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The Embassy Office Parks REIT (Embassy REIT) delivered a resilient performance 
in FY21 in a Covid impacted year with a NOI growth of 12% and NDCF distribution 
of Rs21.5/unit. In spite of COVID-19 headwinds which led to FY21 occupancies 
declining by 300-500bps in key assets, the REIT achieved 99% collection efficiency 
in office rentals and achieved contracted rental increases of 13% on 8.4msf of area 
in FY21. Owing to the second Covid wave in India, the Embassy REIT manager 
expects muted leasing activity for another 2-3 quarters with a possible revival in 
H2FY22E, which is in line with our sector view. We believe that the REIT’s low 
leverage (net debt/TEV of 0.25x), marquee tenant profile and de-densification of 
offices will enable the REIT to deliver 18% NOI CAGR over FY21-24E. We retain our 
BUY rating with a revised target price of Rs415/unit (earlier Rs391) as we roll 
forward to Mar’22 NAV. At CMP of Rs357, the Embassy REIT offers an estimated 
distribution yield of 6.2% in FY22E, 6.9% in FY23E and 7.5% in FY24E. Key risks to 
our call are a slower recovery in office leasing and higher portfolio vacancy levels.  
 FY22E expiries a near-term concern, expect recovery from Q3FY22: The REIT 

has additional lease expiries of 1.9msf in FY22E of which 0.5msf is likely to be 
renewed with the balance 1.4msf at risk of remaining vacant until leasing activity 
recovers. While this may lead to a further dip of 200-300bps in portfolio occupancy in 
H1FY22, with increased pace of vaccinations and possible return to office by Sep’21 
for many occupiers, leasing activity may see an uptick from Q3FY22 with a strong 
recovery estimated in FY23E. The REIT has deliveries of just 1.1msf in FY22E, all of 
which is in the ETV, Bengaluru asset and is fully pre-leased to JP Morgan.  

 Embassy REIT portfolio cushions the COVID-19 impact: While incremental 
leasing is yet to pick up until international travel resumes and existing assets seeing 
tenant exits, the REIT’s current tenant portfolio which has ~43% of tenants in the 
technology domain with even smaller verticals such as financial services and 
research/consulting consisting of Global in-house captives is resilient to near-term 
weakness, in our view. Currently, the REIT’s top ten occupiers contribute ~39% of the 
gross overall rental income as of Mar’21.  

 Potentially higher tax-free share in distribution from FY22E: Of the Rs21.5/unit 
distribution for FY21, 14% was in the form of dividend, 52% in the form of amortization 
of SPV level debt and 34% in the form of interest. With the collapsing of Manyata 
shareholding structure to a 2-tier structure from Q1FY22 and injection of Embassy 
Tech Village asset at the end of Q3FY21, we expect the overall share of tax-free 
dividends plus SPV debt amortization to range between 70-75% from FY22E onwards 
similar to the 78% tax-free returns achieved in Q4FY21. We estimate distribution yield 
of 6.2% in FY22E, 6.9% in FY23E and 7.5% in FY24E at CMP of Rs357/unit. 
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Company Profile 
Embassy Office Parks is India’s first listed REIT that owns eight high quality office 
parks and four prime city centre office buildings with 32.3msf of completed leasable 
area and under construction and development pipeline of 10.1msf. In addition to the 
offices, the REIT also owns two operational hotels across 477 keys, an under-
construction hotel of 619 keys and a solar park with 100MW of output. It was listed on 
April 1, 2019.  

Embassy REIT is sponsored by Embassy Group (Embassy Property Developments 
Private Limited) and Blackstone Group. Blackstone Group is based out of US and has 
been actively investing in the Indian Real estate market since 2010. Blackstone holds 
37.7% of Embassy Office Parks as of March 2021. 

