Two Birds with One Stone

How the Selbustaining, Integrated TownshipModel Meets Growing
Demand fo High-quality Real EstatéWhile Surmountinginfrastructure
Challengesn India

By: Robert JMetry*

Executive Summary

Two trends converge in India tweate a unique challenge. One is the growing demand
for real estate of all kinds driven by the rapidly expanding economy. The second is the
rapid deterioration in quality of existing real estate stock and infrastructure in existing
urban centers. While newal of the urban landscape is a challenge that needs to be
addressed, that is a lotgrm solution involving complex socieconomic and political
factors. This paper looks at another apprdatie integrated township in wetbnnected
suburbs. This appach uses all the attractive features of the urbanecemiile
overcoming many of its infrastructure challenges by virtue of beingreenfield sites.

The paper looks at the case of Hiranandani Gardentownship in Powai, a suburb of
Mumbai. The analyis shows that the mixagse integrated township is indeed the
solution for the twin challenges of crumbling infrastructure and a strong appetite for real
estate.

| n d iBaotisg Economy

| n d ecarray iurrentlythetenth largest andecond fastégrowing in theworld. In
the past five yearshé country has experienced an 1d8mpoundannualgrowth rate
Other ley indicatorsof continuedfuture growth of the Indian economy includiee fact
that the country has morthan US $222 billion in foreign exchange resersea
flourishing stockmarketthat has appreciatedver 50% in2007;an estimated US $15.5
billion in foreign drect investment (FDIast yearand a 20% increase in exports.

A rapidly growing economy increases individual income lewlsl as a result also

creates greater demand for residential, commercial, and retail real estatt.i ads st r on
economic growtlsets asolid foundatiorfor the current anfuture demand for real estate

in the country.
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The Real Estate Industryin India

In India, as in many countries, the vitality of the economy is reflected in the demand for
and prices of real estatéccording to theReserve Bank of Indjahereal estatesector is

the secondargest employer in the countryepresentingapproximatel 5% of gross
domestic productThe marketis expected to significantly expand over the next several
yearsin line with thegrowth inpopulation andncreasesn incomelevels

The Indian property marketas estimated to be US $54 billiat the end of @07 and is
expected tonearly triple to mee thanUS $142 billion by the endof 2012 The
residential sectoaccounts formorethan 926 of the property marketret, the growth
rate for office/industrial, retail and hospitalitpropertiesis expected tooutpace the
residentialsectorand grow from US $4billion to over US $18 billion in five years
(Source: Deutsche Bank)

Supply has not been able to keep up with demand in the Indian real estate ifichestry.
HousingDevelopmentrinanceCorporationestimats there is ashortageof 19.8 million
residentialunits nationwide According to Goldman Sachdemandor housingt n | ndi ad s
seven largest cities ixpected to exceed supphy an average of 309 the next few

years Further,l ndi ads r a p ddteclgss ig incoeasingpeglenrandor high-

guality properties thatre of better constructicand provideservices and amenities.

Key Demand Drivers inthe Indian Real Estatelndustry

Burgeo_nlngAMlddIe Class i INDIA WILL SEE FURTHER REDUCTION IN POVERTY AND GROWTH OF
|l ndi ads economi c msguwecwss h  over the | ast

20 )BarS haS Created a. |arg e and Share of population in each income bracket Household income brackets
rapldly expand | ng mlddle CIaSS %, n1|||fr5 of people thousand, Indian rupees, 2000
population. According to a recent o a—ﬁu-f—-ﬂg-eﬂ-

Giobals (>1,000)

report by the McKinsey Global e S

Il nstitut e, Il ndi ads mi\ |cud | 2l B080S o

population roughly doubled from \ -

1985 to 2005This population ha &3 \

large part been created thedemand . ) 58 Aepir (00200

forl ndi aé6s vast and |gliobal®lly,_ esirabl e

work-force in  the information 22 | Deprived (<20)

technology and business process o e e o oo

outsourcing sectors. Emerging _

. . ; . E Note- Figures are roundsd to te naarest Integer and may not a0 up ta 100%.

industries including biotechnology, sese e s

wi || al so | everage | ndi a@onomitgiowth. Ehesatneabor po
McKinsey reports predicts thdly 2025 | ndi a owsll triple, creatmg al evel s

middleclass 0583 million people

Hirco White paper 2007 copyrightirco Group. 2



Rising Disposable Income - o rer Copes Nt dmpomati hoome
Naturally as income levels
increase and more people mov
into the middle class, they will
have more disposable income
Per capita disposablincome in

