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Abstract

Risk is an exposure to potential loss or damage. It is a general tendency of people to obtain
accurate prediction for the future plans of life, making them feel safe. In the real practice, though
all matters are related to special laws however, the interaction and the balance between them is
complex. This comes to the fact that the real estate’s development is complex and more risky and
this may require knowledge and insight in order to professionalize the real estate development
process. The complex conditions bring many uncertainties that make it difficult to judge for a
perfectly correct prediction. It is therefore, we say that risk is everywhere and unavoidable. The
paper highlights the annotations that are identified as the main problems and challenges of risk
management in the Indian real estate companies to explore solutions for risk management in
India and at last the literature review proceeds toward the highlights of Ahmedabad city of
Guijarat state.
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1. Introduction

Risk can be defined in different ways depending on the risk management focus, different
relations between the objectives and the scope of the research. The risk definition is therefore
highly dependent on the choice of applied management focus in any organization. In the real
estate sector the management focuses on their specific characteristics such as long cycle, large
investment and complicated factors influencing the risks of real estate. Hence the risk
management is extremely important in real estate. Risk can be defined as a combination of
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probability of an event occurs and the consequences befalling to achieve the project objectives.
Risk is an exposure to potential loss or damage. It is a general tendency of people to obtain
accurate prediction for the future plans of life, making them feel safe. In the real practice, though
all matters are related to special laws however, the interaction and the balance between them is
complex. This comes to the fact that the real estate’s development is complex and more risky and
this may require knowledge and insight in order to professionalize the real estate development
process. The complex conditions bring many uncertainties that make it difficult to judge for a
perfectly correct prediction. It is therefore, we say that risk is everywhere and unavoidable. The
paper highlights the annotations that are identified as the main problems and challenges of risk
management in the Indian real estate companies to explore solutions for risk management in
India.

Risk management concept is one that that focuses on the effect of uncertainty of the various
risks. The main role of the real estate developer is to minimize these risks to improve the
experience of the various stakeholders as well as to generate more profit by managing risk due to
different reasons. The real estate sector is growing with the growth of the land rates. There are
various companies of different capacity those are creating a cut throat competition in the real
estate market. Hence it becomes important to identify the critical risks in the sector.

Table 1: Indian Real Estate Growth History Up to 2000

Phase Development History
Before 1970 Government DOMINANCY STAGE
dominance At that time no real estate market, no real estate sales

and exchange was present and the land was supplied
freely as planned by the government. Government
controlled the real estate investment, construction,
exchange and consumption totally.

1970-1980 HUDCO & HDFC HUDCO was established to promote and assist

established housing and urban development programs with
government agency. HUDCO plays an important role
in implementing government initiatives such as the
Valmiki Ambedkar Awas Yojna which was launched
by Indian governnient during 2001-02 for providing
shelter and upgrade the existing shelter for below
poverty line people who lives in urban slum areas.
In 1977, Housing development finance Company
(HDFC) was established. HDFC was the first company
in individual lending which is based on market
principles.

1980-1990 Establishment of NBH It also include the involvement of government in
directing various agencies like insurance companies,
commercial  banks  (Under  priority lending
requirements which allowed banks to allocate 1.5% of
their incremental deposits to housing under RBI
guidelines), provident funds and mutual funds to invest
part of their increment sources on housing.
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For supporting the Indian real estate sector directly
through their newly established housing finance
companies and indirectly by investing a proportion
their net accretions in socially oriented schemes, two
insurance companies LIC and GIC were started.

1990-2000 Liberalization of This policy was amended in 1994 and providers were

interest rates free to charge market rates for loans above Rs 25000.

This phase saw a dominance of fixed interest rates, but
at the end of the decade variable rate offers started
emerging.
In 1995 Indian real estate prices started plummeting
between 1995 and 2000. The bubble built on
speculations burst and as a result of these prices
declined by 30-40 per cent all over India Due to the
growth of if related activity a marginal recovery was
observed during 1999-2000.

2000-present  Huge growth The real estate market picked up drastically in 2002

Source: Dr. V. Chandrasekhar, “Housing Finance and Housing, A View from India and Beyond”,
September 2010

With the growth and profitability in housing finance evident, commercial banks stimulated this
sector, aggressively increasing their market share. Growth in the housing finance disbursement is
shown in figure 1 below:
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Figure 1: Growth in the Housing Finance
Source: Report: Dr. V. Chandrasekhar, “Housing Finance And Housing, A View From India And
Beyond”, September 2010

The last decade witnessed a hyperactive boom in the residential property prices. This boom was
artificially created where it was backed primarily by the boom in the stock market that was
kicked off in 1991. The prices appreciated sharply during 1994 to 1995 whereby it witnessed a
phenomenal growth of almost 420 percent from 1990 to 1996. The stock market and real estate
markets crashed in quick succession just a little after 1995. This was followed by a prolonged
period of about 8 years of little or appreciation in real estate.
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Even though post crisis the real estate sector has taken a major hit, fundamentally things have
only improved. Based on the top down approach of the Indian economy the Indian real estate
sector is in a multiyear, stable growth phase.

