CAPITAL

C CERTUS | NsiGHT | DEC 2021

Residential real estate: How to play the multi-year upcycle?

The residential sector has
witnessed a strong, broad-
based recovery over the
past 12 months. With
highly favorable macro
conditions, the sector is at

the start of a multi-year

upcycle.

In our view, investing in to
senior secured credit offers
the best risk-reward to play

this coming upcycle.

Real estate is a core sector for the Indian economy which is expected to reach a market size
of US$1 trillion by 2030 and contribute ~13% to the country’s GDP by 2025(1). Within
real estate, the residential segment has the largest contribution of ~80%.

After a prolonged 6-year down cycle, residential has seen a strong, broad-based
recovery in the last 12 months, laying the foundation for an upcycle over next several
years. Further, COVID-19 has provided a positive nudge to the sector already benefiting
from a favorable macro setup.

Source: (1) IBEF, Sep 2021

Strong bounce back in residential sales

Housing sale across tier 1 cities witnessed a sharp rebound in Q3 2021 — up 59% YoY. It
also promptly recovered from second lockdown related disruptions in Q1 2021 — up

~250% QoQ.
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Source: Proptiger real insights, Economic Times

Listed players (proxy for performing developers) continue to do exceptionally well

Performing, credible developers continue to gain market share as home buyers increasingly
seek quality and assurance of timely delivery.

e Llisted developers more than doubled (2.2x) their sales over the last 4 years —
growth of 21% p.a. despite a slow market during these years

e Q3 2021 sales were 70%+ higher than the same quarter last year
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e Realizations have been increasing steadily — Q3 2021 realization was ~14%
higher than same quarter last year and 6% higher than avg. realization in FY21

FY17 FY18 FY19 FY20 FY21 Sep-21
Avg. 6,811 7,104 6,310 6,573 7,028 7,446
INR/sf
% Y-0-Y - 4% -11% 4% 7% 6%
CAGR 2%

Source: Quarterly Investor Presentations

What is driving this stellar performance?

e Housing affordability is nearly the best it has ever been, driven by:
o All time low mortgage rates — 400-450 bps reduction in last 5 years
o Time correction in residential prices i.e. virtually no growth in capital values
vs. income growth of ~8% p.a. and inflation of ~5%
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Source: Morgan Stanley Research (India Property, 28 Nov 2021), Jefferies India Property:
2021 Outlook - A New Cycle Begins (Report dated 10 January 2021)

e Rising savings and wealth effect from buoyant capital markets
e COVID-19 catalyzing the need for home up-gradation and home ownership

e Supportive government policies — reduction in stamp duty, premium

waivers/discounts, higher tax deductions for affordable homes, etc.
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What are market experts [ research houses saying?

“In over 50 years of my work life, | have not seen housing affordability better than where it is today in India.

I have not seen such easy liquidity conditions and interest rates at such record low levels,” HDFC Chairman

Deepak Parekh said. “Most importantly, | have not seen such a burning desire fo be a homeowner than in

these current times,”. This isn’t just feel-good talk, it is real. The Indian real estate market is on the cusp of a

new growth cycle and it is important that we make the best of it,” Parekh said. “The reason why | am

optimistic about the future is that while home sales have been happening, the real shot in the arm has been

the recent pipeline of new launches,” he said. This is the greatest mark of confidence for the future, he added

The Indian Express, 30 Oct 2021)
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“The housing market indeed emerged stronger than before, with speculative buying and selling gefting
eliminated and end-users emerging as the strongest market drivers in the primary sales segment. Luxury has come
back strongly, too. te e h
,” said Anuj Puri, Chairman - ANAROCK Group (Moneycontrol, 12 Nov 2021)

—— ——
“A new residential cycle start should become evident over 2021 as both end-users and investors get back into
action. We expect residential sales to cross 2019 levels, inventory to fall to 8-year low by end’21 and prices fo
rise by 10%+ over next two years.” Jefferies Research (India Property: 2021 Outlook - A New Cycle Begins, 10.
January 2021)
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“Return of residential, after 6 years - The indusiry has struggled over the last six years, with a 2% CAGR in
prices and 25-30% lower average volumes per annum than the preceding five years. The drivers of for the next
up-cycle are falling into place — five fo six years of pent-up demand, strong affordability, cycle low mortgage
rates, higher savings, wealth effect from capital markets and customers need fo upgrade. The recovery so far has
been broad based across metros, micro-markets and price points. We expect this fo continue for next several
quarters. There are early signs of pricing power.” Morgan Stanley Research (Siding with Fundamentals Over
Valuations; Staying Attractive, 28 Nov 2021)

-

What is the future outlook and how do you play this residential upcycle?

With the strong fundamentals in-place for the sector and low starting point of residential
sale volume (~35-40% below last cycle peak in 2012-2013), we expect volume and price
growth to accelerate over the coming years.

In our view, investments in senior secured credit (project finance) to the sector offer the best

risk-reward to play this upcycle.

Founded in July 2018, Certus Capital is an independent, team owned platform. Certus partners institutional investors and family offices to invest in real estate
opportunities in India. For more information, please contact us on contactus@certus.co.in or visit us at https://certuscapital.in

Disclaimer

This publication has been prepared solely for informational purposes only. The information contained herein is only as current as of the date indicated and may be
superseded by subsequent market events or for other reasons. The information in this document has been developed internally and/or obtained from sources believed to be
reliable; however, neither Certus Capital or its affiliates guarantees the accuracy, adequacy or completeness of such information. Nothing contained herein constitutes
investment, legal, tax or other advice nor is it to be relied on in making an investment or other decision. This publication should not be viewed as a current or past
recommendation or a solicitation of an offer to buy or sell any securities or to adopt any investment strategy. The investment strategy and themes discussed herein may be
unsuitable for investors depending on their specific investment objectives and financial situation.

The views expressed reflect the current views as of the date hereof and Certus Capital or any of its affiliates does not undertakes to advise you of any changes in the views
expressed herein. Opinions or statements regarding market trends are based on current market conditions and are subject to change without notice. It should not be
assumed that Certus Capital or any of its employees has made or will make investment recommendations in the future that are consistent with the views expressed herein, or
use any or all of the techniques or methods of analysis described herein.

Certus Capital does not assume any duty to, nor undertakes to update forward looking statements. No representation or warranty, express or implied, is made or given by
or on behalf of Certus Capital as to the accuracy and completeness or fairness of the information contained in this publication and no responsibility or liability is accepted
for any such information. By accepting this document, the recipient acknowledges its understanding and acceptance of the foregoing statement.

Please see Terms & Conditions governing the terms of use of this publication. For information regarding how Certus Capital collects, uses and maintains personal data,
please see Privacy Policy.
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