Chart 1: Embassy Office Parks REIT Company Structure as of March 2021 

Source: Company, I-sec research, 1) Does not reflect the restructuring pursuant to scheme of arrangement between VTPL and EOVPL, filed 
before NCLT in Feb’21. Upon the scheme becoming effective, EOVPL will merge into VTPL and the existing 60% investment in the share capital 
of VTPL held by EOVPL will stand cancelled and VTPL will become a 100% directly-held SPV of Embassy REIT; 2) Pursuant to a composite 
scheme of arrangement (the “Scheme”) involving MPPL, EOPPL and EPTPL which was approved by National Company Law Tribunal (NCLT), 
Mumbai bench via order dated 10 March 2021, MPPL has become a 100% Holdco of the Embassy Office Parks REIT, holding Embassy Manyata 
Business Park, 80% of the share capital of EEPL and 50% of the share capital of GLSP, while EPTPL has become a 100% directly-held SPV of 
Embassy Office Parks REIT, holding Embassy TechZone; 3) Balance 50% owned by JV partner; 4) The 100% owned entities are held jointly with 
nominee shareholders for the Embassy REIT 
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Overview of Assets 
Table 1: Embassy Office Parks REIT Asset Portfolio (as of March 2021) 

  Property    Leasable Area (msf)/Keys/MW  WALE* 

(yrs) 
Occupancy  

(%) 
Rent (₹  psf / mth)  

Completed Development Total In-place Market MTM (%) 
Embassy Manyata 11.8 3.1 14.8 6.9 93.5% 61 92 50% 
Embassy Tech Village 6.1 3.1 9.2 9.3 97.8% 70 92 31% 
Embassy Golflinks  2.7 - 2.7 8.0 97.2% 119 148 25% 
Embassy One 0.3 - 0.3 7.9 5.5% 159 147 (8%) 
Bengaluru Sub-total 20.9 6.1 27.0 7.9 94.2% 72 103 42% 
Express Towers 0.5 - 0.5 3.7 91.0% 262 270 3% 
Embassy 247 1.2 - 1.2 3.7 82.1% 102 110 7% 
FIFC 0.4 - 0.4 3.0 77.5% 297 270 (9%) 
Mumbai Sub-total 2.0 - 2.0 3.5 83.3% 176 177 1% 
Embassy Techzone 2.2 3.3 5.5 4.8 88.6% 49 48 (1%) 
Embassy Quadron 1.9 - 1.9 4.7 49.7% 47 48 2% 
Embassy Qubix 1.5 - 1.5 5.0 91.1% 40 48 19% 
Pune Sub-total 5.5 3.3 8.8 4.8 75.9% 46 48 5% 
Embassy Oxygen 2.5 0.7 3.2 10.9 73.3% 47 54 14% 
Embassy Galaxy 1.4 - 1.4 1.9 98.5% 35 45 28% 
Noida Sub-total 3.9 0.7 4.6 7.8 82.1% 42 50 19% 
Subtotal (Office) 32.3 10.1 42.4 7.0 88.9% 71 91 29% 
Four Seasons at Embassy 
One 230 Keys - 230 

Keys - NM - - - 

Hilton at Embassy Golflinks 247 Keys - 247 
Keys - NM - - - 

Hilton and Hilton Garden 
Inn at Embassy Manyata - 619 Keys 619 

Keys - - - - - 

Hilton and Hilton Garden 
Inn at Embassy 
TechVillage 

- 518 Keys 518 
Keys - -    

Embassy Energy 100MW - 100MW - - - - - 
Subtotal (Infrastructure 
Assets) 

477 Keys / 
100MW 1,137 Keys 1,614 Keys / 

100MW      

Total 32.3msf / 477 
Keys / 100MW 

10.1msf /1,137 
Keys 

42.4msf / 
1,614 Keys 

/ 100MW      

Source: Company, I-sec research, WALE = Weighted Average Lease Expiry 
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Key Excerpts from FY21 Annual Report 

Excerpts from the comments by Mr. Michael Holland, the Embassy REIT’s Chief 
Executive Officer (CEO) from the FY21 annual report: 

“While the humanitarian crisis of COVID-19 has horribly impacted on India’s economy, 
businesses and lives, the fundamentals of India as the world’s Digital Talent Nation 
continue to hold true. Despite the impact of the pandemic, I am pleased to report a 
strong fiscal year performance for FY2021, reporting a 12% growth in Net Operating 
Income and delivering on our guidance, despite the challenges of the year which were 
dominated from beginning to end at a global and national level by the COVID-19 
global pandemic.” 