2. Materials and Methods

The main objective of this research work focuses on Ahmedabad region of the Gujarat state. As
the study is related to this region a glance over the state real estate profile has been provided in
the following sections. The research work is concerned with a study of the trends of real estate
market in context to Ahmedabad city. Ahmedabad’s real estate market is booming because of to
the huge growth of its industrial sector and overall high rate of development, both in commercial
and residential terms. It is the largest city of Gujarat, and also its commercial capital. The reason
for the selection of Ahmedabad for the research work encompasses the following:

1) The growth stimulators for the real estate market in Ahmedabad city are the development of
the residential market, malls, office spaces and flyovers changing the cityscape of
Ahmedabad. It is observed that the maximum planned activities of residential, commercial
and retail development are witnessed in this western micro market of Ahmedabad.

2) Residential real estate of Ahmedabad is dominated by private players and the market is also
heavily driven by an active investor base, with most of the participants reaping capital
market profits into the real estate markets.

3) Real estate scenario in the city has been immobile in the near term due to the increased
home loan rates and slowdown in the equity markets. However, in the long term, we see an
appreciation of 9-10% YoY in property prices over the next 5 years, due to the inherent
absorption and launches with the continuous infrastructure developments in the city.

4) In Central Ahmedabad, due to unavailability of land, prices have increased two fold over the
last 3 years predominantly in the prime land properties facing C. G. Road. C. G. Road is the
most preferred location of Ahmedabad, as it is at the heart of the city and has good
connectivity. Commercial and retail sectors have given a paradise look to residence area.

5) Shahibaug which is located in the eastern corridor, is one of the most developed and planned
areas of Ahmedabad witnessing an appreciation of 28% (Mar'1l1-Feb'12). People from
upper and upper middle class prefer to reside in this pocket.

6) Residential areas in North Ahmedabad like New Wadaj and Sabarmati witnessed an
appreciation of approximately 22% (Sept'10-Oct'11) in capital values due to the upcoming
residential supply and infrastructure developments being undertaken along Sabarmati. The
Ahmedabad Municipal Corporation (AMC) has initiated development of the Sabarmati
riverfront. Also a separate company named Sabarmati River Front Development
Corporation Limited (SRFDCL) was formed in 1997.

7) Areas like Chandkheda and Motera of North Ahmedabad showed appreciation in land prices
due to close proximity to the developing IT and commercial corridor of Gandhinagar.

8) South Ahmedabad replicates Central Ahmedabad as here too, non-availability of land
parcels has led to the appreciation of land values. The easy accessibility to Ahmedabad—
Baroda Expressway has given a boost to real estate prices in this region.

9) Retail markets across main streets like Law Garden, C. G. Road and Satellite Road
witnessed stagnancy in rental values.
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Table 3: Highlights of Ahmedabad City

Description 2011 2001
Actual Population 7,208,200 5,816,519
Male 3,787,050 3,074,556
Female 3,421,550 2,741,963
Population Growth 2231% 27.25%
Area Square Km. 8.086 8.086
Density/Square Km. 890 727

Sex Ratio (females per 940 892

1000 males)

Average Literacy Rate  86.65% 79.50%
Male Literacy Rate 92.44% 87.31%
Female Literacy Rate  80.29% 70.83%

Source: Census 2011(Censusindia.Gov.In/)

The segmentation of the real estate sector is done in five different categories as shown in the
following figure 2
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Figure 2: Structure of Real Estate Sector
Source: Mazumdar, Deepak, “Sustainable Urbanization in Real Estate Sector”, Central Steering
Committee for Housing And Real Estate Market Policy,
Vietnam: 2010

The real estate sector has major 7 aspects which have to be looked towards. These aspects decide
the risk factors prevailing in the real estate market.

People

Project level driver

*Product
*Place
*Price

Market level driver
*Positioning
*Packing
*Promotion
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Product relates to real estate investment options that could be of two types — land or property.
Property includes commercial, residential, industrial, integrated townships or a mixed-use
development.

An entry price is equally important as an exit price in real estate. Investors should follow a
bottom-up approach to determine the ideal purchase price of real estate by first determining the
expected sale price and other costs that will need to be incurred. If done correctly, this approach
will mitigate risks and increase the likelihood and quantum of profits, the eighth P of real estate.
Positioning is vital in creating an identity in the minds of target consumers of the real estate
development being invested in. Positioning in a real estate investment could also refer to the
‘relativity’ that leads a product to be unique. How a typical development is relatively priced,
sized or featured determines how the asset is competitively positioned in the market. Though
qualitative in nature, positioning has a direct link to some important qualitative aspects of a
property occupancy and yield.

