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Issue Details 

Type                    100% Book Building 

Size Rs. 87.5 – 96.3 bn

Offer Price Rs. 500 – 550

Min. App Size 10 Shares

Listing BSE , NSE

Issue Opens 11-Jun-07

Issue Closes 14-Jun-07

Shares on offer 175 m

Face Value Rs 2 

Lead Mgrs 
Kotak Mahindra 

DSP Merrill Lynch

 
Promoter Shareholding 

Category (%)

Pre-issue 55.4

Post Issue 49.7

 
Report prepared by 

Quantum Information Services 
www.equitymaster.com 
info@equitymaster.com 

 

DLF Limited 
 AVOID 

Investment Concerns 

� The flip side of ‘land banks’: Land banks, like order backlogs, 
provides visibility for future growth. However, these also contain 
execution risks. Land, for instance, is a highly illiquid asset. And in 
times of economic downturns, when land demand and prices are 
under pressure, companies that have built up large land banks at 
higher prices might have to take huge hits on their balance sheets. 
This situation is currently being witnessed in the US housing market, 
where several real estate companies are near bankruptcy due to 
depreciated values of the land banks that they had created during 
‘good’ times and the consequent impact on their books.  

In India as well, land prices in some places, Delhi and Gurgaon 
included (DLF earns its highest share of revenues from these 
regions), have escalated beyond reality and we might see some real 
bubbles going forward. This is a big risk to investments in real estate 
stocks, including DLF.  

Investors also need to understand that there is a lag between the 
time companies acquire land or development rights (build up land 
banks) and the time that they can construct and develop such project 
and sell their inventories. Further, the actual timing of the completion 
of a project may be different from its forecasted schedules for a 
number of reasons, including obtaining governmental approvals and 
building permits. In addition, the real estate investments, both in land 
and constructed inventories, are relatively illiquid, which may limit 
companies’ ability to vary their exposure in the real estate business 
promptly in response to changes in economic or other conditions. 

� Disclosure issues: We are concerned by the poor disclosure 
standards adopted by construction and real estate companies, DLF 
included. Some important disclosures like the development schedule 
of properties and city wise break-up of projects i.e., commercial, 
residential and retail are missing in the final prospectus although 
they were included in the January 2007 draft prospectus. Moreover, 
the company has not provided the complete information about the 
number of flats it has sold in its residential projects that are under 
construction in Gurgaon. Moreover, a lot of material information in 
the prospectus has been included in fine print and hence has a risk 
of being overlooked. During FY07, the company has ‘managed’ its 
earnings and profitability by selling a major portion of its assets to 
one of its own subsidiary ‘DLF Assets Limited’. The income arising 
out of this transaction, which has been included in the financials of 
the company, is non-recurring in nature and hence provides an 
incorrect picture of the company’s actual revenue and profit growth 
for the fiscal. 

� Alarm bells from the financiers: The Reserve Bank of India has 
regularly made clear reference to the strongly expanding market for 
property loans (housing and industrial property) as part of the reason 
for raising its key policy rates recently. Since September 2004, the   
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DLF: Break up of developable area
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refinancing rate (repo rate) has been lifted by a total 
of 325 basis points to 7.75% at present. The reverse 
repo rate, to which many variable interest rates are 
pegged, has also been hiked to 6%. And since July 
2005, property loans have had to be backed by 
slightly more equity. The risk weight on mortgages 
has also been raised from 100 basis points to 125 
basis points. On the whole, lending terms for banks 
have thus been tightened up. Any further build up on 
these rates might lead to a dampening impact on 
real estate credit, which might especially be seen in 
second and third tier cities. This is a concern with 
respect to sustenance of strong performance for 
DLF in the future. 

Investment Rationale 

� Scale of operations: DLF undertakes large-
scale projects in multiple phases and is able to 
integrate its residential, commercial and retail 
projects, which allows it to achieve greater value 
for its projects, as demonstrated by DLF City. 
The company has been able to purchase large 
plots of land from multiple sellers, which has 
helped it to aggregate land at lower prices. It 
also enjoys greater credibility with sellers of land 
as well as buyers of its properties as a result of 
its reputation, which has been built over the 
years. 

� Extensive land reserves: Land reserves are 
the most important resource for a real estate 
developer. As of April 30, 2007, DLF’s land 
reserves amounted to 10,225 acres with an 
aggregate estimated developable area of 
approximately 574 million square feet (msqft), 
including 4 msqft of completed development, 
and 44 msqft of under construction properties 
(Refer Table 2 on page 5).  

According to the management, a significant 
portion of DLF’s land reserves under 
development was acquired at a relatively low 
cost and hence provides the company with a 

major competitive advantage as well as 
protection against land price inflation. However, 
as a mater of fact, the company still owes Rs 44 
bn out of a total consideration of Rs 135 bn 
towards land acquisition. 

