJIVF C-1-7 105 491 Buy 159 15% 34% 16 12 14 13 9% 11%
Brigade XBDGF C-1-7 97 274 Buy 195 20% 50% 12 9 11 1.0 10% 12%

Source: BofA Merrill Lynch Global Research
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Chart 4: Increasing launches in development
business (mn sq ft)
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Why not a Underperform

Delay in the airport project priced in

The sharp correction in the stock since November 2010 already discounts the
delay and uncertainty over the airport rehab project. We have removed the
project from our NAV valuation and therefore we do not expect any negative
news flow on the project to impact HDIL's valuation.

Liquidity is comfortable

HDIL remains comfortable on liquidity as its debt repayments start beyond FY12.
Unlike in FY09, majority of the firm’s debt is longer term as HDIL, over the last 12-
18 months, has refinanced most of its shorter-term debt to longer-term
debentures/ debt with maturity of 3-5 years. The company will have sufficient
funds from the recent FSI sale (around Rs11bn expected in the next 2-3 months)
to prepay debt which is maturing in FY12. The balance sheet is in much better
shape compared to FY09 as HDIL has raised substantial capital over the last two
years, though debt at absolute levels remains high. HDIL is also targeting 20%
reduction in debt over the next few quarters but it will be dependent on whether it
invests in new redevelopment projects (Sion, Andheri).

Chart 3: High absolute debt levels but better maturity profile
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Diversified cash flow stream - Moving away from TDR model
Over the last two years, HDIL has changed its model from being entirely
dependent on highly volatile TDR/FSI sale to a more stable development and sale
model. The sale of TDR and FSI are highly dependent on the liquidity with
developers and thus tends to dry up as interest rates increase sharply and
residential sales volume drop. But HDIL has slowly diversified its cash flow by
launching 12mn sq ft (9mn sq ft pre sold) of residential projects with sale value of
Rs55bn in the last two years. It is looking to further launch 18mn sq ft over the
next 12-18 months to boost its development business.

Chart 5: Expect higher contribution from the stable residential developments (Rs mn)
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Therefore, cash flows from these projects and upcoming launches will help the
firm fund the construction of projects, service its debt obligations and sustain

earnings unlike in 2009 when it was entirely dependent on TDR/FSI sales for
cash flows and earnings.

Trading at cheap P/E and P/B

HDIL is currently trading at 6x FY12E earnings and 0.6x FY12E book value,
which compares well with other real estate developers which are trading at 13x
FY12E earnings and 1.1x FY12E book value. During the last cycle, HDIL went as

low as 0.35x forward book value but we believe it is much better placed this time
around, given it has

= No liquidity issues

= Better earnings profile

Chart 6: Stock cheap on P/B multiple of 0.6x FY12
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Chart 7: Near to the bottom multiple
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Why not a Buy
Unexciting cash flows in FY12

We expect HDIL to continue to disappoint on cash flows in FY12 given large
investments in commercial and redevelopment projects and lower TDR sales. We
have cut our free cash flow estimate for FY12 and FY13 to Rs1.5bn and Rs5bn
from Rs8bn and Rs18bn, respectively. In the absence of TDR sales, residential
sales will be the key driver. But the construction expenses on the redevelopment
and commercial projects are likely to eat up most of the surplus from the
residential sales. There is a downside risk to our estimate for FY12 given that
HDIL is looking to add more redevelopment projects in suburban Mumbai, such
as with the projects in Sion and Andheri. Table 2 lists all the estimated cash
inflow and outflows for HDIL for FY12 and FY13.

Table 4: Detailed Analysis of cash flows

Area Total 4QFY11E FY12E FY13E
Cash Inflows mn sq ft Rs mn Rs mn Rs mn Rs mn
TDRs 33 9,240 1,400 5,600 2,240
Pre sold projects 9.0 30,000 2,500 12,500 12,500
Pre Sales - FY12 7.0 28,398 7,225 10,114
Pre Sales- FY13 10.0 33,274 8,319
FSl sale 11,000 8,000 3,000
Total 11,900 28,325 33,173
Cash Outflow
Rehab - airport 1,000 3,000 1,000
Construction Cost -Launched projects 12.2 18,000 1,350 5,400 5,400
Construction cost - New projects 17.2 21,536 3,230 6,461
Redevlopment cost 5.8 8,814 661 2,644 2,644
Commercial assets 5.7 11,440 858 3,432 3,432
Andheri/Malad redevelopment 2,000 2,000
Taxes 2,380 2,484 3,606
Interest Cost 1,400 4,610 3,860
Total 7,649 26,801 28,404
Cash Surplus 4,251 1,524 4,769

Source: BofA Merrill Lynch Global Research

Lack of TDR sales to impact cash inflow

TDRs have been a major source of cash inflow for HDIL in the last two years. We
expect the sale of TDR to fall from 3.8mn sq ft in FY11 to 2mn sq ft in FY12 due
to delay in approval for the airport project. This in turn would lead to sharply lower
cash flows at Rs6bn in FY12 as against Rs11.5bn in FY11 from TDR sales.

