
IPO Update 

Salient features of the REIT: 
• Global investment company Blackstone Group L.P through BRE/ 

Mauritius Investments and domestic realty firm Embassy Property 
Developments Pvt. Ltd. is coming up with India’s first real estate 
investment trust (REIT) i.e. Embassy Office Parks REIT (EOP) to raise 
up to Rs. 47,500mn. Post-listing EOP would be the Asia’s largest REIT 
in terms of area under management. 

• 75% of the issue is allocated for institutional investors, while 25% is 
available for non-institutional investors. 

• The issue is a primary issue. Of the net proceeds, around Rs. 37,100 
will be utilized for partial or full repayment or pre-payment of certain 
debt availed by the SPVs. Another, Rs. 4,600mn will be used for the 
acquisition of Embassy One Assets. 

Key competitive strengths: 
• Located in India, a leading services hub for global corporates 
• Best-in-class office properties with high quality infrastructure 
• Occupied by a diversified, high quality, ‘sticky’ multinational tenant 
• Simple business with embedded growth 
• Strategically located in top-performing markets with high-entry 

barriers 
• Highly experienced management team 
• Renowned Sponsors with global expertise and local knowledge 
Risk and concerns: 
• Slowdown in the economy 
• Adverse government regulations and policies 
• Inability to maintain higher occupancy and inability to renew lease 
• Poor rental growth opportunities 
• Delay in execution of under construction properties 
• Rise in interest rate 
Valuation & recommendation (Continued in next page): 

Currently there are no listed REITs in India, thus it is not possible to 
provide an industry comparison in relation to the EOP. 

Below are few key observations of the issue: 
• EOP is the owner of a high quality office portfolio in India. As of 31st 

Dec. 2018, its portfolio comprises of seven best-in-class office parks 
and four prime city-center office buildings totaling 32.7mn square 
foot (msf), including two completed and two under-construction 
hotels totaling 1,096 keys, food courts, employee transportation and 
childcare facilities. 89% of the assets have been completed and 
operational, while 11% are in construction stage. Under construction 
hotels are expected to be completed by middle of 2021. 

• EOP’s office assets are in the best performing office markets of India 
namely Bengaluru, Pune, Mumbai and Noida. These markets have 
exhibited strong market dynamics with world leading absorption 
(from 2013 - Q1 2018) and constrained forecast supply resulting in 
high rent growth and low vacancy on average. As of 31st Dec. 2018, it 
has achieved a committed occupancy of 95%, which is 690bps higher 
than the average occupancy in the respective market. It has also 
demonstrated premium rent with superior growth of 6.9% CAGR 
over 2013-Q1 2018, which is approximately 4.5x higher than the 
competitors in the market. 
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Recommendation 
Subscribe with Caution 

(Available only for HNIs) 

Price Band (Rs.) Rs. 299 – 300 per Unit 

Total Issue Size (Rs. mn) Rs. 47,500mn 

Bidding Date 18th Mar. - 20th Mar. 2019 

Book Running Lead 
Manager 

Morgan Stanley India Company 
Pvt. Ltd., Kotak Mahindra 
Capital Company Ltd., J.P. 
Morgan India Pvt. Ltd., DSP 
Merrill Lynch Ltd., Axis Capital 
Ltd., Credit Suisse Securities 
(India) Pvt. Ltd., Deutsche 
Equities India Pvt. Ltd., 
Goldman Sachs (India) 
Securities Pvt. Ltd., HSBC 
Securities and Capital Markets 
(India) Pvt. Ltd., IIFL Holdings 
Ltd., JM Financial Ltd. and 
Nomura Financial Advisory 
and Securities (India) Pvt. Ltd. 

Registrar Karvy Fintech Pvt. Ltd. 

Sponsors 
Embassy Property 
Developments Pvt. Ltd and 
BRE/ Mauritius Investments 

Investment Manager 
Embassy Office Parks 
Management Services Pvt. Ltd. 