“All our properties continued to be operational throughout the year, in line with 
the regulatory restrictions, and our teams have done an exceptional task of 
meeting business continuity requirements of our occupiers across our portfolio. 
During FY2021, we collected over 99% of our office rents, and signed new 
leases and renewals of 1.2mmsf with a re‑leasing and renewal spreads of 18% 
and 13%, respectively. Even in today’s challenging market, our year-end 
occupancy stands at a healthy 88.9%.” 

“We continued to be prudent in our capital management and maintained our strong 
balance sheet, and we remain well‑positioned to capitalise on attractive investment 
opportunities. These attributes, built over a number of years, have been an important 
defense against the unique challenges of this last pandemic year. The year saw the 
completion of the accretive acquisition of Embassy Tech Village for Rs98bn or USD1.3 
bn – a landmark deal and one of the country's biggest‑ever commercial real estate 
transactions. The acquisition of this 9.2 million square feet integrated office park 
cements Embassy REIT’s position as the largest office REIT in Asia by area. The 
acquisition of ETV assets was accretive to both our NOI and DPU, enhanced our 
commercial office portfolio scale by 28% to 42.4 msf and added another star asset to 
our existing office portfolio, growing our already strong cash flows.” 

“We have now enhanced the tax efficiency of our distributions through the 
successful restructure and simplification of the ownership of our key portfolio 
assets. Following regulatory approval, the scheme came into effect in March 
2021. The simplification of the holding structure enables us to enhance the 
dividend portion of our distributions, increasing the overall post-tax distribution 
yields to our Unitholders. The simplified holding structure of Embassy Manyata, 
Bengaluru, has resulted in increasing the tax-free component of distributions to 
78% for 4QFY2021.” 

Outlook going ahead – “We continue to be optimistic about the future of 
technology‑dependent and technology companies which form the basis of our 
customer base as they continue to grow their operations in India. According to a 
recent NASSCOM report, India will see continued growth in the GCC sector at a 
CAGR of 8% to USD42bn. forecast for FY2022. Increased offshoring by Global 
Captives will drive office demand in India, the Digital Talent Nation.” 
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”At the time of writing, we are encouraged by the continued downward trend in 
active COVID-19 cases and the progress on vaccine rollout. Embassy REIT was 
quick to respond and mobilise vaccination drives for frontline workers across 
our portfolio. We remain optimistic that the Indian office leasing demand will 
continue to increase as occupiers advance their return-to-work programme. The 
feedback from our occupiers about the future of their businesses in India and 
their rapid growth in hiring and business pipeline is very encouraging.” 

“We envisage that the preference for high-quality and safe Grade A office spaces as 
occupiers will accelerate – the shift from first‑generation buildings to Grade A office 
spaces and institutional landlords will continue. This trend augurs well for a portfolio 
such as Embassy REIT and our total business ecosystem product, with our high-
quality, large-scale integrated campus environments and the broad range of amenities 
for our occupiers and their staff. Offices will be the focal point of collaboration and 
culture as the younger workforce look to advance their career mobility, learning and 
networking opportunities.” 

Excerpts on ESG strategy of Embassy REIT 

“Our ESG strategy focuses on implementing sustainable interventions that contribute 
towards building a safer, healthier and greener environment for our staff, occupiers, 
vendors and the communities in which we operate, while delivering enhanced returns 
for our investors.” 

