
 
 
 
ICRA Rating Methodology:  Real Estate Entities 
 
This rating methodology explains ICRA’s approach to analyze credit risk profile of real estate 
entities (REEs). The objective of the rating methodology is to provide a reference tool that 
can be used to evaluate the credit profiles of companies engaged in real estate 
development. It aims to help issuers, investors and other interested market participants 
understand ICRA’s approach in analyzing quantitative and qualitative risk characteristics that 
are likely to affect rating outcomes. This methodology does not include an exhaustive 
treatment of all factors that are reflected in ratings but enables the reader to understand 
the rating considerations that are most important. For analytical convenience, the key 
factors are grouped under three broad heads – Business Risk, Financial Position and 
Management Quality & Corporate Governance 
 
ICRA’s Risk Analysis Framework for Real Estate Entities 

 Business Background and Competitive Position 
 Execution Track Record  
 Project Execution & Management Capability 
 Market Position 
 Legal & Regulatory Exposure  
 Level of Diversification 
 Adequacy of Land Bank & Future Expansion Plans 
 Market Risk and Project Portfolio Assessment 

 

 Management Quality and Corporate Governance 
 

 Financial Position 
 Profitability and Sustainability of Cash Flows 
 Capital Structure and Debt Coverage 
 Liquidity and Financial Flexibility 
 Project Cash Flows & Adequacy of future cash flows 
 Tenure Mismatches, and Risks Relating to Interest Rates and Refinancing 
 Debt Servicing Track Record  
 Contingent Liabilities and Off-balance Sheet Liabilities 
 Consolidated Financial Analysis 
 Accounting Quality and Adjustments 
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Business Background and Competitive Position 
 

Execution Track Record 
While evaluating a REE, ICRA lays emphasis on the developer’s execution track record in 
terms of years of presence in the real estate sector, types of projects developed, diversity of 
geographical presence, number and area of projects delivered and quality and timeliness 
maintained in past projects. A developer’s long presence in real estate sector is looked in 
conjunction with scale and type of development over the years. During the rating exercise, 
ICRA analysts also selectively visit some of the completed and on-going projects and collect 
feedback from the customers/investors and the end-users of the projects to develop 
qualitative judgement about the developers’ execution track record and reputation. Further, 
the entity’s development model (JDA/landbanking), engagement with key execution 
agencies and strength of internal project management system is evaluated. A company with 
a successful track record of developing large size projects with required quality in adequate 
timelines is looked at positively as such a track record enhances market position as well as 
brand equity, lowers competitive pressures and increases the pricing power of the 
developer.  
 
Project Execution & Management Capability 
In ICRA’s experience, the development plans of most real estate players are usually 
aggressive compared with the area developed in the past thus necessitating significant 
scaling up of their execution capabilities. Moreover, many real estate players tend to 
diversify into new geographies and segments; for instance, from residential space to 
commercial space and vice versa; from low-rise to high-rise buildings and from apartment 
project to mixed-use integrated townships. While analysis of the track record of an REE 
provides some insights into its historical project management capabilities, rapid scaling up 
of activities usually brings in higher project implementation risks. While assessing the 
project management capability of an REE, ICRA analyses the sufficiency of manpower and 
machinery deployed by the developer, its relationships with labour contractors, and its 
contractual agreements with key external agencies employed by them. An assessment is 
also made of the external agencies—architects, structural engineers, civil contractors, and 
project management consultants, among others—engaged by the developer. Further, the 
internal planning and project management & monitoring systems as well as the construction 
techniques adopted are assessed as these can significantly affect progress at the worksite. 
The management information system deployed at site, project monitoring at regular 
intervals and engagement of project management consultant are critical for adherence to 
time schedule and cost estimate in case of large size projects.  
 