Trustee Axis Trustee Services Ltd. 

Post - Issue Anticipated Shareholding Pattern 

Promoter and Promoter Group 79.48% 

Public 20.52% 

Total 100% 

Application Money at Higher Cut-Off Price per Lot 

Number of Units per Lot 

Bids can be made for a 
minimum of 800 units 
and in multiples of 400 

units thereafter 

Application Money Rs. 240,000 

Analyst 

Rajnath Yadav 

Research Analyst (022 - 6707 9999; Ext: 912) 

Email: rajnath.yadav@choiceindia.com 

16th Mar. 2019 

Embassy Office Parks REIT 

Combined Financial Snapshot 
(Rs. mn) FY16 FY17 FY18 9M FY18 9M FY19 

CAGR 
(FY16-18; %) 

Y-o-Y 
(FY17-18; %) 

Sequential 
Y-o-Y (%) 

Revenue from Operations 13,970.2  14,849.2  16,118.0  11,829.5  13,759.8  7.4% 8.5% 16.3% 
EBITDA 10,504.2  10,792.5  10,863.7  8,642.5  10,213.4  1.7% 0.7% 18.2% 
Reported PAT 931.8  1,770.6  2,569.1  2,121.6  2,851.1  66.0% 45.1% 34.4% 
EBIDTA Margin (%) 75.2% 72.7% 67.4% 73.1% 74.2% (779) bps (528) bps 117 bps 
Reported PAT Margin (%) 6.7% 11.9% 15.9% 17.9% 20.7% 927 bps 402 bps 279 bps 

Source: Company RHP 

First REIT in real estate sector 



IPO Update 

Valuation & recommendation (Contd…): 
 
• In terms of absorption, the operating regions (Bengaluru, Pune, Mumbai and Noida) of EOP are among the world’s largest 

real estate market. According to CBRE (a real estate advisory firm), over 2013-Q1 2018, 136msf was leased in these regions, 
which exceeded the total combined absorption of eleven global cities over the same period. Also, the average absorption in 
these markets were around 3x times the absorption in other global cities. Additionally, the operating regions of EOP have 
witnessed a robust absorption growth of 26.2% over 2013-18, along with constrained supply - which is further expected to 
be lower than the absorption rate, thereby further leading to a lower office vacancy levels. 

• Indian commercial properties are low capital cost with higher capitalization rates. As of 31st Mar. 2018, EOP’s assets have a 
capital cost of USD 150 per sf, which is at a discount of 80-90% to the similar properties in developed markets like Tokyo, 
Hong Kong and New York. Moreover, EOP’s capitalization rate of 7.5-8.5% is also 175-575bps premium to similar assets with 
similar tenants in the US, Japan and China. 

• The market value of EOP’s office assets stood at Rs. 315bn as of 31st Dec. 2018. Of which 60.5% were in Bengaluru, 16.2% in 
Mumbai, 14.4% in Pune and 8.9% in Noida. In terms of asset types, office parks formed 73.8% of the asset portfolio, while 
city centric offices and hotels formed 18.1% and 4.7%, respectively. 

• As of 31st Dec. 2018, EOP derived around 81% of the gross rental from 160+ marquee tenant base comprising of leading 
multinational companies and approximately 43.4% of the rental income is from Fortune 500 companies like JP Morgan, IBM 
and Microsoft. In the last 3-4 years, EOP has achieved a tenant retention rate of 80.9% with 7.7msf of the office space 
renewed. As a result, it has demonstrated a 7.1% same stores rental growth over FY16-18. These high quality tenants, which 
normally provide long term rental contracts (weighted average lease expiry of seven years), provide stability to the EOP’s 
revenue. 

• Around 50% of the gross rental is derived from technology sector, which is the fastest growth sector in India. Rest of the 
rental is derived from diversified industries and sectors including financial services, healthcare and telecommunications. 