“In line with our sustainability efforts, we are focused on designing and operating 
buildings that are aligned with green building certification requirements such as LEED 
and IGBC. In 2020, Embassy Galaxy located in Noida was awarded the LEED 
Platinum certification. All our new buildings are Gold rated by LEED or IGBC.” 

Chart 2: Embassy REIT’s LEED and IGBC certifications across its parks  

 
Source: Company, I-Sec research 
 
Energy and emissions – “During FY2021, we witnessed a 38% decrease in total 
energy consumption, owing primarily to lower occupancy due to COVID-19 related 
restrictions. Our solar initiatives like the establishment of a solar park in Bellary, 
Karnataka and rooftop solar projects at our office parks are a testament to our 
commitment to enhancing the use of non-renewable sources of energy. Our 100 MW 
solar park in Bellary supplies clean energy to our business parks in Bengaluru. This 
plant has generated 190 million units (MU) in FY2021 and has helped offset 158,000 
tonnes of CO2. Our roof‑top solar plant installed at Embassy 247 covers an area of 
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4,000 square meters and has a capacity of 525 KW and generates 72,000 kilo-watt 
hours (kWH) of energy annually. Through the installation of this plant, we harness the 
potential of solar power in the region and reduce carbon (CO2) emissions by 16,275 
tonnes annually. Aligned with our pledge to save energy, we have begun replacing 
conventional lighting fixtures with LED lights across our campuses. During Phase 1 of 
the project, we installed 718 LED lights at Embassy Oxygen, Noida, to replace the 
current 810 lighting fixtures. As a result, we have been able to save an average of 
6,728 KWH/month.” 

“We are dedicated to minimising our GHG emissions in accordance with national and 
global regulations. We have been doubling down on our energy efficiency and 
increasing the share of renewable energy in our energy mix across our portfolio. Our 
emissions have also declined by ~55%, due to reduced fuel and energy consumption 
caused by lower occupancy during FY2021, owing to COVID-19 lockdown restrictions. 
However, we continued our decarbonisation efforts in FY2021 by increasing our 
energy consumed from renewable sources by 18%. To further reduce the burgeoning 
carbon footprint, we have employed efforts to promote the use of electric vehicles. In 
accordance with this, we have installed e-vehicle charging stations at Embassy 247, 
Mumbai. Currently, we have charging stations installed at Embassy Golf Links, 
Bengaluru; Embassy Manyata, Bengaluru; Embassy TechVillage, Bengaluru; 
Embassy One, Bengaluru; Embassy Quadron, Pune; Embassy Qubix, Pune and 
Embassy Oxygen, Noida. We also plan to install charging appoints at FIFC, Mumbai 
and Embassy Galaxy, Noida, in FY2022. We are encouraging and empowering people 
to transition using cleaner and greener fuels.” 

Water – “We understand the importance of water stewardship in vibrant metropolitan 
areas. We have adopted various water conservation initiatives across our office parks 
and are committed to minimise waste‑water discharge. Until last year, all our assets 
with the exception of the Express Towers in Mumbai, were equipped with Sewage 
Treatment Plants (STP). This year, we installed a 65 KLD MBBR technology STP 
plant equipped with a bio-cask and online monitoring system at Express Towers, 
Mumbai. Every month, ~35KL of recycled water is available for use, reducing our 
dependency on municipal water sources. During FY2021, our total water withdrawal 
decreased by 63%, owing to reduced occupancy due to the COVID-19 lockdown. We 
did, however, maintain our water recycling and reuse by recycling over 500,000 KL of 
water, representing 49% of our total water withdrawal for the year. Rainwater 
collection at the assets too is part of our water-saving programmes.” 