Market Position 
ICRA believes there is a positive correlation between the market position of a real estate 
player and its ability to attract customers/brokers, engage with key lenders/investors, and 
get projects approved for home loans from banks/housing finance companies. Therefore, 
while assessing the fundamental strength of an REE, ICRA evaluates the market position of 
the entity on the basis of qualitative and quantitative determinants of relative market 
strength, such as market share, brand equity, track record of sales/bookings, and velocity of 
sales. Brand equity enjoyed by the company is reflected by the premium earned over the 
market rate and customer preference for the company’s projects over similar competing 
projects. REE’s market position is also assessed through the clientele serviced, execution 



 

track record (as discussed earlier), bookings/occupancy in developed projects, after sales 
service and customer satisfaction level. In case of commercial projects, the presence of large 
corporate entities and multi-national companies are reflective of a strong and diversified 
client profile and viewed favourably by ICRA. REE’s ability to maintain strong working 
relationships with large and reputed clients can also be gauged from the extent of repeat 
business, lack of disputes and analysts’ interaction with company’s major clients. 
 
Legal & Regulatory Exposure 
Adherence to the legal and regulatory compliance is assessed by ICRA to understand any 
deviation, which could have a bearing on REE’s project execution capability in a timely 
manner. Key areas of project assessment include REE’s clear title over the property, transfer 
of clear title to customer/investor, receipt of regulatory approvals (such as building plan 
sanction, commencement certificate, occupancy certificate, environmental clearance, 
airport authority approval, fire authority approval etc.) and compliance with development 
rules [such as Floor Area Ratio (FAR)]. High importance is given to the status of regulatory 
approvals for the on-going projects as often delays in obtaining the requisite 
approvals/sanctions results in project execution delay. Further, sample sale agreement 
between the developer and the buyer is also examined, especially the clauses relating to 
commitment on timely delivery, penalty in case of delay, transfer of clear title, schedule of 
payment, and management of property. Any litigation and arbitration outstanding against 
the company or its project is assessed to understand the extent of liability, which is 
contingent on the company.  
 
Market Risk & Project Portfolio Assessment 
The real estate industry is characterised by volatility and cyclicality, with  positive 
correlation with the macro-economic environment. Some of the key drivers of the industry 
are the state of the economy, growth in manufacturing and services sectors, employment 
growth, extent of rise in disposable incomes, and increase in the proportion of gainfully 
employed workers in the total population.  
 
In evaluating the market risks that a real estate company faces, ICRA assesses the saleability 
of its projects and its market strength. The company’s market share, brand value and 
bookings in past as well as in ongoing projects reflect its market strength. The saleability of 
the company’s ongoing and upcoming project is assessed by the project’s type, location, 
price, amenities on offer and target customers. Market risk associated with each project is 
also assessed in relation to its present stage of development/construction, level of bookings, 
velocity of sales over the project tenure and advances collected from customers. Besides, 
marketing strategy adopted by the company has a direct bearing on the saleability and the 
brand of the company. Factors that mitigate market risks for a real estate company include 
diversity of project portfolio in terms of geography, product, price points and clientele, and 
presence of strong marketing channels.  
 
Residential: In the case of residential segment, the extent of market risk is evaluated in 
relation to the anticipated sale levels and sale rates. A widespread channel network (dealers 
and property agents) also aids in targeting a wider customer base and reduces the market 
risk to an extent. Moreover, for each of the launched projects, ICRA assesses the proportion 
of booked space to total area offered. A lower proportion of booked space increases the 
market risk for the project and can lead to a delay in project execution as residential 



 

projects are largely financed from customer advances. This apart, ICRA evaluates proportion 
of end users (backed by indicators such as bookings with bank borrowings and amount 
collected as a proportion of total sale value) to investors in a project as high percentage of 
end users lowers booking cancellation risk to an extent and ensures higher collection 
efficiency over the project execution period. Further, supply of similar units in the market 
and direct competition to REE’s project is evaluated.            
 
Commercial: In the case of commercial segment, the extent of market risk is evaluated in 
relation to the anticipated occupancy levels and lease rentals. High quality of 
construction/maintenance, adequate power back-up, energy saving initiatives and strong 
clientele are some of the features which improve the marketability of the project. 
Moreover, ICRA studies the lease agreements to assess the term of lease, lock-in period, 
renewal term, escalation clause and termination clauses. The quality of tenant profile is also 
assessed to estimate the likely collection risk over the period of lease agreement. A built-to-
suit development is considered positively as compared to speculative development of 
commercial space. 
 