� Diversifying into IT-ITES SEZ: DLF, in the 
coming years, will be extensively focusing on IT 
and ITES special economic zones (SEZs). 
DLF’s SEZ projects will focus on exporters and 
IT and biotechnology companies and will provide 
the highly specialised facilities they require. 
Each SEZ will be developed as an integrated 
township and will include residential, commercial 
and retail space as well as schools, hospitals 
and hotels. Of the 63 SEZs that have been 
approved till date, almost 37 belong to the IT 
and ITES sector. DLF has received final 
approvals for development of two IT specific 
SEZs in Gurgaon and one in Pune. The 
company has also received final notification for 
IT-ITES SEZ in Chennai and in-principle 
approvals for IT-ITES SEZs in Delhi, 
Bhubaneshwar and Ludhiana. We believe that 
the IT specific SEZs provide DLF with huge 
revenue potential and will enable it to extend its 
gap with its competitors. 

Background 

The company was incorporated in 1963 as American 
Universal Electric (India) Limited. It was named DLF 
Limited in 2006. It has developed some of the first 
residential colonies in Delhi such as Krishna Nagar 
in East Delhi, which was completed in 1949. Since 
then, DLF has been responsible for the development 
of many of Delhi’s other well known urban colonies 
like South Extension, Greater Kailash, Kailash 
Colony and Hauz Khas. DLF’s primary business is 
development of residential, commercial and retail 
properties. The operations span all aspects of real 
estate development, from identification and 
acquisition of land, to planning, execution and 
marketing of projects, through to the maintenance 
and management of completed developments.  

DLF's Project Profile 

(msqft) 
Completed

Development
Under 

Construction
Planned 
Projects

Plots  195  -  46 

Residential  19  7  375 

Commercial  7  27  60 

Retail  3  10  45 

Total  224  44  526 

Source: Company prospectus 
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In the residential business, DLF builds and sells a 
wide range of properties including houses, duplexes 
and apartments of varying sizes, with a focus on the 
higher end of the market. In the commercial 
business line, it builds, leases and sells commercial 
office space, with focus on properties attractive to 
large multinational tenants. In the retail business 
line, the company develops, manages and leases or 
sells shopping malls (most of them include cinema 
complexes). 

Key Personnel 

The promoters of the company are: 

1. Mr. K. P. Singh 

2. Mr. Rajiv Singh 

3. Sidhant Housing and Development Company 

4. Panchsheel Investment Company 

K. P. Singh is the Chairman of DLF Limited. He is a 
graduate in science from Meerut College and has 
attended the Indian Military Academy at Dehradun. 
Mr. Singh has over 43 years of experience in the 
real estate industry and has held several important 
industrial, financial and diplomatic positions 
including membership of the International Advisory 
Board of Directors of General Electric. He is a 
Director of the Central Board of Reserve Bank of 
India; Member-Executive Committee, Federation of 
Indian Chambers of Commerce and Industry. He 
was also the President of ASSOCHAM in 1999.  

Rajiv Singh is the Vice Chairman of the company. 
He is a graduate of Massachusetts Institute of 
Technology (MIT), US and holds a degree in 
mechanical engineering. He has over 25 years of 
professional experience. He directs the strategy and 
oversees the operations of the company’s 
residential, commercial, retail, infrastructure, hotels 
and SEZ business lines.  

T. C. Goyal is the Managing Director of the 
company and is the Chairman of DLF Retail 
Developers Limited, DLF Estate Developers Limited 
and DLF Home Developers Limited. He has a 
degree in commerce from Shri Ram College of 
Commerce, Delhi University. He is a fellow member 
of the Institute of Chartered Accountants of India. He 
has over 37 years of experience in finance and 
project counseling. Having worked for Birlas, he 
joined DLF in 1981. He has been a member of the 
Managing Committee of PHD Chamber of 
Commerce and Industry continuously for the last 10 
years. 

Industry Prospects 

Historically, the real estate sector in India was 
unorganised and characterised by various factors 
that impeded organised dealing, such as the 
absence of a centralised title registry providing title 
guarantee, lack of uniformity in local laws and their 
application, non-availability of bank financing, high 
interest rates and transfer taxes, and the lack of 
transparency in transaction values. In recent years, 
however, the real estate sector in India has exhibited 
a trend towards greater organisation and 
transparency, accompanied by various regulatory 
reforms. These reforms include:  

• Government of India support for the repeal of 
the Urban Land Ceiling Act, with nine state 
governments having already repealed the Act;  

• Modifications in the Rent Control Act to provide 
greater protection to homeowners wishing to 
rent out their properties;  

• Rationalisation of property taxes in a number of 
states; and  

• The proposed computerisation of land records.  