Place, or location, is a critical factor to be considered when evaluating a real estate investment.
The location and context of a property clearly dictates the level of speculation that the invested
asset can be subjected to. In evaluating a particular geography, investors must consider
habitation, catchments, infrastructure, expected growth patterns, planned or existing government
initiatives, demographic profile, key economic drivers, and so on. Proximity to established nodes
of retail or commercial activity can drive the investment interest and value of an asset upwards.
Packaging refers to the delivery of a finished product. At a property level, the specifications of
the construction, quality of finish, provisions of fit-outs and other facilities like power back-up
are a few of the things associated with successful functioning and maintenance of a building.
Packaging refers to the timely delivery of good quality products in compliance to the local and
national standards for real estate development

Promotion is communication between sellers and buyers of a particular real estate project.
Investors must evaluate multiple options to promote the development in which they plan to
invest.

People are perhaps the most important P to be considered before investing in real estate. People
could refer to the target consumers of real estate to be invested in, a developer who has the
ability to develop a real estate project as promised or a fund manager with the expertise and
market savvy to deliver results

There has been a sheer bull run in the real estate sector in the recent years and it has become
more complex and uncertain due to several trends. Risk management has consequently become
more important and the reason for this is shown in the following table 2.

Table 2: Indicators of the Need for Risk Management in Real Estate

No Market Indicators Outcomes of The Condition of Market
Condition
Complexity Land is scarcer Redevelop Multiple Renewal and expansion
N and More finance ment is functions are of infrastructure to
uncertainty s required and  taking the  combined, for guarantee the
it becomes place of example accessibility of the
harder to new residential and location.
purchase land constructi office bUIldIngS
More technical on. to leisure and
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and logistic retail.
constraint
2 Lengthy Public parties Public private Risk management is needed to
duration of collaborate with  partnership, Private  communicate about project and
projects private parties private partnerships, support negotiations and
for financial Contractual transferring and sharing risk.
commitment. arrangements
3 National  Restrictions are Protection of air Contracting and tendering
and imposed quality and promote
Environme sustainability
ntal
regulation

The real estate space in Ahmedabad is classified into five distinct zones—Central Ahmedabad,
North Ahmedabad, South Ahmedabad, East Ahmedabad and West Ahmedabad.

Table 4: Zones of Central Ahmedabad City with Prize Trends

Central Price Trends in Central Ahmedabad
Ahmedabad

Ashram Road, —— Maninagar —— Isanpur ~— Ghodasar
C. G. Road, 200 - ~— Narol —— Jasodanagar  —— CTM

Navarangpura,
Paldi,
Usmanpura,
Vasnha.

Index
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Property rates of ' ready—to-move in' in prime residential markets of Central

Ahmedabad
Location Average Capital Values Rentals for 2 BHK
(INR/sft.) {INR/month)

Ashram Road 5,000-6,500 8,500

C. G Road 5,000-6,500 10,000
Navrangpura 4 500-6,000 10,000

Paldi 4 500-5,500 8,000
Usmanpura 3,500-4 500 8,500

Vasna 2,400-3,000 6,500

Source: Ahmedabad Residential Real Estate Overview, March 2012, ICICI Property Services
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Table 5: Zones of North Ahmedabad City With Prize Trends

North Price Trends in north Ahmedabad
Ahmedabad
Chandkheda, : . .
Motera, 240 Chandkheda Sabarmati Ranip New Vadaj
Ranip, 220
Sabarmati 200}
x 18()*i
S 160 -
£
140 -
120 - :
100
80 ) T T T T '3 T T T T T T T 1
~ ~ w 0 )] (9] o o 1 - - - - - -
A S~ L B R T e e T
£E 0 £ 0 € 0 £ > € £ > 73 Q4 > 0
3838383292238 3238
Property rates of ' ready—to-move in' in prime residential markets of North
Ahmedabad
Location Average Capital Values Rentals for 2 BHK
(INR/sft.) (INR/month)
Chandkheda 2,400-2,900 6,500
Motera 2.600-3,000 6,000
New Vadaj 2,600-2,900 4,500
Ranip 2.400-2,900 5,500
Sabarmati 2,400-2,600 6,000

Source: Ahmedabad Residential Real Estate Overview, March 2012, Icici Property Services
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Table 6: Zones of South Ahmedabad City with Prize Trends

South Price Trends in south Ahmedabad
Ahmedabad
CTM, = Maninagar — |Sanpur ~— Ghodasar
Ghodasar, 200 - ~—— Narol — Jasodanagar  —— CTM
Isanpur, 180 - Vatva
Jasoc_janagar, 160
Maninagar, %
Narol, S 140 -
Vatva. 120 |