Retail: The marketability of retail project besides the location of the project and quality of 
construction is determined by initiatives taken by the developer to enhance the customer 
footfall. Some of these initiative includes tying-up with reputed anchor tenants, ensuring 
good tenant-mix to attract wider customer base, provision of adequate parking facility, tie-
up with entertainment and food service providers and organizing promotional activities on a 
regular basis. Further as in case of commercial projects, ICRA studies the lease agreements 
to assess the term of lease, lock-in period, renewal term, escalation clause and termination 
clauses. 
 
Level of Diversification 
ICRA looks at the developer’s sectoral presence and consequent cash flow generating 
capacity. A diversified product mix, while allowing a developer address a wider customer 
market, also reduces its reliance on a single segment/project. ICRA, while making the 
assessment, also looks at the developer’s geographical presence as that helps it mitigate the 
risks to its portfolio from exposure to a single region, while also enabling it leverage on 
growth opportunities in other regions. Further, having a diversified client base reduces 
exposure to particular industry/profession and provides relatively stable occupancy and 
cash flows. The diversification reduces the company’s exposure to demand volatility and 
competition in any particular segment/location. However, such diversification is viewed in 
conjunction with the company’s execution capability, management bandwidth and 
feasibility for such diversification.  
 
Extent and Quality of Land Bank 
ICRA assesses the quality of the land bank that is available with the company for future 
development. The key parameters considered include the location of the land bank i.e. its 
proximity to the city centre, any other locational advantage, availability of the infrastructure 
in the surrounding area, zoning of the land bank (i.e. 
forest/agricultural/residential/commercial) and status of the approvals for development. 
Further, the assessment of land bank is done on the basis of its ownership:  

i) Land owned by the company by itself and through its subsidiaries 

ii) Land for which joint development agreement has been entered  



 

iii) Land which is partly paid and where the memorandum of understanding or 
agreement to sell has been made  

ICRA, thus, evaluates the land policy with regard to current and planned investment in land 
bank for future growth.  This also measures the development potential, financial flexibility 
as well as commitments emanating from the land bank. Other factors which carry 
importance while assessing the land bank is its cost as the developers who would have 
acquired land at relatively lower costs will have higher flexibility in pricing the final products. 
 

Management Quality and Corporate Governance 
 

In evaluating the management quality of REEs, ICRA takes into account the policy-
conservatism, risk appetite and growth strategies of the entity’s management. ICRA also 
factors in the length and depth of experience of the REE’s key management personnel in the 
real estate sector, its organisation structure, and its key decision-making processes for such 
activities as pricing, land acquisition1, determination of funding mix, and project execution. 
ICRA analyses the organisation structure of the company, focusing especially on 
management depth, delegation of responsibility, and accountability. The ability of the 
company’s management to employ and retain employees with technical expertise is looked 
upon favourably by ICRA. ICRA also evaluates the adequacy of the REE’s management 
information systems and level of transparency as reflected in its sale agreements, quality of 
accounts, accounting disclosures, and corporate governance practices. The discipline 
exhibited by the management to maintain project level cash flows without diversion and/or 
commingling of funds is also viewed favourably. Further, a company with strong corporate 
governance practices and good execution track record would find it easier to enter into Joint 
Development Agreement (JDA) with the landowners at favourable terms. 
 
ICRA also assesses the strengths/weaknesses arising from the issuer being a part of a 
“group”. Usually, a detailed discussion is held with the company’s management to 
understand its business objectives, plans and strategies, their risk appetite, dependence on 
debt funds, and its views on past performance, besides the industry outlook. The focus is 
particularly on the management’s strategy towards future developments plans, land 
acquisition and diversification. 
 