The trend towards greater organisation and 
transparency has contributed to the development of 
reliable indicators of value and the organised 
investment in the real estate sector by domestic and 
international financial institutions, and has also 
resulted in the greater availability of financing for 
real estate developers. Regulatory changes 
permitting foreign investment are expected to further 
increase investment in the Indian real estate sector. 
The nature of demand is also changing, with 
heightened consumer expectations that are 
influenced by higher disposable incomes, increased 
globalisation and the introduction of new real estate 
products and services.  

These trends have benefited from robust growth of 
the Indian economy, favourable demographics and a 
liberalised FDI regime, which has stimulated 
demand for land and developed real estate across 
our business lines. Demand for residential, 
commercial and retail real estate is rising throughout 
India, accompanied by increased demand for hotel 
accommodation and improved infrastructure. 
Additionally, the tax and other benefits applicable to 
special economic zones (SEZs) are expected to 
result in a new source of real estate demand going 
forward.  
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Real estate is also a major employment driver, being 
the second largest employer in the country, next 
only to agriculture. This is because of the chain of 
backward and forward linkages that the sector has 
with other sectors of the economy. About 250 
ancillary industries such as cement, steel, brick, 
timber and building material are dependent on the 
real estate industry. A unit increase in expenditure in 
this sector has a multiplier effect and the capacity to 
generate income as high as five times. Contribution 
of housing and real estate to India’s GDP is only 1% 
against 3-6% in developing countries. 

Valuations and Recommendation 

We have arrived at a value of Rs 412 per share for 
DLF based on net present value (NPV) of the 
company’s future cash flows (Refer table below). We 
believe that, instead of price to earnings, the NPV 
method is the right metric for valuing real estate 
companies. Since earnings for real estate 
companies tend to be lumpy or volatile (as these 

depend upon the phase of development the projects 
are currently in to), price to earnings (P/E) valuations 
may distort the true picture. Moreover, with 
companies having different business-mix i.e., 
residential, commercial, retail and SEZs, arriving at 
an appropriate P/E multiple would not be 
meaningful. On the other hand, asset based 
valuations provide a better sense of a real estate 
company’s value and makes relative comparison 
possible. 

 

The fair value of Rs 412 per share for DLF is at a 
17% discount to the lower end of the price band of 
Rs 500. The property prices we have assumed for 
calculation of this NPV are lower than the prevailing 
market rates as we expect these to soften in the 
near future. Overall, we are of the view that the 
issue has been aggressively priced and investors 
would do well to ‘AVOID’ the same. 

 

 
NPV calculation for DLF 

Particulars Rs m Comments 

Net Present Value 671,285 Post-tax cash flows discounted at 14%. 

Less: Net Debt -95,173 Pre-issue debt net of cash. 

Less: Present value of Land  
acquisition cost 

-34,017 
Amount due is Rs 44 bn. Assumed to be payable over the 
next three years. Hence the present value stands reduced.  

Less: Customer advances -24,039 
Customer advance is a liability and hence been deducted 
from the NPV. 

Add: Tax shield on land acquisition 11,566 
Cost incurred in respect of land acquisition is likely to result 
in tax savings. 

Add: Value of lease properties 4,600 
The company has leased 4.6 msqft of commercial area. 
Assuming lease rent of Rs 100/sqft the lease rent have been 
capitalised at 10%.  

Add: Value of unsold properties  
not included in land bank 

71,200 
The company has 7.2 msqft of unsold plot and 3.5 sqft of 
building space that has not been included in land bank 

Add: IPO proceeds 96,250 Proceeds at the higher end of the price band of Rs 550 

Market value 701,672  

Number of shares  1,704.80 Post issue number of shares 

Market value/share 412  
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How have we arrived at DLF’s NPV? 

The NPV methodology involves three key 
assumptions – realisation per sqft for properties 
developed, operating cost (which includes 
construction cost per sqft, overheads and 
contingencies) and development schedule i.e., by 
what time these properties will be completed. 

 

We have arrived at DLF’s NPV by first calculating 
the value of properties that will be sold in each year 
(depending upon the realistion per sqft). From the 
sales figures, we have deducted the operating costs 
incurred in developing those properties. Since 
construction cost remains more or less the same 
irrespective of the location, we have assumed a 
constant construction cost for all the locations. We 
have then deducted tax expense from this operating 
profit (tax is assumed at a rate of 34%). Finally, we 
have discounted this post-tax cashflow at a rate of 
14% to arrive at the net present value of Rs 671 bn. 
To this, we have made the necessary adjustments 
(as shown in the “NPV calculation for DLF” table 
above) to arrive at our estimated value for DLF (Rs 
412 per share). 

