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Unlimited floor space index resulted in supply overhang; occupancies at multi-
year low for Hyderabad office market: ICRA

e Vacancy levels for Hyderabad office market to increase significantly by ~1000 bps to 24-24.5% by March 2026 from
14.1% as of March 2023
e  Hyderabad office market staring at lowest occupancies among top 6 cities in India by Mar-2026

ICRA estimates the occupancy in the Hyderabad market to compress to around 75.5-76.0% for Grade A office space by
March 2026 from ~86.0% as of March 2023 as supply is expected to significantly outpace net absorption. Office supply
grew at a higher CAGR of ~14% during FY2017 — FY2024 for the Hyderabad market, compared to a CAGR of ~7% for the
top six office markets! in India. Hyderabad accounts for around 15% of total available office supply from the top six
markets as on March 31, 2024, which ICRA expects would rise to 17% by March 2026.

Giving more insights, Anupama Reddy, Vice President and Co-Group Head, Corporate Ratings, ICRA, said: “Hyderabad
is the only prominent major Indian city that has an unlimited FSP rule. Taking advantage of such norms, some developers
are undertaking large speculative construction (without near-term visibility on tenant leasing), resulting in a huge
demand-supply mismatch. Hyderabad witnessed an all-time high supply of ~19 msf in FY2024, the highest in its history
and the largest yearly addition in India across locations. This high supply trend is expected to continue through FY2025
and FY2026 with estimated new supply of 17-20 msf each year. However, net absorption is expected remain in the range
of 9-12 msf each year, resulting in a steep increase in vacancy levels to 24-24.5% by March 2026 from 14.1% as of March
2023 (19.3% as of September 2024). ICRA estimates the city to have the highest vacancy levels by March 2026 among
India’s top six cities, surpassing Delhi NCR.”

EXHIBIT 1: TRENDS IN SUPPLY, ABSORPTION AND VACANCY FOR HYDERABAD OFFICE MARKET
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Source: Propequity, ICRA Research

1 Top six office markets include Delhi NCR, MMR, Bangalore, Hyderabad, Pune and Chennai

2 FSI (Floor Space Index - FSI), also known as Floor Area Ratio (FAR), is used to measure the total built-up area of a building against the size of the plot it
occupies.
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The North-west Region in Hyderabad accounts for 88-89% of total grade-A office space as on September 30, 2024. Hitech
City, Gachibowli and Financial District are the top three micro-markets, which account for 70% of the total office supply.
The vacancy levels are expected to remain Stable in Hitech City (9.5-10.0%) as it remains the preferred office location
for tenants due to good transport connectivity. However, vacancy levels are expected to shoot up significantly to 25-
30% for Gachibowli and Financial District by March 2026 as 60% of the upcoming supply in FY2026 is getting added in
these two micro markets, resulting in supply outpacing net absorption. The top three segments, which continue to drive
demand in Hyderabad, are IT — Business Process Management (BPM), Banking, Financial Services and Insurance (BFSI)
and flexible workspaces.

“The current over-supply market conditions could turn out to be favourable for the new tenants. For the existing leased
spaces, the rentals are expected to rise steadily due to contracted rental escalations. However, for new leasing, the
landlords are expected to remain flexible by offering extended rent-free period and consequently, the effective rent rate
would be at a discount to the prevailing market rates or new deals may happen at lower rates compared to current
average rentals in these micro markets. For some of the developers, this will have a bearing on the return metrics and
debt-raising potential for the upcoming projects, where occupancy is expected to be low,” Reddy added.

Click here to access our previous press releases on the sector.
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Allinformation contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable. Although
reasonable care has been taken to ensure that the information herein is true, such information is provided 'as is' without
any warranty of any kind, and ICRA in particular, makes no representation or warranty, express or implied, as to the
accuracy, timeliness or completeness of any such information. Also, ICRA or any of its group companies, while publishing or
otherwise disseminating other reports may have presented data, analyses and/or opinions that may be inconsistent with
the data, analyses and/or opinions presented in this publication. All information contained herein must be construed solely
as statements of opinion, and ICRA shall not be liable for any losses incurred by users from any use of this publication or its
contents.

Disclaimer:

This Press Release is being transmitted to you for the sole purpose of dissemination through your newspaper / magazine /
agency. The Press Release may be used by you in full or in part without changing the meaning or context thereof, but with
due credit to ICRA Limited. However, ICRA Limited alone has the sole right of distribution of its Press Releases for
consideration or otherwise through any media including, but not limited to, websites and portals.
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ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services
companies as an independent and professional investment Information and Credit Rating Agency. Today, ICRA and its
subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited Company, with its shares listed
on the Bombay Stock Exchange and the National Stock Exchange. The international Credit Rating Agency Moody’s Investors
Service is ICRA’s largest shareholder.
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