ICRA also takes into account the ownership pattern of the company being rated. Wide 
dispersal of non-promoter holding and presence of Independent Directors on the Board of 
the candidate company are viewed positively by ICRA as these factors are often a proxy for 
management quality and corporate governance. Among the other corporate-governance 
related areas focused on are related party transactions, and analysts’ interaction with 
external auditors. 
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 Covering decisions on land banking, joint development, and joint venture 



 

Financial Position 
 
Profitability and Sustainability of Cash Flows 
In assessing sustainability of cash flows and profitability of operations of a real estate 
company, ICRA looks at various aspects, including diversity of revenue streams, scope for 
revenue growth and operational efficiency. A company that has revenues coming in from 
diverse projects in terms of location, type and price points may be expected to have 
relatively sustainable and smoother cash flows. Stable revenue streams in the form of lease 
rentals and management income from commercial projects provides steady source of cash 
flows. As for revenue growth potential, the factors assessed include the number of ongoing 
and planned projects, the area already sold out, expected realisations and the expected 
appreciation in property prices along with the market risks involved. Profitability is assessed 
in the light of the real estate company’s cost of operations, land cost, brand equity, and the 
expected realisation. A company with higher profitability margins and returns on capital has 
a greater ability to generate internal accruals, attract external capital, and withstand 
business adversity. The trends in operating margin2 and return on capital employed3 
(relative to the company’s cost of capital) are also analysed to establish the stability of cash 
flow generation and the sufficiency of the same vis-à-vis the company’s future debt service 
obligations. 
 
Capital Structure and Debt Coverage 
An REE usually requires capital in large tranches both before and during project 

development. Usually, a mix of debt and equity largely meets this capital requirement. 

While evaluating an REE’s capital structure, ICRA assesses whether the entity’s debt-equity 

ratio is in line with the underlying business risks and with that of other companies of similar 

size and with similar project portfolios. The funding in the real estate sector also comes as 

private equity (PE), which may assume the form of debt or quasi debt so as to provide an 

exit to investors. The terms of PE investment are studied to evaluate the nature of 

repayment obligation, which may impend on the REE or its promoters resulting in 

refinancing risk. Generally, conservative leverage ratios are viewed favourably as the same 

reduce the committed outflows via interest and principal repayment. In assessing the 

funding risk, ICRA considers the extent to which the funding is already in place and the 

likelihood of the balance funding being available in time, so that the REE project’s progress 

is not delayed. This also assumes significance given that usually banks and institutions 

disburse monies in proportion to the equity brought in, and hence delays/inability in 

bringing in equity could severely affect the ability of the project to achieve financial closure. 

ICRA also analyses the adequacy of the debt coverage ratios and the matching of the REE’s 

future cash flows (under various sensitivity scenarios) with its debt servicing obligations.  

ICRA analyses the extent of debt obligation, which would be met through committed cash 

flows from projects, expected cash flows from new sales and the extent of dependency on 

refinancing. The availability of undrawn bank lines with the company provide some comfort. 

Typically, in the case of commercial project, the project debt has a moratorium period until 
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 Operating Profit before Depreciation, Interest and Tax/Operating Income 

3
 Profit before Interest & Tax/(Total Debt + Tangible Net Worth) 



 

project completion and then the debt has bullet repayment or to be converted in to Lease 

Rental Discounting (LRD) loan4. ICRA analyses the REE’s ability to repay the project debt or 

to convert the existing debt to LRD loan before the due date, which further depends on the 

leasing achieved by the REE. 

Liquidity and Financial Flexibility 
The issuer’s financial flexibility—as reflected by its unutilized bank / credit limits, liquid 

investments, and its relationship with banks, financial institutions and other 

intermediaries—is assessed. One of the most important criteria for assessing the credit 

quality of a real estate company is its liquidity position, given that its assets would consist 

mainly of land and property, both developed and under construction. In a scenario of 

buoyant market, the liquidity position of a real estate company tends to be good as the 

volume of transactions is higher; however in a subdued market, the reverse holds true. 

Though unencumbered land base also provides financial flexibility, based on ICRA’s 

experience, in adverse circumstances sale of land can be a difficult and a lengthy process. 

Besides, the committed land payments towards partly paid land could be a drag to liquidity. 

A real estate company usually collect upfront advances from the customers, which provide 

liquidity over short to medium term. ICRA evaluates the level of dependence on advances 

from customers and its management in an escrowed manner. In case of ongoing commercial 

projects, the extent to which debt and equity tie-up being in place vis-a-vis the total capital 

expenditure is determined. ICRA, in addition to all these factors, also considers the fund 

raising capability of the company being rated by assessing its access to the capital markets.  