Table 5: TDR sales

FY10 FY11E FY12E FY13E
Sales Value - Rs mn 14,138 11,400 6,000 2,400
Sale Area mn sq ft 6.5 3.8 2.0 0.8

Source: BofA Merrill Lynch Global Research
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Table 6: Large investment in Commercial

Assets over next 3 years

Commercial Area-m
Projects sq ft
Metropolis - Andheri 1.22
Premier Kurla 2
IT SEZ, Kochi 25
Hotel Keys
Conrad Mumbai 240
Crown Plaza Andheri 200
Total

Source: BofA Merrill Lynch Global Research
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Investment in commercial assets a drag

HDIL continues to invest in creating office/hotel/commercial assets which require
substantial investment during the construction phase. This, we believe, will be a
drag on its cash flows. Also some of the investments— like hotel projects in
Mumbai, IT SEZ in Kochi — are not very lucrative. Kochi is still struggling to
establish itself as an IT destination and we don’t expect rentals to be higher than
Rs30-34/sq ft/month, while hotels are not a very high return / cash flow business.
We expect HDIL to invest Rs3.5bn annually on the announced projects over the
next three years.

HDIL is regarded as a redevelopment play and we believe there are better ways
to play the commercial story — DLF/ Oberoi. Thus, investment by HDIL in
commercial assets is not a positive for the stock in the medium term.

Redevelopment projects - capital intensive

HDIL is developing two redevelopment projects and recently added two more
large projects. Earlier HDIL was predominantly into slum rehabilitation. We
believe initial investment and expenses for the slum rehab project is lower than
that for the redevelopment project. First, the developer has to pay to the current
owners upfront fees, secondly the redeveloped units are much larger in size as
compared to the slum rehab units and thirdly the competition is higher in
redevelopment projects as compared to slum rehab projects.

The recent projects acquired by HDIL are expected to be capital intensive over
the next 12-18 months, particularly the SVP Nagar — Andheri and Malad project.
HDIL has already invested Rs6bn for acquiring the rights for redevelopment of
these projects. We expect it to further invest Rs3-4bn over the next two years to
create the redevelopment units before it could commercially sell its share of FSI/
or launch project for free sale.

Airport project key to turnaround

The airport project is the key for the fortune of HDIL and the indefinite delay will
impact cash flows and earnings severely in the near term. The project had
accounted for Rs175/sh of NAV and we believe the uncertainty is likely to be a
drag on the stock performance. The future of the project is now dependent
primarily on the government’s change in slum rehab policy, which we think could
well take over 9-12 months. We are removing the project from our valuation since
there is no visibility on the approval of the subsequent phases and relocation of
slum dwellers.

Approval dependent on change in eligibility norms

The subsequent phases and the relocation are now primarily dependent on the
eligibility norm of the slum dwellers for the rehab unit. Currently only those slum
dwellers who are residing in the slum since year 2000 are eligible for rehab units.
But as per media reports only 60-65% of the families in the airport rehab may
have been residing since 2000. Therefore, in order make the project a success,
the government would need to relax the eligibility norm. This, we believe, is a
major issue and the government in unlikely to decide in a hurry since it could also
impact other slum rehab projects — like Dharavi rehab and the ones which are
being undertaken by other developers.

Good news unlikely for next 9-12 months
The project has faced significant delays in the last 12-18 months. Even if the
government decides on the policy, it will take a further 3-6 months for completing
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the survey to determine the eligible slum dwellers. Looking at the current political
environment, it is unlikely that the government will take any decision which may
appear to hugely benefit any particular developer.

Ascribing no value to the project

In light of the above, we are now not ascribing any value to the project and would
wait for the government’s decision on the matter. HDIL will receive another 3mn
sq ft of TDRs from the current phase over the next 12-15months, while we
estimate it has to spend over Rs5bn for the construction of the 33,000 units. The
sale of TDR from the project accounted for Rs14bn and Rs10bn of revenue in
FY10 and 9MFY11, respectively. We now estimate this to fall to Rs6bn in FY12
and Rs2.4bn in FY13.