India_hastripled in the past 10 H H H
yearsand is expected to increase
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the next five years. Source: MOSP, -5EC Research
0 % wrban populatan Urbanization
700 e i - peicio e em 1o (b 700 | While 70% 0 f 1 ndi adstil popul at
conl o /— | lives in rural areasthe number of
) - » Indians living n cities reached
AT - L~ Lag approximately 325 million in 2006
=07 /’ l&| Urban areasepreseh almost 30% of
T 300 A “ the <countr ylusaccpuatpul at i o
200 4 7" for 63% of the national incomeThis
100 d 410 trendis expected to continue at a steady
. : : : : : growth rate with Indi ads ur ban
g7 osmet doed 2001 Z008 2011 population expecte to reach 370

Source: Mational insfitute of Urban Affairs, UNDP, CPHEED, I-5EC million by 2011 derlng demand for all
Research types of real estatei residential,
commercial, industrial, anektaili in and around city centers

Younger Home Buyergsnd Smaller Households

In 2005, he median agef the Indian population was 24 yeald versus33 in China and

43 in JapanAs the population growgounger,h e aver age age of I ndi ad:
decreased from#2 to 31 years oldaccording to industry estimatgSource: ICICI

Securities)

Anothe trend impacting the real estate market in India is the reduction in household size.
The size of the average urban household in India decreased from 6.06 in 2001 to 5.5 in
2006 Increasing annual incomesiore incomeearners per household, andlaft from
extended to nuclegamilies arethe primary drivers reducing household sikredustry
opinionspredictthat householdizes will continue tadecline
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Improved Regulatory Environment and Private Sec8upport

The Indianreal estate industry hasriefited from increased involvement from batte
public and private sectors. Primary drivers from the government havetheezaxing

of foreign direct investment (FDRestrictions, increased tax incentives for developers,
reducedgovernmentelated fes, and therepealof the Urban Ceiling Regulation Act
which preventedconcentratios of land holding in urban area¥$he government also
created Specidtconomic Zones (SEZsyvhich areexportorientedterritoriesthat offer
substantial tax breaks, shorésl development approval processes other benefits to
property developers.

Changes in the private sector have also added to growth in the indostaging
improvements in the quality of building constructiobetter access to financing
internatioral development partnersand the innovation ofintegrated mixedise
Atownshipso that i ncorporate rwhichi cdeaten t i al ,
substantial public infrastructure.

Boom in the Indian Services Sectors

The largeand relatively lowcost, well-educated, Englisepeaking workforcen India

has led to @oom in the information technology (IT) and business process outsourcing
(BPO) servicesectorsThelndian ITandBPOindustries arexpected to grow to as much

as US$60 billionwith more thantwo million workersby 2010. Tlke rapid growth of these
industries isa primarydriver ofthe demand fopremiumoffice spacelt is estimated that

118 million squarefed of office space is to be built in Indizetween 2006 and 2028
serve the neds of these industries

ImprovedAccess to Financing

The mortgage industry has exploded in India meet growing consumer demaimtian
banksare offemg competitively priced mortgages witbngeramortization perios. In

the recent pashationaly the averageterm for amortgagewas eight years todayit is
commonto see payback periods @0 years or more. These longer mortgage terms and
affordable funding options for homebuyéravecontibuted to the increasetemand for
housing

According tothe NationalHousing Board, total housing finance disbursals in 2001 were
approximately 182 billion rupees, with banks only contributing about 31% of that
amount. By 2006, annual mortgage lending had increased to 860 billion rupees (372%
growth infive years), and banks contributed 68% of that amount. Theriseortgage
lending from banksshows a meaningful maturation of the Indian economy and the
housing market, antending is expectedonly to continue to grow as the population
becomes more wealthy arducated.
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|l ndi ads NewBuyere al Estat e

Increasingly Indian consumes are becoming international intheir outlook and
expectations of qualityand servicesYoung professionals interact with international
customersadvance their education at leadimgtitutions around thevorld, andtravel
overseasfor work. This expo®s them to Western standards of living and work
environments

A number ofother factorsalso playa significant role in the changing outloak the
Indian consumer

The Growth of Media

In 1995 the Indian Supreme Courtdeclared themonopoly held by the staten
broadcasterunconstitutional In no time hundredsof channelsi including foreign
networks showing American soaperas British news, musigideos, andnoviesi were
broadcating in India Currently 105 million Indian households have &elevision and
60% of those have cable servio&fering a new windowo theworld.