 
Assumed Construction Cost 

Property type Rs/sqft

Commercial 1,500

Residential 1,500

Retail 2,100

Assumption on Property Prices - Rs/sqft 

Location Commercial Residential Retail

Bangalore 4,000 2,500 4,500

Chandigarh 5,000 3,500 5,500

Chennai 4,000 3,000 4,500

Goa 2,500 2,000 2,700

Indore 2,500 2,000 2,700

Kolkata 2,700 2,000 3,200

Mumbai 15,000 8,000 20,000

Nagpur 2,200 2,000 2,500

Gurgaon 7,000 5,500 8,000

Delhi 12,000 8,000 14,000

Noida 4,000 3,000 4,500

Faridabad - - 3,500

Pune 2,500 2,000 2,700

Others 2,200 2,000 2,500

 
Other Information 

Of the total size of 175 m equity shares that are 
offered for subscription, 1 m equity shares are 
reserved for employees. These 1 m equity shares 
will be reduced from the maximum allocable shares 
of QIB’s, non-institutional investors and retail 
investors in the ratio of 6:1:3. 

 
 
 

 
Issue Details 

 
Qualified Institutional 

Buyers (QIB’s) 
Non-Institutional 

Investors 
Retail 

Investors 

No. of shares 104,400,000 17,400,000 53,200,000 

% of Total Size 60% 10% 30% 

Minimum Bid/Application size 
Rs 100,000 and in multiples 

of 10 shares 
Rs 100,000 and in multiples 

of 10 shares 
10 shares and in multiples 

of 10 shares 

Maximum Bid/Application size Not exceeding the issue size Not exceeding the issue size Rs 100,000 

 
Table 2: Land Bank Details 

Land Reserves Acreage
% of total 

acreage 
Est Developable 

Area(m sft)
% of developable 

area

Owned by DLF and its subsidiaries  1,160 11.3%  116 20.2%

Land with sole development rights  4,575 44.6%  217 37.8%

Agreements to purchase land at later dates  3,685 35.9%  201 35.0%

Joint dev agreements with partners  248 2.4%  13 2.3%

Proportionate interest owned indirectly   587 5.7%  27 4.7%

Total  10,255 100.0%  574 100.0%
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Financials at a Glance 

(Rs m) FY02 FY03 FY04 FY05 FY06 FY07

Total sales *  4,635  5,528  5,058  6,081  11,536  26,152 

% growth 19.3% -8.5% 20.2% 89.7% 126.7%

Total expenditure  3,111  3,460  3,846  4,399  6,779  11,199 

EBIDTA  1,524  2,068  1,212  1,682  4,757  14,953 

EBIDTA margin 32.9% 37.4% 24.0% 27.7% 41.2% 57.2%

Other income *  342  182  208  179  884  14,189 

Depreciation  273  236  288  333  361  571 

Financial expenses  689  535  330  390  1,685  3,076 

Profit before tax  904  1,479  802  1,138  3,595  25,495 

Tax  240  463  250  259  1,668  6,058 

Minority interest  50  5  14  14  10  24

Effective tax rate 26.5% 31.3% 31.2% 22.8% 46.4% 23.8%

Profit after tax  614  1,011  538  865  1,917  19,413 

% growth 264.7% 153.2% 60.8% 121.6% 912.7%

Net profit margins 13.2% 18.3% 10.6% 14.2% 16.6% 74.2%

Number of equity shares (m) 140.3 140.3 140.3 140.3 155.3 1704.8

EPS (Rs)#  4.4  7.2  3.8  6.2  12.3 11.4

 

Balance Sheet 

Equity / Net worth  4,833  5,910  6,610  7,471  9,501  39,672 

Debt  5,307  3,737  7,109  9,676  41,320  99,328 

Capital Employed  10,140  9,647  13,719  17,147  50,821  139,000 

Debt to equity  1.1  0.6  1.1  1.3  4.3  2.5 

Return on equity 12.7% 17.1% 8.1% 11.6% 20.2% 65.2%

Return on capital employed 15.7% 20.9% 8.3% 8.9% 10.4% 20.6%

Debtor days  146  176  650  171  208  212 

Current ratio  3.0  2.4  1.8  1.8  1.9  3.0 

Sales/GFA  1.3  1.3  1.0  0.7  0.9  1.5 

* Sales and other income for FY07 includes Rs 8.8 bn and Rs 10.6 bn respectively on account of sales of certain assets to DLF Assets Ltd. 
These are one time income and are not expected to recur in the future 

# Calculated on post-issue number of shares for FY07 
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