Waste – “We believe in waste minimisation, recovery and reuse for effective waste 
management. We have partnered with authorised vendors to treat hazardous waste 
management and ensure that the waste is discarded as per regulatory guidelines. 
Organic waste converter machines have been built at many of our campuses to help 
handle the vast amount of food waste produced on our properties. At the Embassy 
TechVillage Campus in Bengaluru, the organic waste converter machine installed can 
convert food waste into manure in 24 hours. The amount of waste recycled on our 
campus has risen as a result of this programme. Annually, 40 tonnes of food waste is 
being recycled within the campus itself, and we are able to generate 14 tonnes of 
compost using the machine. Such efforts contribute to our goal of being a zero-waste 
campus.” 
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Resilient performance in a challenging year 
In FY21, The Embassy REIT delivered a resilient performance in its second year of 
listing which was significantly impacted by Covid as office occupiers had to resort to a 
Work-from-Home model which impacted fresh leasing activity and also led to few 
tenants not renewing their expiring leases and some tenants looking for early exits. 

In spite of the Covid impact, the REIT’s office rental collections have been robust with 
collections of over 99 % in FY21 and the REIT portfolio has achieved contracted rental 
increases of 13% on 8.4msf of area in FY21. FY21 also saw the REIT acquiring the 
Embassy Tech Village RoFO asset in Dec’20 at an Enterprise Value of Rs97.8bn 
which was funded through a mix of an equity capital raise and debt.  

Chart 3: Embassy REIT FY21 Business highlights  

 
Source: Company, I-Sec research 
 

Table 2: FY19-21 Walkdown of Financial Metrics (Consolidated) 
(Rs mn, year ending Mar 31)  FY21 FY20 YoY (%) FY19 
Revenue from Operations 23,603 21,449 10.0 18,771 
Property Taxes and Insurance (849) (771)  (970) 
Direct Operating Expenses (2,431) (2,509)  (2,059) 
Net Operating Income 20,323 18,170 11.8 15,742 
Other Income 1,084 734  1,539 
Property Management Fees (536) (486)  (303) 
Indirect Operating Expenses (708) (661)  (1,747) 
Dividend from Golflinks - -  - 
EBITDA (excluding other income) 19,729 17,025 15.9 13,692 
EBITDA (including other income) 21,078 18,316 15.1 15,231 
Working Capital Adjustments 418 2,429  30 
Cash Taxes (522) (1,381)  (1,863) 
Other Adjustments (679) (855)  (1,034) 
Cash Flow from Operating Activities 20,295 18,510 9.6 12,364 
External Debt (Interest & Principal) (1,554) (1,617)  NM 
Other Income from Investments 322 486  NM 
NDCF at SPV Level 19,063 17,356 9.8 NM 
Distribution from SPVs to REIT 18,862 17,206 9.6 NM 
Distribution from Embassy Golflinks 738 1,920  NM 
Interest on External Debt (881) -  NM 
REIT Management Fees (213) (214)  NM 
Other Inflows at REIT level (Net of Expenses) (151) (47)  NM 
NDCF at REIT level 18,355 18,865 (2.7) NM 
Distribution  18,364 18,821 (2.4) NM 

Source: Company, I-Sec research 
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Higher FY22E expiries remain a concern 

In 9MFY21, occupancy levels across Embassy REIT’s key assets such as Manyata 
and Techzone declined by 300-400bps owing to a mix of expiries and early exits. In 
February 2021, the waning Covid cases in India had led to an uptick in leasing 
enquiries along with talks of a possible return of employees to offices across India. 

However, the onset of the second Covid wave from March 2021 in India has led to 
occupiers again becoming cautious and holding back fresh leasing decisions and 
rationalising existing office spaces. As a result, the REIT has additional lease expiries 
of 1.9msf in FY22E of which 0.5msf is likely to be renewed with the balance 1.4msf at 
risk of remaining vacant until leasing activity recovers. As per the REIT manager, 
sentiment may remain muted for another 2-3 quarters before picking up sometime in 
H2FY22 which is line with our view of a leasing revival earliest by Q3FY22.   