• EOP typically enters into a long term lease agreement with its tenants. The lease tenure of office parks is around 9-15 years, 
with 3-5 years of initial commitment period and thereafter renewal option. Lease contract include rent escalation of 10-15% 
every 3-5 years. The company has forecasted a 36% contribution from rent escalation to the total increase in revenue over 
FY20-21. 

• Another source of incremental revenue over FY19-21, would be the re-leasing of tenant contract expiring. According to the 
company, around 29% of the tenant contracts would be re-leased at market rates over Q4 FY19 to FY23, which would 
provide additional revenue of Rs. 176mn. Other revenue source would be the leasing-up of the existing vacant space i.e. 5% 
vacancy. EOP expects to lease these vacant spaces, resulting into additional rental revenue of Rs. 1,124mn over FY20-21. Its 
under construction hotels post completion and its existing hotels are expected to add another Rs. 1,233mn to the 
incremental revenue over FY19-21. Cumulatively, the company has forecasted incremental revenue of Rs. 6,303mn over 
FY19-21 to Rs. 25,121mn in FY21 (a growth of 33.5% over FY19). While the net distributable cash flow is forecasted to grow 
by 35.3% over FY19-21 to Rs. 18,250mn in FY21. 

• According the REIT regulation, the EOP will distribute at least 90% of the surplus cash flow (in the form of interest payment, 
dividend, buyback etc.) semi-annually to the unit holders. Dividend income will be tax exempted, while interest income will 
be taxable. The management has indicated that, it will distribute 100% of the surplus cash flows with trust shareholders and 
the distribution will be quarterly. Moreover, pre-tax investment yield is guided at 8.25% for FY20 and 8.96% in FY21. 

• From the net proceeds, the trust will be utilizing around Rs. 37,100 for partial or full repayment or pre-payment of certain 
debt availed by the SPVs. As on 31st Dec. 2018, EOP had total debt of Rs. 85,046mn. Post listing, it is planning to raise 
external debt funding to refinance a portion of the existing debt of certain SPVs through repayment of existing loans, 
deferred payment obligations and to fund construction of certain projects. For the same, EOP has executed an indicative and 
non-binding term sheet with a consortium of lenders to borrow up to Rs. 40,000mn. 

• Basis of allotment is on proportionate basis, subjected to the minimum bid lot. Post listing, the trading lot size value will be 
around Rs. 0.1mn and above. 

• Coming to the profile of the sponsors: Embassy Property Developments Pvt. Ltd. (EPDPL) is a leading Indian real estate 
company, which has developed over 45msf of area in the commercial and residential segments. It also owns hospitality 
developments totaling to 444 completed hotel keys and is in the process of developing industrial parks and warehouses 
across India. Another co-sponsor i.e. BRE/ Mauritius Investments is a part of Blackstone Group L.P, one of the world’s leading 
investment, real estate and alternative asset management firms. As of 30th Jun. 2018, it is the largest real estate investment 
manager in the world with USD 119bn of investor capital under management. 

• Generally, REITs are less volatile as compared to other investment instruments like equities, mutual funds and various 
commodity classes. The reason might be its structure of investing around 80% of the assets in rent generating assets. With 
more institutional investors like PE funds and sovereign wealth funds showing interest in the domestic commercial real 
estate - this demonstrates the growth potential in the sector. Thus, this REIT should witness a good demand from the risk 
averse financial institutions/investors. 

• Since this is new instrument and untested, it will take time to evolve. Already the investors in the past have burned their 
fingers with their investment in two listed InVITs, which are trading below the issue price. Due to poor performance, the 
yield expectation has gone upto 12-13% for these InVITs. Thus it will take time to displace investors from other instruments 
to this investment instrument. 

• With best in-class infrastructure and presence in high growth market, EOP would continue to demand premium rentals. This 
coupled with low office vacancy, professional management; growth in the sector along with transparent & accountable 
structure would mostly appeal the investors. 

Thus considering the above observation, we assign a “Subscribe with Caution” rating for the issue. 
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