Affordable boost to sales volume in FY12

We have built in sales volume of 8.9mn and 10.8mn for FY12 and FY13,
respectively, for HDIL, lower by 25% from our earlier estimate, primarily to factor
in lower TDR sales for the next two years in the absence of approval for
subsequent phases of the airport project. Further, we have increased the
proportion of affordable housing in overall residential sales. Therefore we, expect
the pre-sale value to remain flat in FY12 and grow by 15% in FY13. We think the
strong volume from affordable housing will not be sufficient to drive the stock
higher from current levels.

Chart 8: Sales volume breakup and flattish sales value in FY12
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But volume in Mumbai projects more important

HDIL plans to launch 12mn sq ft of affordable housing project and 6mn sq ft of
Mumbai residential projects in the next 12-18 months. We believe the
performance of the stock is dependent on the higher-margin Mumbai projects. In
the last two years, the company has sold around 2-2.5mn sq ft annually in
Mumbai, and we expect FY12 to be no different even though it plans to launch
6mn sq ft of projects over the next 12-18 months. Most of the Mumbai projects
are redevelopment projects and hence prone to delays (Kandivili project was
expected to be launched in 1HFY11, but still not launched). Secondly, the
currently launched phases already have inventory, and so the subsequent
launches will be delayed.
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Table 7: Sale price for key projects
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The company's recent affordable housing project in the outskirts of Mumbai

Project Location Rs/sq ft received very good response, having sold over 3.75mn sq ft in 3Q. Riding on this
Kandivili 6,500 success, it is looking to launch similar projects over the next 12 months. We
Goregaon 8,000 expect the demand to remain strong in these projects as HDIL had priced these
Andheri West 9,000 ttractively at d Rs2.000/sq ft
Kurla 7,000 attractively at around Rs2, sq ft.
Mulund 6,850 .. . .
Santa Cruz 10,000 Pricing correction factored in
Source: BofA MerlLynch Global Research We don't see any downside risk to our pricing assumptions since our estimates
are already 15-20% lower than the current prevailing prices and only 15-20%
higher than the bottom prices we saw in 2009.
Financials - Cut estimates to factor delays
We have cut our earnings estimate for FY12 and FY13 by 40-45% on the back of
30-35% reduction in our revenue estimate to factor in
= Sharply lower TDR sales - We are now factoring TDR sales of Rs6bn in
FY12, against our earlier estimate of Rs15.6bn, and Rs2.5bn in FY13,
against our earlier estimate of Rs15.6bn.
= Lower sales estimate for Mumbai projects — We have cut our pre-sales
estimate for Mumbai projects from FY11-12 and built in higher sales from
affordable housing projects.
= Lower EBIDTA margin — We have lowered our EBIDTA margin estimate for
FY12/13 from 55% to 48% due to lack of TDR sales and higher contribution
from affordable housing projects.
Table 8: Earnings Snapshot
FYO7A FY08A FY09A FY10E FY11E FY12E FY13E
Total operating income 12,042 23,804 17,284 15,021 21,500 25,886 30,319
-growth 0% 0% 0% -13% 43% 20% 17%
EBITDA 6,620 16,921 7,797 7,893 11,125 12,380 14,256
-growth 0% 0% 0% 1% 41% 11% 15%
Net Income 5474 14037 7815 5653 9544 9944 10804
-growth 157% -44% -27% 67% 4% 9%
Margins
Gross margin 57% 73% 52% 59% 57% 53% 52%
EBIDTA margin 55% 1% 45% 53% 52% 48% 47%
Net Income margin 45% 59% 45% 38% 44% 38% 36%

Source: BofA Merrill Lynch Global Research
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Proposing change in accounting

HDIL currently follows project completion accounting unlike other developers who
follow percentage completion. It is currently evaluating options to move to
percentage completion from FY12. This, we believe, would also imply
restatement of financials for earlier years and could lead to sharp increase in
FY11 earnings. The change in accounting will also lead to change in our earnings
estimates but is not likely to impact cash flows or valuation.