Chart 4: Lease expiry profile of the Embassy REIT portfolio 

 
Source: Company, I-Sec research 
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Embassy REIT portfolio cushions the blow 

While we acknowledge the risk to medium-term demand for office spaces in India, we 
believe that the office portfolio of the Embassy REIT is relatively resilient in these 
tough times for the following reasons: 

 Tenant mix of global IT MNCs and Global In-House Captives: Embassy REIT’s 
current tenant portfolio has around 43% of tenants in the technology domain with 
even smaller verticals such as financial services and research/consulting 
consisting of Global in-house captives. Currently, the REIT’s top ten occupiers 
contribute ~39% of the gross overall rental income as of March 2021. 

 Rental collections of 99% in FY21: The Embassy REIT management has 
achieved over 99% of rental collections (including facility management and 
common area maintenance) in FY21. 

Chart 5: Embassy REIT Sectoral and Tenant Wise Breakup (as of Mar’21) 

 
Source: Company, I-Sec research, (1) Represents industry diversification percentages based on Embassy REIT’s 
share of gross rentals 
 
 
 Sticky nature of global MNC companies: Globally MNC occupiers typically enter 

into long-term tenancy contracts with office developers for 8-10-year periods with a 
contracted rental escalation of 15% every 36 months. They also invest at least 
Rs3,000-4,000/psf for fit-outs for their offices in addition to the contracted rentals 
keeping in mind the longer tenure of their leases. 

 High quality talent pool in India: India leads in STEM (Science, Technology, 
Engineering, Mathematics) talent for technology assignments with over 2 million 
students graduating each year. Over the last decade, the emergence of GICs 
(Global In-House Captives) has led to more high-end development work being 
done in India. Further, employees’ costs in India would not be more than 20-25% 
of comparable cost for employees in the occupier’s country of origin. 
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 Affordable rentals: India remains one of the more affordable office markets in the 
world, with average rentals for Grade A office markets in peripheral/suburban 
micro-markets hovering around 1 USD/psf/month or Rs70-75/psf/month. Further, 
with rental costs for MNC occupiers being just 2-3% of their revenues, we do not 
anticipate any major payment issues for the Embassy REIT. 

 Mark-to-market opportunity is back-ended: While the mark-to-market 
opportunity for higher rentals in the REIT portfolio are now at risk, with just 6% of 
overall portfolio expiring in FY22E and 6% in FY23E, we do not see any risk 
to our assumptions of a further 200-300bps of decline in occupancies of key 
assets (Manyata/ETV) in FY22E and demand expected to normalize in FY23E.   

 
 Limited completions in FY22E: As of March 2021, the Embassy REIT has 

scheduled deliveries of just 1.1msf in FY22E, all of which will be in the built-to-suit 
(BTS) office in the ETV, Bengaluru asset which has already been fully pre-leased 
to JP Morgan with a scheduled completion in September 2021. Hence, near-term 
leasing risk is limited. There are upcoming deliveries of 2.7msf in FY23E across 
Manyata, Oxygen and TechZone assets where leasing may see a pick up by the 
time these assets are delivered.  

 

Chart 6: Embassy REIT development pipeline  

 
Source: Company, I-Sec research 
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ETV asset acquisition a key positive in FY21 

In Q3FY21, the REIT infused the Embassy Tech Village asset at an EV of Rs97.8bn 
which was funded by an equity issuance of Rs36.8bn, issuance of preference shares 
to ETV land owners of Rs23.1bn, debt raise of Rs26bn to refinance existing debt and 
balance Rs11.6bn of net debt being retained at the SPV level. The ETV asset located 
in Sarjapur ORR, Bengaluru currently has 6.1msf of completed area with an 
occupancy of 97.8% and in-place rentals of Rs61/psf/month with another 31.msf of 
development potential of which a 1.1msf built-to-suit office for JP Morgan is scheduled 
for completion by Sep’21. 
 
