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Assessing the impact of budget proposal for real estate

The government has rationalized the long-term capital gains tax on real
estate by removing the indexation benefit while simultaneously reducing the
applicable rate to 12.5% from 20% earlier. We highlight that the impact of the
change is case-specific: a seller would now have a lower tax implication in
the case of higher price appreciation (>10% average). We view the change as
having negligible impact on end-users (75-80% of demand), with some
impact on investor returns, although the impact on overall housing demand
should be limited.

Long-term capital gains: indexation removed; rate lowered to 12.5% from 20%

In a bid to simplify the tax structure, the government has (1) removed the
indexation benefit for the computation of long-term capital gains on the sales
of residential property; and (2) reduced the long-term capital gains tax rate on
such sale to 12.5% from 20% earlier. The tenure for the computation of long-
term capital gains has remained unchanged at 24 months for real estate. We
highlight that the bulk of the new residential purchases are for end-use (75-
80%), with the balance (20-25%) for investment purposes, although the same
can vary by geography—cities that have seen a higher price appreciation in the
recent past (Gurgaon, Bangalore) would have a higher share of investor
demand.

We highlight that the index used for computation of the benefit has historically
compounded at 5-6% CAGR, so price increases beyond ~10% in a similar
scenario would be better off under the new tax regime, and vice versa. We note
that there is grandfathering of capital gains for assets indexed up to 2001.

Tax liability can be offset through reinvestment of gains

There has been no change to the short-term capital gains tax on the sale of real
estate assets: such sale would continue to be taxed at the marginal tax rate for
the seller. In addition, capital gains from real estate asset sales were tax
exempt under Section 54 if the gains were reinvested in a residential property—
there is no change to this provision. Alternately, asset owners also have the
option to reinvest the gains in specified securities for reducing their tax liability.

Demand would not be impacted by change in taxation laws

In our view, the impact on end-user decision making to buy new homes would
be negligible since the home is purchased for personal consumption. For
investors, the impact of the tax change would be case-specific and dependent
on (1) the price appreciation of the underlying property relative to the index and
(2) the holding period. Assets that would have seen a higher price appreciation
(relative to the appreciation of the index used for such indexation benefit
calculation historically) would be better off under the new regime, while assets
that would have seen a lower/no price appreciation would be worse off under
the new regime.
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Other announcements include: (1) government to encourage states to lower the stamp duty, while also
considering lower duties for women buyers, (2) higher Rs 302 bn allocation for Pradhan Mantri Awas
Yojana Urban in FY2025, in comparison to Rs221 bn revised estimate in FY2024, and (3) income from
letting out of a house should be classified under the head ‘income from house property’ only. We also
highlight that the holding period for REITs for the purpose of LTCG has been reduced to 12 months, from

36 months previously.

Indexation benefit removed for the computation of long-term capital gains tax; rate reduced to 12.5%

I Exhibit 1: Changes to tax for real estate asset sales

Old regime

Holding period for long-term

) ) ) 24 months
capital gains computation

Short-term capital gains tax Marginal tax rate
Long-term capital gains tax 20% with indexation benefit

Source: Company, Kotak Institutional Equities

New regime

24 months

Marginal tax rate

12.5% without indexation
benefit

~9.5% price appreciation (CAGR) would make the old and new regime similar for a 24-year holding period

l Exhibit 2: Tax computation under the old and new regime, March fiscal year-ends, 2002-25 (%)

Cost Inflation Gain on Tax under old regime
Financial Year Index (CIl) Cll increase Property  property price when sold in the Tax as % of sales
(% yoy) price (Rs) (% yoy) respective year (Rs) i i resp

2001-02 (Base year) 100 100

2002-03 105 5.0% 109 9.5

2003-04 109 3.8% 120 9.5 22 1.8
2004-05 113 3.7% 131 9.5 3.6 2.8
2005-06 117 3.5% 144 9.5 53 37
2006-07 122 4.3% 157 9.5 7.0 4.5
2007-08 129 5.7% 172 9.5 8.6 50
2008-09 137 6.2% 188 9.5 10.3 55
2009-10 148 8.0% 206 9.5 11.6 5.6
2010-11 167 12.8% 226 9.5 11.8 52
2011-12 184 10.2% 247 9.5 12.6 5.1
2012-13 200 8.7% 271 9.5 14.1 52
2013-14 220 10.0% 296 9.5 152 51
2014-15 240 9.1% 324 9.5 16.8 52
2015-16 254 5.8% 355 9.5 20.2 57
2016-17 264 3.9% 389 9.5 249 6.4
2017-18 272 3.0% 425 9.5 30.7 7.2
201819 280 2.9% 466 9.5 37.1 80
2019-20 289 3.2% 510 9.5 441 8.7
2020-21 301 4.2% 558 9.5 51.4 9.2
2021-22 317 53% 611 9.5 58.8 9.6
2022-23 331 4.4% 669 9.5 67.5 10.1
2023-24 348 5.1% 732 9.5 76.8 10.5
2024-25 363 4.3% 801 9.5 87.7 10.9

Source: Company, Kotak Institutional Equities
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At 12% price appreciation (CAGR) over a 24-year holding period, the new tax regime is more favorable

l Exhibit 3; Tax computation under the old and new regime, March fiscal year-ends, 2002-25 (%)