100 -

80 T T T T T L

Jun 07
Dec 07 |
Jun 08 |
Dec 08
Jun 09 |
Dec-09
Jun 10
Nov-10
Jan-11 |
Mar-11
May 11 |
Jul-11
Sep-11
Nov-11
Dec-11 -

Property rates of ' ready—to—move in’ in prime residential markets of South Ahmedabad
Location

Average Capital Values Rentals for 2 BHK
{INR/sft.) {INR/month}
CTM 1,500-1,800 5,500
Ghodasar 1,800-2,100 5,500
Isanpur 1,600-1,900 5,000
Jasodanagar 1,500-2,000 4. 500
Maninagar 3,000—6,500 8,000
MNarol 1,500—1,800 3,500
Vatva 1,500 —-1,800 3,000

Source: Ahmedabad Residential Real Estate Overview, March 2012, ICICI Property Services

Table 7: Zones of East Ahmedabad City With Prize Trends

East Price Trends in East Ahmedabad
Ahmedabad

Hansol,

Naroda, o — Shahibaug
Nikol,

Shahibaug
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Property rates of ' ready—to—move in" in prime residential markets of East Ahmedabad
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Average Capital Values Rentals for 2 BHK
{INR/sft.) {(INR/month)
Hansol 1,700-2,000 6,000
Naroda 1,600—2,000 4,000
Nikol 1,500—1,700 4,000
Odhav 1,100—1,400 4000
Shahibaug 5,000—6,500 13,000

Source: Ahmedabad Residential Real Estate Overview, March 2012, ICICI Property Services

Table 8: Zones of West Ahmedabad City with Prize Trends
West Ahmedabad Price Trends in west Ahmedabad

Bodakdev, Bopal, Jodhpur,

- Bodakdev = Bopal = Jodhpur
Makarba, Prahaladnagar, 220 —— Satellite — Nostranir e Thllc]
Satellite, Thaltej, Vastrapur, 200 -
Vejalpur 180 - -
§160
©
£ 140 -
120 -
100
80 . . ,
M N ©® ® @O O O O v T = = = v v
SN SRSl L e S oy
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24 448 8§22 3223 28

Property rates of ' ready—to—move in" in prime residential markets of West Ahmedabad

Location Average Capital Values Rentals for 2 BHK
{(INRY/sfTt.) {INR/month)
Bodakdew 5,000—6,500 15,000
Bopal 2,600—4,200 7,000
Jodhpur 4 500—-6,500 12,000
Makarba 3,200—4 500 MNA
Prahladnagar 5,000—6, 500 15,000
Satellite 5,000—7F 000 12,000
Thaltej 4,500—-5,500 9,000
Vastrapur 5,000—6, 500 10,000
“Wejalpur 2,400—-3,500 7,000

Source: Ahmedabad Residential Real Estate Overview, March 2012, ICICI Property Services

3. Results and Discussions

Risk management is not a new concept for the Indian real estate companies. However, it seems
that the risks in real estates have been on an increasing pace and there needs an application of
the risk management in real estate projects of Ahmedabad real estate sector due to following
reasons :

1) The real estate industry encompasses a wide range of sub-sectors, such as the residential
office, Industrial, Environmental, infrastructure construction and involves multiple parties
which are bounded by their own specific risks. The complexities involved might have
raised the barriers for researchers in India to make more insightful studies.

2) Real estate industry does not consist of several large dominant corporations sharing the
whole market like the automobile industry or pharmaceutical industry. Those prominent
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corporations always imply their strategies, actions and outlooks widely covered by many
public sectors. Unlike the automobiles and pharmaceuticals where correct data can be
easily acquired from the market, the real estate industry is kind of fragmented and
information limited industry. As individual firms are less likely to share their market
information and openly announced the risks they are facing, research on the real estate
industry is difficult.

The scientific knowledge on the research on the risk management is reduced as the recent
prosperous Indian real estate industry made the real estate investors feeling the real estate is
a low-tech, high-profit” industry.

Conclusions

Risk management does not eliminate the risks involved in the real estate sector entirely. It is an
approach to manage different risk categories and risk factors in a city like Ahmedabad which in
no time will be a metro city. Ahmedabad is a city where there is something for everyone. In fact
it is a city which offers 2BKH flats for 25 lacs within city premises. Increased migration of
people and urbanization calls for risk management. The real estate sector in India has been
becoming more organised, this is because of the entry of international real estate players, foreign
investors and Indian corporate houses. So the real estate sector is facing a challenge to meet the
rising demands for the world class infrastructure in cities, housing across different income level
and create sustainable cities for future generation.
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