 
Chart 7: Embassy Tech Village Asset Infusion details  

 
Source: Company, I-Sec research 

 
Chart 8: Embassy Tech Village Asset Transaction Rationale  

 
Source: Company, I-Sec research 
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Leverage Profile of Embassy REIT 

The Embassy REIT enjoys a low leverage ratio of 0.25x net debt/total Enterprise 
Value (TEV) which puts in a prime position to expand its asset portfolio through further 
asset injections via acquisitions.  
 
Out of the total gross debt of Rs106bn as of Mar’21 (including amortised cost of zero-
coupon bonds), only Rs1.2bn is scheduled for repayment in FY22E. The Embassy 
REIT also has cash and investments of Rs9.4bn as of Mar’21 2020 which cushions it 
against any COVID-19 related cash flow impact going forward. 
 
The Embassy REIT has two tranches of Zero-Coupon bonds of Rs36.5bn with a 
maturity date of June 2022 at a coupon of 9.05-9.40% coupon and has option to 
redeem all or part of the debentures on a pro-rata basis at any time on a specified call 
option date (between May'21 to May'22) subject to terms of the Debenture Trust Deed. 
We have currently assumed maturity of these debt instruments in June’22 and have 
assumed that these will be refinanced as a Zero-Coupon Bond upon maturity.  
 
The REIT also has another two tranches of NCDs of Rs15bn at a 6.70-7.25% coupon 
with a maturity date of Oct’23 where it has the option of redeeming all or part of the 
debentures on a pro-rata basis at any time on a specified call option date (between 
Mar'23 to Sep'23) and another tranche of Rs26bn of NCDs at a coupon of 6.40% with 
maturity date of Feb’24 and the REIT has the option of redeeming all or part of the 
debentures on a pro-rata basis at any time on a specified call option date (between 
Jul'23 to Jan'24).   
 
 

Table 9: Debt profile of Embassy REIT as of March 2021  

 
Source: Company, I-Sec research 

 
 
Table 3: Net Debt of Embassy REIT as of March 2021 (in Rs mn) 

Gross Debt (includes amortised cost of zero-coupon 
bond) 106,223 
Less: Cash and cash equivalents* 4,120 
Net Debt 102,102 

Source: Company, I-Sec research, *Includes short term liquid funds, fixed deposits net of Q4FY21 distributions of 
Rs5,308mn 
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Distributions become more tax-efficient  

In Q4FY21, The Embassy Office Parks REIT (Embassy REIT) received approval from 
the National Company Law Tribunal (‘NCLT’) in relation to its composite scheme of 
arrangement among its entities that restructures and simplifies the ownership of key 
portfolio assets, including Embassy Manyata, Bengaluru and Embassy TechZone, 
Pune.  Under the scheme, the Embassy TechZone asset in Pune shall be demerged 
from Embassy Office Parks Private Limited (EOPPL) into Embassy Pune TechZone 
Private Limited (EPTPL), which will be 100% held by Embassy REIT. EOPPL will be 
merged into Manyata Promoters Private Limited (MPPL) and consequently MPPL will 
be 100% held directly by Embassy REIT, thus collapsing the two-tier shareholding 
structure for MPPL. The scheme of arrangement shall become effective upon 
completion of requisite filings and approvals with the Registrar of Companies and 
Board of Approval for Special Economic Zones. 
 
What are the potential benefits? The Manyata SPV, which is the largest asset in 
terms of size in the REIT with 11.8msf of completed area and area under development 
of 3.1msf will now have a simplified holding structure with the REIT having direct 
ownership of the asset. As per current regulations, dividend distribution tax is only 
exempt when it is paid by a SPV to the REIT and not when there is a 3-tier ownership 
structure. As a result, the REIT has been distributing returns to unitholders largely in 
the form of interest and amortization of SPV level debt in 9MFY21. 
 