FSI sale to cushion some impact

HDIL had signed MOUs with a couple of developers to sell FSI in two of its projects
in the last six months for around Rs13bn. It expects to complete the transaction as
well as recognize the revenues in 4Q. But we expect one of the transactions to spill
over to FY12. The FSI sale should help HDIL report 4% growth in FY12. But we
don’t expect more such deals as with falling volume and tighter liquidity, developers
would be cautious on committing funds to new land purchases.
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Price objective basis & risk

Housing Development and Infrastructure (XGHSF)

Our preferred valuation methodology is NAV, calculated by discounting the cash
flow from each of the real estate projects.The price objective of Rs175 reflects a
discount of 15% to our net NAV estimate of Rs206. We expect HDIL to trade at a
discount of 15% to large developers like DLF on a discount to NAV basis, owing
to its smaller size and exposure to only one market. Key assumptions underlying
our NAV are WACC of 14.7%, capitalization rate of 11-12% and inflation of 5%
from FY13 on both selling price and construction costs. On a P/E basis, at our PO
of Rs175, the stock would trade at 6x FY12E earnings. Downside risks are lower-
than-expected sales in residential projects and cancellation of FSI sale while the
upside risks are sooner-than-expected approval for the airport project.

Link to Definitions
Financials
Click here for definitions of commonly used terms.

Analyst Certification

I, Gagan Agarwal, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. |
also certify that no part of my compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or view expressed in this
research report.

Special Disclosures

In accordance with the SEBI (Foreign Institutional Investors) Regulations and with
guidelines issued by the Securities and Exchange Board of India (SEBI), foreign
investors (individuals as well as institutional) that wish to transact the common
stock of Indian companies must have applied to, and have been approved by
SEBI and the Reserve Bank of India (RBI). Each investor who transacts common
stock of Indian companies will be required to certify approval as a foreign
institutional investor or as a sub-account of a foreign institutional investor by SEBI
and RBI. Certain other entities are also entitled to transact common stock of
Indian companies under the Indian laws relating to investment by foreigners. BofA
Merrill Lynch reserves the right to refuse copy of research on common stock of
Indian companies to a person not resident in India. American Depositary Receipts
(ADR) representing such common stock are not subject to these Indian law
restrictions and may be transacted by investors in accordance with the applicable
laws of the relevant jurisdiction. Global Depository Receipts (GDR) and the
Global Depository Shares of Indian companies, Indian limited liability
corporations, have not been registered under the U.S. Securities Act of 1933, as
amended, and may only be transacted by persons in the United States who are
Qualified Institutional Buyers (QIBs) within the meaning of Rule 144A under the
Securities Act. Accordingly, no copy of any research report on Indian companies'
GDRs will be made available to persons who are not QIBs.

DSP Merrill Lynch Limited

SEBI Regn no. : BSE - INB/INF 011348134 NSE — INB/INF 231348138
Address — Mafatlal Centre, 8th Floor, Nariman Point, Mumbai, India. 400021
Tel : +91 22 6632 8000
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iQmethod*" Measures Definitions

Business Performance

Return On Capital Employed

Return On Equity
Operating Margin
Earnings Growth
Free Cash Flow

Quality of Earnings
Cash Realization Ratio
Asset Replacement Ratio
Tax Rate

Net Debt-To-Equity Ratio
Interest Cover

Valuation Toolkit
Price / Earnings Ratio
Price / Book Value
Dividend Yield

Free Cash Flow Yield
Enterprise Value / Sales

EV/EBITDA

Numerator Denominator

NOPAT = (EBIT + Interest Income) * (1 - Tax Rate) + Goodwill Total Assets — Current Liabilities + ST Debt + Accumulated Goodwill
Amortization Amortization

Net Income Shareholders’ Equity

Operating Profit Sales

Expected 5-Year CAGR From Latest Actual N/A

Cash Flow From Operations - Total Capex N/A

Cash Flow From Operations Net Income

Capex Depreciation

Tax Charge Pre-Tax Income

Net Debt = Total Debt, Less Cash & Equivalents Total Equity

EBIT Interest Expense

Current Share Price Diluted Earnings Per Share (Basis As Specified)

Current Share Price Shareholders’ Equity / Current Basic Shares

Annualised Declared Cash Dividend Current Share Price

Cash Flow From Operations — Total Capex Market Cap. = Current Share Price * Current Basic Shares

EV = Current Share Price * Current Shares + Minority Equity + Net Debt + Sales
Other LT Liabilities
Enterprise Value Basic EBIT + Depreciation + Amortization

iQmethod Mis the set of BofA Merrill Lynch standard measures that serve to maintain global consistency under three broad headings: Business Performance, Quality of Earnings, and validations. The key features of iQmethod are: A consistently
structured, detailed, and transparent methodology. Guidelines to maximize the effectiveness of the comparative valuation process, and to identify some common pitfalls.
iQdatabase ® is our real-time global research database that is sourced directly from our equity analysts’ earnings models and includes forecasted as well as historical data for income statements, balance sheets, and cash flow statements for

companies covered by BofA Merrill Lynch.

