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Diverse sector, even more diverse accounting policies 

Broadly, real estate companies follow three sets of accounting policies—(1) percentage completion 
based on project cost (land +construction) basis, (2) percentage completion based on construction 
cost basis and (3) project completion basis. Within each of these broad parameters, companies 
have different thresholds before they start booking revenues. Exhibit 1 summarizes accounting 
policies being followed by different companies. We highlight key differences amongst different 
companies as below.  

DLF. DLF books revenues on percentage completion based on project cost, wherein land cost is 
also included. In such a scenario, if land cost is a large proportion of total cost, revenue booking is 
quick, thus creating large numbers of debtors. Exhibit 2 explains how revenue booking occurs 
quicker on a project-completion basis.  

Unitech. Unitech recognizes sales from sale of investments/land sale, net of cost. As per the 
balance sheet, goodwill arising out of consolidation is not being amortized.  

Sobha Developers. Sobha changed its revenue recognition policy in FY2009. Sobha now 
recognizes the full land cost (plus margins) for the sold portion as and when level of collection 
exceeds 20%. Such an accounting policy leads to faster revenue booking apart from creating 
ambiguity about the timing of profit booking.  

HDIL. HDIL books revenues on a project-completion basis. This accounting policy is most 
conservative and also results in tax payments becoming back ended. This results in higher NAV vis-
à-vis the percentage-completion method on account of the timing of tax payments. Most unlisted 
companies follow a similar accounting policy.  

Annexure I quotes—verbatim—the accounting policies adopted by various firms as extracted from 
their annual reports.
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Analyzing accounting policies. We analyze nuances of various accounting policies as most 
companies follow different methods. HDIL has the most conservative policy while accounting 
policies of Sobha/Unitech have elements of ambiguity. We also analyze dividend payment track 
record, interest capitalization policy and understand how FY2010E BV has built up over FY2006-
10E.  
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Real estate companies use different accounting policies 
 

Company Accounting policy Threshold limit (%)

DLF
Percentage of completion- project cost (land cost and 
construction cost) 30

Unitech Percentage of completion- construction cost 20
HDIL Project completion method
Indiabulls Percentage of completion- construction cost 25
Sobha Percentage of completion- construction cost 25
Puravankara Percentage of completion- construction cost

Parsvnath
Percentage of completion- project cost (land cost and 
construction cost) 30

Orbit corporationPercentage of completion- construction cost 25  

Source: Company, Kotak Institutional Equities 

 

Revenue booking occurs faster on a project-cost accounting basis 
 

Selling price (Rs/sq. ft) 15,000               
Land Cost (Rs/sq. ft) 5,000                 
Construction cost (Rs/sq. ft) 2,500                 
Customer payments Linked to construction schedule

Project cost basis Construction cost basis
Construction incurred (%) 10 10
Customer payments (a) (Rs/sq. ft) 1,500                 1,500                         

Cost incurred (I) (Rs/sq. ft) 5,250                 250                            
Relevant total cost (II) (Rs/sq. ft) 7,500                 2,500                         
Percentage completion ((I)/(II) (%) 70 10

Revenues booked (b) (Rs/sq. ft) 10,500               1,500                         
Receivables ((b)-(a)) (Rs/sq. ft) 9,000                 -                             

Source: Company, Kotak Institutional Equities 

Capitalized interest as proportion of FY2010E BV is 14-15% for DLF, Unitech 

Exhibit 3 shows that real estate companies have capitalized large portion of their interest 
costs over the period FY2007-10E. Indian real estate companies capitalize a large 
proportion of interest, citing reasons that debt capital is being used either for buying land 
for future development or for building assets. Over the period of FY2006-10E, DLF has 
capitalized cumulative interest of Rs37.7 bn, which represents 14% of its FY2010E book 
value (Exhibit 4). Unitech has capitalized Rs15.9 bn in interest over the same period, 
representing 15% of FY2010E book value.  