Project Cash Flows & Adequacy of Future Cash Flows 
To evaluate the adequacy of an REE’s financial strength along with its debt servicing 

capability, ICRA draws up projections on the REE’s likely financial position under various 

scenarios. Since the prime objective of a rating exercise is to assess the issuer’s cash flow 

adequacy of its debt servicing obligations, a larger emphasis is laid on the detailed cash flow 

projections. Project-wise cash flow projections are drawn to assess relative 

dependence/significance of particular projects, and project-wise surplus/deficit. Also ratios 

such as adequacy of committed cashflows (ratio of Receivables from committed bookings to 

outflows including pending project costs and debt oligations) and breakeven sales level are 

evaluated. Cashflows are also adjusted for the units sold under various marketing schemes 

such as possession linked plans, subvention plans, etc where either the cash inflows will be 

back-ended or interest cost will have to be borne by the developer on behalf of the 

customer. Sensitivity tests are performed on certain key drivers and assumptions, such as 

selling prices/rentals, bookings/occupancy, construction schedule and sales velocity. These 

projections are based on the expected operating and financial performance of the issuer, 

ICRA’s outlook on the real estate industry, and the issuer’s medium/long-term development 

plans. Also of particular importance are the projected capital expenditure, land acquisition 

outlay, and investment in group companies over the projection time horizon.  
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Tenure mismatches, and risks relating to interest rates and refinancing 
Large dependence on short-term borrowings to fund-long term investments can expose a 
REE to significant refinancing risks, especially during periods of tight liquidity. The existence 
of adequate buffers of liquid assets/bank lines to meet short-term obligations is viewed 
positively. Similarly, the extent to which an issuer would be impacted by movements in 
interest rates is also evaluated. 
 
Debt servicing track record 
The debt servicing track record of a REE is an important input for a credit rating exercise. 
Any delays or defaults in the past in the repayment of principal and/or interest payments 
reduce the comfort level with respect to the developer’s future debt servicing capability and 
willingness. 
 
Contingent Liabilities/Off-balance sheet exposures 
Typically, a developer has to provide a bank guarantee to the Municipal authorities for its 
project developed under Special Purpose Vehicles (SPVs), which forms a part of the 
developer’s contingent liabilities. ICRA, in its analysis, determines the possibility of such 
guarantees being invoked and the pressure that the event would exert on the company’s 
cash flows. In case there are any other contingent liabilities like corporate guarantees and 
cases in disputes, the impact of the same on the developer’s credit profile is also assessed. 
 
Consolidated Financial Analysis 
In the case of groups consisting of companies with strong financial and operational linkages, 
various parameters such as capital structure, debt coverage indicators, and future funding 
requirements are also assessed at the consolidated/group level to evaluate the plausible 
impact (if any) on the entity being rated. 
 

Accounting Quality  
While assessing the developer’s accounting quality, the Accounting Policies, Notes to 
Accounts, and Auditor’s Comments are reviewed. Any deviation from the Generally 
Accepted Accounting Practices is noted and the financial statements of the issuer are 
adjusted to reflect the impact of such deviations. A real estate company which follows 
consistent, transparent and conservative policy on financial accounting is viewed more 
favourably. Accounting practices such as revenue recognition method (percentage of 
completion versus completed), valuation of inventory and construction work-in-progress, 
depreciation methods and asset lives, and treatment of contingent liabilities, are reviewed 
and compared with the industry practices. As the revenue recognition policies may vary 
across entities resulting in diverse financial statements, ICRA’s assessment is based more on 
the adjusted cashflows and related ratios. 
 

 



 

Summing up 
ICRA’s credit ratings are a symbolic representation of its opinion on the relative credit risk 
associated with the instrument being rated. This opinion is arrived at following a detailed 
evaluation of the issuer’s business and financial risks, its competitive strengths, its likely 
cash flows over the life of the instrument being rated, and the adequacy of such cash flows 
vis-à-vis its debt servicing obligations. As this note highlights, for real estate companies, the 
analytical emphasis also include factors like the company’s ability to execute projects, its 
market risk derived from operating environment and its market position, its cash flows 
position, its land aggregation policy, and its debt servicing obligation and financial flexibility. 
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