iQprofile s, iQmethod *™ are service marks of Merrill Lynch & Co., Inc.iQdatabase ®is a registered service mark of Merrill Lynch & Co., Inc.
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Important Disclosures

XGHSF Price Chart
10-Jun:B 28-Jan:U 24-Nov 11-Jun
Pﬁ%@%ﬁz PO:Rs72 Sharma PO:Rs342
Rs900 2273ul 10Dec:B 3-Aug
Rs800 PO:Rs585 PO:Rs415 Agdwal
Rs700 PO
Rs600 7-dan
Rs500 Agarwdl
Rs400
Rs300 W”FM
Rs200 MMW
Rs100 ,.r(\ﬂL«.
Rs0 1Jan09 1Jan10 TJanil
XGHSF

B:Buy, N:Neutral, S: Sell, U: Underperform, PO : Price objective, NA : No longer valid, NR: No Rating
Prior to May 31, 2008, the investment opinion system included Buy, Neutral and Sell. As of May 31, 2008, the investment opinion system includes Buy, Neutral and Underperform. Dark Grey shading indicates that a security is restricted with the
opinion suspended. Light grey shading indicates that a security is under review with the opinion withdrawn. The current investment opinion key is contained at the end of the report. Chart is current as of February 28, 2011 or such later date as
indicated.

Investment Rating Distribution: Real Estate/Property Group (as of 01 Jan 2011)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 65 52.85% Buy 17 27.87%
Neutral 28 22.76% Neutral 4 14.29%
Sell 30 24.39% Sell 6 20.69%
Investment Rating Distribution: Global Group (as of 01 Jan 2011)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 2011 53.86% Buy 874 48.31%
Neutral 925 24.77% Neutral 444 52.30%
Sell 798 21.37% Sell 276 36.75%

* Companies in respect of which BofA Merrill Lynch or one of its affiliates has received compensation for investment banking services within the past 12 months. For purposes of this
distribution, a stock rated Underperform is included as a Sell.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a
stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There
are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage cluster;
2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks are the least
attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return expectation for a
stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced to better
understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).

Investment rating Total return expectation (within 12-month period of date of initial rating) Ratings dispersion guidelines for coverage cluster*

Buy > 10% < 70%
Neutral = 0% < 30%
Underperform N/A 2> 20%

* Ratings dispersions may vary from time to time where BofA Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered
to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common
industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent BofA Merrill Lynch Comment referencing the stock.

Price charts for the securities referenced in this research report are available at http://pricecharts.ml.com, or call 1-888-ML-CHART to have them mailed.

In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for
sale: HDIL.

The country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other
countries: HDIL.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Bank of
America Corporation, including profits derived from investment banking revenues.
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Other Important Disclosures

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf.

"BofA Merrill Lynch™ includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA
Merrill Lynch representative or Merrill Lynch Global Wealth Management financial advisor if they have questions concerning this report.

Information relating to Non-US affiliates of BofA Merrill Lynch and Distribution of Affiliate Research Reports:

MLPF&S distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch
(France): Merrill Lynch Capital Markets (France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd., Frankfurt Branch; Merrill Lynch (South Africa):
Merrill Lynch South Africa (Pty) Ltd.; Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLI (UK): Merrill Lynch International; Merrill Lynch (Australia):
Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte
Ltd.; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill
Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co., Ltd.; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch);
Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited, Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim
Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International, Dubai Branch; MLPF&S (Z(irich rep. office): MLPF&S Incorporated Zrich representative office;
Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.A.S.V.; Merrill Lynch (Brazil): Banco Merrill Lynch de Investimentos S.A.