High level of interest capitalization will have double impact on future profitability. Interest 
capitalization pads up book value and thus increase the quantum of equity capital. On 
the asset side, capitalized interest in most cases is added to work in progress, which 
needs to be amortized at projects progress. Thus, as interest capitalized as proportion of 
WIP increases, gross margins are also likely to suffer. Since many companies have 
adopted the policy of interest capitalization recently, the full impact on return ratios will 
be seen only in FY2010-11E.  
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Interest capitalization trends for real estate companies 
Interest cost paid and booked (in Rs mn), March fiscal year-ends, 2006-09E 

Interest capitalized
Interest paid (%) Debt

2006
DLF 1,759 1,685 4.2 41,320
HDIL 331 106 68.1 1,965
Puravankara 122 122 0.0 1,622
Sobha 219 219 0.0 4,231
Unitech 465 465 0.0 10,449
2007
DLF 8,907 3,076 65.5 99,328
HDIL 430 430 0.0 3,757
Puravankara 575 46 92.0 6,761
Sobha 571 481 15.8 5,837
Unitech 3,409 3,020 11.4 39,805
2008
DLF 11,890 3,100 73.9 122,771
HDIL 1,680 1,408 16.2 31,127
Puravankara 699 36 94.8 6,524
Sobha 1,780 615 65.5 17,831
Unitech 8,891 2,804 68.5 85,524
2009E
DLF 17,919 3,570 80.1 149,328
HDIL 4,935 580 88.3 37,965
Puravankara 1,059 38 96.4 8,146
Sobha 2,512 1,074 57.2 19,322
Unitech 11,773 5,546 52.9 90,558

Interest cost 
booked in P&L

 

Source: Company, Kotak Institutional Equities estimates 

 

Book value of real estate companies padded up by interest capitalization 
Impact of interest capitalization on book value of real estate companies, March fiscal year-ends 

Networth 
(Rs mn)

FY2010E 
BV

FY2010E 2006 2007 2008 2009E 2010E (Rs mn) (Rs/share)
% of 

FY2010E NW (Rs/share)
DLF 265,008 74 5,831 8,790 14,349 8,672 37,716 22.1 14.2 155
HDIL 68,105 226 0 272 4,356 2,781 7,634 22.1 11.2 197
Puravankara 14,657 0 529 663 1,021 865 3,078 14.5 21.0 69
Sobha 17,343 0 90 1,165 1,438 975 3,668 37.5 21.1 177
Unitech 104,996 0 389 6,087 6,227 3,175 15,878 6.7 15.1 44

Cumulative interest 
capitalized (2006-

10E)
Interest capitalization 

(Rs mn)

 

Source:  estimates, Company, Kotak Institutional Equities estimates 

 

Cumulative dividend payment by Unitech over FY2006-09 is Rs0.7 

Exhibit 5 shows dividend history of various real estate companies. Since the real estate 
business requires a continuous deployment of capital, dividend payments can be a key 
indicator of excess cash flow generation. We find that that Unitech has paid the least 
cumulative dividend over FY2006-09 of Rs0.7 or 0.8% of current market price. Similarly, 
for HDIL it is 1.4% and DLF 2%. We highlight that Unitech and Mahindra Lifespaces 
are the only real estate company which has a listed history of more than three years. 

Exhibit 6 gives details of book value accretion for various real estate companies. We note 
that most of the book value accretion has taken place through issuance of fresh equity. 
We summarize key details: 
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Unitech. Book value at the end of FY2006 was Rs1.1. 50% of FY2010E BV of Rs44 is 
getting added in FY2010E. Adjusted for capitalized interest, 55% of FY2010E BV of 
Rs37.3 is getting added in FY2010.  

DLF. Of FY2010E BV of Rs155, accretion of Rs92 took place in FY2008, primarily on 
account of its IPO. 