. . Cost Inflation Gain on Tax under old regime Tax under new regime
Financial Year Index (Cll) Cll increase Property property price when sold in the Tax as % of sales when sold in the Tax as % of sales Incremental tax under
(%) price (Rs) (%) respective year (Rs) iderati pective year (Rs) consideration new regime (Rs)
2001-02 (Base year) 100 100
2002-03 105 5.0% 112 12
2003-04 109 3.8% 125 12 33 26 32 25 (0.1)
2004-05 113 3.7% 140 12 5.5 39 5.1 36 (0.4)
2005-06 117 3.5% 157 12 8.1 5.1 7.2 4.6 (0.9)
2006-07 122 4.3% 176 12 10.8 6.2 9.5 54 (1.3)
2007-08 129 5.7% 197 12 137 6.9 122 6.2 (1.5
2008-09 137 6.2% 221 12 16.8 7.6 16.1 6.8 1.7)
2009-10 148 8.0% 248 12 19.9 80 18.4 7.5 (1.5)
2010-11 167 12.8% 277 12 221 80 222 8.0 0.1
2011-12 184 10.2% 311 12 253 82 26.3 85 1.0
201213 200 8.7% 348 12 29.6 8.5 31.0 89 1.4
2013-14 220 10.0% 390 12 339 87 36.2 9.3 2.3
2014-15 240 9.1% 436 12 39.3 9.0 42.0 9.6 28
2015-16 254 5.8% 489 12 46.9 9.6 48.6 9.9 1.6
2016-17 264 3.9% 547 12 56.7 104 559 10.2 (0.8)
2017-18 272 3.0% 613 12 68.2 11.1 64.1 10.5 (4.1)
2018-19 280 2.9% 687 12 81.3 11.8 733 10.7 (8.0)
2019-20 289 3.2% 769 12 96.0 12.5 83.6 10.9 (12.4)
2020-21 301 4.2% 861 12 1121 13.0 95.2 11.0 (16.9)
2021-22 317 5.3% 965 12 129.5 13.4 108.1 11.2 (21.4)
2022-23 331 4.4% 1,080 12 149.9 139 122.5 11.3 (27.3)
2023-24 348 5.1% 1,210 12 172.4 14.2 138.8 11.5 (33.7)
2024-25 363 4.3% 1,355 12 198.4 14.6 156.9 11.6 (41.5)
Source: Company, Kotak Institutional Equities
Gurgaon, Noida and Bengaluru have seen higher price appreciation in recent past
l Exhibit 4: Residential real estate price appreciation by city, March fiscal year-ends, 2009-24 (%)
Real estate price appreciation (% yoy)
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Delhi NCR 2) (1) (6) 26 18 1 2 0 (1) 5 2 12 9 16 26 26
Gurugram (13) 3 18 17 29 15 10 3 (1) (6) (1) 3 3 12 25 16
Noida (4) (37) 14 23 19 13 (2) (3) 3 (1) 3 6 6 11 23 42
Greater Noida (3) (29) (14) 19 17 4 1 (1) 0 6 2 3 3 20 16 21
New Delhi 37 0 17 8 4 2) 18 (4) (11) 3 11 10 7 (4) 25 2
MMR 3 (1) 4 5 12 7 9 5 (1) 6 1 2) 5 4 6 6
Mumbai 8 13 12 8 16 5 2 1 5 1 2 (1) (2) 2 5 6
Navi Mumbai (@) 2 5 2 7 4 1 4 1 4 5 9 (2) 3 10 9
Thane 10 (10) 15 10 8 7 8 1 7 5 4 5 0 (2) 5 5
Pune 1) 2) 9 14 9 7 4 0 0 1 1 1 1 1 6 10
Bengaluru 1) (6) 5 7 16 6 6 3 4 2 1 5 6 5 8 21
Chennai 7) (5) 16 7 12 2 5 8 8 (7) 3 6 1 7 10 10
Hyderabad (5) (15) 13 3 5 7 9 9 5 1 13 14 1 10 11 8
Kolkata 4 2 18 14 11 1 5 0 5 2) 3 2 4 7 18 (0)
Tier 2 cities 0 (0) 11 7 5 5 6 3 4 0 3 0 2 6 10 12
All-India (0) (0) 4 7 11 3 6 4 3 2 3 3 5 5 11 11

Source: Company, Kotak Institutional Equities
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Real estate realizations have seen stronger increases in the past few years

I Exhibit 5: CAGR in real estate realization across cities and India over multiple periods (%)

Price CAGR by city (%)
Gurugram Noida mNew Delhi  mMumbai ® Navi Mumbai
Thane Pune mBengaluru  mHyderabad All-India
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Murtuza Arsiwalla, Abhishek Khanna."
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Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

I:l Percentage of companies covered by Kotak Institutional

70% - - o o
Equities, within the specified category.
60% -
|:| Percentage of companies within each category for which
50% Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
0, -
0% 34.9% * The above categories are defined as follows: Buy = We
31.6% expect this stock to deliver more than 15% returns over
30% the next 12 months; Add = We expect this stock to deliver
5-15% returns over the next 12 months; Reduce = We
20% 4 18.8% expect this stock to deliver -5-+5% returns over the next
14.7% 12 months; Sell = We expect this stock to deliver less than
85% -5% returns over the next 12 months. Our target prices
10% A are also on a 12-month horizon basis. These ratings are
2.9% 1.8% 1.1% used illustratively to comply with applicable regulations. As
0% of 31/03/2024 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 272 equity securities.

Source: Kotak Institutional Equities

As of June 30, 2024

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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Copyright 2024 Kotak Institutional Equities (Kotak Securities Limited). Al rights reserved.
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States and, therefore, is not subject to US rules regarding the preparation of research reports and/or the independence of research analysts.
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complaint at SEBI SCORES/Exchange portal at https://scores.sebi.gov.in. Kindly refer https://www.kotaksecurities.com/contact-us/ and for online dispute Resolution platform - Smart ODR
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