This research report has been approved for publication and is distributed in the United Kingdom to professional clients and eligible counterparties (as each is
defined in the rules of the Financial Services Authority) by Merrill Lynch International and Banc of America Securities Limited (BASL), which are authorized and
regulated by the Financial Services Authority and has been approved for publication and is distributed in the United Kingdom to retail clients (as defined in the rules
of the Financial Services Authority) by Merrill Lynch International Bank Limited, London Branch, which is authorized by the Central Bank of Ireland and is subject to
limited regulation by the Financial Services Authority — details about the extent of its regulation by the Financial Services Authority are available from it on request;
has been considered and distributed in Japan by Merrill Lynch Japan Securities Co., Ltd., a registered securities dealer under the Securities and Exchange Law in
Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC and the Hong Kong Monetary Authority; is
issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and
distributed in Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. (Company Registration No.'s F 06872E
and 198602883D respectively) and Bank of America Singapore Limited (Merchant Bank). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch
(Singapore) Pte Ltd. are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) Limited (ABN 65 006 276 795), AFS License 235132
provides this report in Australia in accordance with section 911B of the Corporations Act 2001 and neither it nor any of its affiliates involved in preparing this research
report is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the Australian Prudential Regulation Authority. No approval is
required for publication or distribution of this report in Brazil. Merrill Lynch (Dubai) is authorized and regulated by the Dubai Financial Services Authority (DFSA).
Research reports prepared and issued by Merrill Lynch (Dubai) are prepared and issued in accordance with the requirements of the DFSA conduct of business rules.

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in
the US and accepts full responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person receiving this research
report and wishing to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

General Investment Related Disclosures:

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for
differences). This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation
and the particular needs of any specific person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and
implementing investment strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized.
Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the
prospectus or other offering document issued in connection with such offering, and not on this report.

Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit
Insurance Corporation and are not deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and,
derivatives, in particular, involve numerous risks, including, among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or
derivative is suitable for all investors. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the
value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial
instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their entire
principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.

This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the company or the
market that is anticipated to have a short-term price impact on the equity securities of the company. Short-term trading ideas and recommendations are different
from and do not affect a stock's fundamental equity rating, which reflects both a longer term total return expectation and attractiveness for investment relative to
other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may be more or less positive than a stock's fundamental equity rating.

BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other
financial instruments and that such action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek
advice regarding the applicability of such regulations prior to executing any short idea contained in this report.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in
such securities and instruments, including ADRS, effectively assume currency risk.

UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated
by BofA Merrill Lynch entities located outside of the United Kingdom. BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at
http:/www.ml.com/media/43347.pdf.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

MLPF&S or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. MLPF&S or
one of its affiliates may, at any time, hold a trading position (long or short) in the securities and financial instruments discussed in this report.

BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or
recommendations that are inconsistent with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect
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the different time frames, assumptions, views and analytical methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that
such other trading ideas or recommendations are brought to the attention of any recipient of this report.

In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate
fee, and in connection therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom
MLPF&S has contracted directly and does not extend beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and
continues to act solely as a broker-dealer in connection with the execution of any transactions, including transactions in any securities mentioned in this report.

Copyright and General Information regarding Research Reports:

Copyright 2011 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks
of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered service marks of Merrill Lynch & Co., Inc. This research report is prepared for the
use of BofA Merrill Lynch clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written
consent of BofA Merrill Lynch. BofA Merrill Lynch Global Research reports are distributed simultaneously to internal and client websites and other portals by BofA
Merrill Lynch and are not publicly-available materials. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report constitutes your
agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including any investment
recommendations, estimates or price targets) without first obtaining expressed permission from an authorized officer of BofA Merrill Lynch.

Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been
reviewed by, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA
Merrill Lynch has established information barriers between BofA Merrill Lynch Global Research and certain business groups. As a result, BofA Merrill Lynch does not
disclose certain client relationships with, or compensation received from, such companies in research reports. To the extent this report discusses any legal
proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal
advisers as to issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel's knowledge of legal proceedings in which any
BofA Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies
mentioned in this report is based on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by,
discussed with, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch in connection with the legal proceedings or
matters relevant to such proceedings.

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as
agent of any issuer of any securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or
warranty on behalf of the issuer(s). BofA Merrill Lynch Global Research policy prohibits research personnel from disclosing a recommendation, investment rating, or
investment thesis for review by an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax
advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not
guarantee its accuracy. This report may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any
linked content contained in a third-party website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into
this report. The inclusion of a link in this report does not imply any endorsement by or any affiliation with BofA Merrill Lynch. Access to any third-party website is at
your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information to them. BofA Merrill
Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

Subject to the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and BofA Merrill Lynch
policy-related restrictions on the publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment
recommendation current.

Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer
current. Always refer to the most recent research report relating to a company or issuer prior to making an investment decision.

In some cases, a company or issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any
investment opinion relating to such company or issuer (or its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses
and investment opinion(s) pertaining to such issuer (or its securities and/or financial instruments) nor should the analyses or opinion(s) be considered a solicitation of
any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its affiliates may not solicit purchases of securities or financial instruments that are
Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or
losses arising from any use of this report or its contents.
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