 

Unitech's dividend payout over the last 4 years has been less than 1% of the current share price 
Dividend (Rs/share) over the period FY2006-09 

FY2006 FY2007 FY2008 FY2009
DLF 0 2.0 4.0 2 8.0 393
Unitech 0.10 0.25 0.25 0.10 0.70 91
HDIL 0.0 0.0 4.1 0.0 4.1 306
Sobha 2.3 5.5 6.5 1.0 15.3 239
IBREL 0 13.5 0.0 13.5 284
Puravankara 0.6 0.9 2.0 0.0 3.6 129
Mahindra Lifespaces 1.0 1.5 2.5 2.5 7.5 377 2.0

2.8
4.8
6.4

0.8
1.3

Cumulative 
(FY06-09)

Current 
share price

Cumulative as % of 
share price

2.0

 

Source: Company, Kotak Institutional Equities 

 

Maximum addition to book value in FY2008 for most companies; for Unitech it is in FY2010E 
Incremental book/year, March fiscal year ends, FY2007-10E 

FY2007 FY2008 FY2009 FY2010E
DLF 5.5 17.6 91.6 28.6 11.1 154.5 22.1 132.3
Unitech 1.1 7.3 6.7 6.6 22.3 44.0 6.6 37.3
HDIL 5.4 15.7 84.4 26.6 65.1 197.1 22.1 175.0
IBREL 18.4 19.1 75.0 24.2 63.6 200.4 0.0 200.4
Sobha 14.9 74.0 21.3 11.0 69.2 190.4 37.5 152.9
Puravankara 5.2 5.2 46.4 7.1 4.7 68.7 14.5 54.2

Adjusted for capitalized interest each year

FY2007 FY2008 FY2009 FY2010E
DLF 5.5 14.2 86.5 20.2 6.0 132.3
Unitech 1.1 7.1 4.2 4.0 21.0 37.3
HDIL 4.7 15.7 83.6 14.0 57.1 175.0
IBREL 18.4 19.1 75.0 24.2 63.6 200.4
Sobha 14.9 73.0 9.4 (3.6) 59.2 152.9
Puravankara 5.2 2.7 43.3 2.3 0.6 54.2

Adj. book 
value

Book value in 
FY2006

Additions Book value 
in FY2010E

AdditionsBook value in 
FY2006

Book value 
in FY2010E

Capitalized 
interest

 

Source: Company, Kotak Institutional Equities 
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ANNEXURE I 

Unitech's revenue recognition policy 
 

 

Source: Company, Kotak Institutional Equities 

Unitech's accounting policy on consolidation 
 

 

Source: Company, Kotak Institutional Equities 
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Sobha changed its accounting policy in FY2009 
 

 

Source: Company, Kotak Institutional Equities 

 

Sobha's revenue recognition policy 
 

 

Source: Company, Kotak Institutional Equities 
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HDIL's revenue recognition policy 
 

 

Source: Company, Kotak Institutional Equities 
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IBREL's revenue recognition policy 
 

 

Source: Company, Kotak Institutional Equities 
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DLF’s revenue recognition policy 
 
 

 

Source: Company, Kotak Institutional Equities 
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Ratings and other definitions/identifiers 

Definitions of ratings 

 

BUY. We expect this stock to outperform the BSE Sensex by 10% over the next 12 months. 

ADD. We expect this stock to outperform the BSE Sensex by 0-10% over the next 12 months. 

REDUCE. We expect this stock to underperform the BSE Sensex by 0-10% over the next 12 months. 

SELL. We expect this stock to underperform the BSE Sensex by more than 10% over the next 12 months. 

Our target price are also on 12-month horizon basis. 
 
Other definitions 

Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage 
view will consist of one of the following designations: Attractive, Neutral, Cautious. 
 
Other ratings/identifiers 

NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such suspension is in 
compliance with applicable regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its 
affiliates is acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other 
circumstances.  

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.  

NC = Not Covered. Kotak Securities does not cover this company.  

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price target, if any, for this 
stock, because there is not a sufficient fundamental basis for determining an investment rating or target. The previous 
investment rating and price target, if any, are no longer in effect for this stock and should not be relied upon.  

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.  

NM = Not Meaningful. The information is not meaningful and is therefore excluded. 
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