Increased Leisure Travel Abroad

With more disposable incoméndians areembarking onvacationsabroad inlarger
numbers. According to Euromonitdhe number is set to double over the rfext years
to 16 milliontourists Australia expectthe annual growth rate in Indian visitors of 18%
for the nextlOyears.

More and Better Internet Access

From a low laseof 1.2 million in 1998 the number ofnternet users India passed the
50 million mark in 2005. More importantlyith broadband prices as low as 85 per
month broadband connections are growing at the rate of 20% per month.

Cable television overseas travel, anthternet accessare influencing the tastes and
standards o& new generatiornof Indiansthat is more exposed twhatthe worldhas to
offer. It is a generation thavants its homes anadffices to bejust as good if not better
thanwhat hey see in the West and they have the rising income to pay for it
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The Infrastructure Challenge

Avalilability of reliable and reasonaplpriced infrastructureis critical for economic
developmentas well as for improving quality of lifgoarticularlyin arapidly expanding
economy Indiad #nfrastructureremains theprimary challenge tathe advancement and
development oluperior realestate. Withouguestion, India has come a long way in
terms of infrastructure over the last decagid there is still mut work to be donéwhile
thegovernment plans to invest astimatedJS $15 billion ininfrastructure ovethe next
two to threeyears, this isut a drop in the bucket compared to thejectedUS $250
billion neeckd to improve the powerinfrastucture abne While infrastructure receives
attention in terms of large projects suhdams, expressways, airpdrtat the point of
service delivery stillremains poor.

Transportation Infrastructure

|l ndi ads transport sector

up with this rising demand and is proving to be an

increasing drag on the economy. Major improvements in the sector are therefore required
to support the country's continued economic growth and to ultimately newdegstate
demands

Il ndi ads roads ar e c omogtéighivayslin ladiacare oafrrowpaedo r q u a

congested with poor surface quality, and#0 f I ndiads villages do n
i all-weather roads.The dramatic growth in vehicle

ownershipi at some 1% a year during the past decade

T has reduced rush hour speeds 1b05km an hour in

the central areas of major cities.

Indian Railways is the largest railway in Asia and the
fourth most heavily used system in the world. It carries
= some 14 million passengersday and is one of the

: L : "5’ worl dos | ar gFersthe cigyadwpllerotiyee r s .
train is the preferred mode of commutithge to the intense congestion on roadways.

Hirco White paper 2007 copyrightirco Group. 6



The Mumbai railway system
probably best exemplifies the strains
urban transport is under i
overcrowding has grown to be a
compelling problem (4,700
passengers are packed intoiae-car
train during peak hourgsompared to
the rated carrying capacity of 1,700).

Energy

In the 60 years since gning its independence in 194ndiad s ied gotvex tapacity
grew from 1362megawattdo over 100,000negawattsand provided electrity to more

than 500,000 villages (Source: India Ministry of Power). However, people in a large
number of villages have no access to electricity and power suppbnwade is of poor
guality with frequent powenutageserratic voltage and low or high supply frequency.

With an estimated GDP growth rate of 8%

per year,it is estimatedenergy requirements
will grow ata rate 0f5.6 - 6.4 % per year over
the next seeral years. This growth implies a
fourfold i ncr ease i n t he count
requirements over the next 25 years and the
country will face significant challenges
meeting this(Source: KPMG, India Energy
Outlook 2007. With new offices, ma#i and
powerhungy night shift call centers the
supplydemand gap can only get worse.

The table at the left shows the number of hours
every dayvarious suburbs of Mumbai face outages of electricity. These are planned
outages due to lack of supply. They do not inclugganned outages

Water and Sanitation

While India has madegood progress imncreasing infrastructure for water supply and

sanitationin both urban and rural areas, it is lagging behind in expanding services that are

reliable, sustainable and affalle. Accor ding to the World Bank,
population withaccess to drinking water considered safe bygthey e r nment 6 s st and
rose from about 82% of the population in 1991 to 90% in 200& share of ban

population with access to basanitationrose from 43% in 1990 to 61.5% in 2001
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