Of the Rs15.88/unit distribution for 9MFY21, 5% was in the form of dividend, 56.7% in 
the form of amortization of SPV level debt and 38.2% in the form of interest. With the 
expected collapsing of Manyata shareholding structure to a 2-tier structure from 
Q1FY22 and injection of Embassy Tech Village asset at the end of Q3FY21, we 
expect the overall share of tax-free dividends plus SPV debt amortization to rise from 
~62% in 9MFY21 to between 70-75% from FY22E onwards. In Q4FY21, the REIT was 
able to distribute 78% of distribution in the form of tax-free dividends and amortization 
of SPV debt.  
 
Chart 10: Pre and Post Manyata asset ownership structure for Embassy REIT  

 
Source: Company, I-Sec research, (1) Above structure represents simplified extract(s) of Embassy REIT’s 
structure in relation to its ownership of Embassy Manyata; 2) Post restructuring, MPPL has become a 100% 
Holdco of the Embassy Office Parks REIT, holding Embassy Manyata Business Park, 80% of the share capital of 
EEPL and 50% of the share capital of GLSP, while EPTPL has become a 100% directly held SPV of Embassy 
Office Parks REIT, holding Embassy TechZone 
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Chart 11: Embassy REIT FY20-21 Distribution Profile  

 
Source: Company, I-Sec research 
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Valuation  

REITs derive cash flows in the form of interest, debt repayment and dividend 
payments from owned assets which have differing cash flow profiles. Unlike assets in 
Infrastructure Trusts like toll/annuity roads or power transmission assets which have a 
fixed tenure of operations, the underlying assets in REITs which consist of offices, 
malls and hotels are perpetual in mature and carry an element of capital appreciation 
as well through escalation in rentals, addition of new assets and ramp up in 
occupancies. 

Hence, the total return offered by a REIT should be measured as a mix of annual 
distributions and capital appreciation of the units of the REIT. Hence, we prefer a DCF 
based approach which captures the upside from uptick in rental income along with the 
annual distribution of at least 90% of the Net Distributable Cash Flow (NDCF) to REIT 
unitholders. 

Our key assumptions include: 
 3% increase in FY22E rentals and 5% annual increase in rentals from FY22E 

onwards 

 4% terminal growth rate from FY31E 

 Cap rate of 8% on Net Operation Income (NOI) of each asset 

 WACC of 10.6% assuming 0.25x debt/equity with cost of equity of 12% and cost of 
debt of 9.0% 

 4.3msf of under construction assets to become operational by FY23-24E 

 We have assumed that the zero-coupon bond maturing in June 2022 will be 
refinanced again on similar terms 

 We have assumed a collapse in the holding structure of Manyata Tech Park to a 
two-tier structure from the current three-tier structure from FY22E onwards. 

We retain our BUY rating with a revised target price of Rs415/unit (earlier Rs391) 
as we roll forward to Mar’22 NAV. At CMP of Rs357, the Embassy REIT offers an 
estimated distribution yield of 6.2% in FY22E, 6.9% in FY23E and 7.5% in FY24E. 
Key risks to our call are a slower recovery in office leasing and higher portfolio 
vacancy levels.  

Table 4: Return profile of Embassy REIT 
Embassy REIT Cash Flows (Rs mn) FY20 FY21 FY22E FY23E FY24E 

Revenue from Operations* 21,449 23,603 27,531 32,512 39,216 

Net Operating Income (NOI)* 18,169 20,324 23,142 27,905 33,342 

EBITDA* 16,656 18,508 21,687 25,874 31,884 

NDCF at SPV level^ 16,943 18,740 24,756 26,688 29,151 

NDCF at REIT level^ 18,866 18,356 20,975 23,214 25,518 

NDCF Distribution Payout (%) 100% 100% 100% 100% 100% 

NDCF Distribution by REIT^ 18,866 18,364 20,975 23,214 25,518 

Distribution per Unit 24.4 21.5# 22.1 24.5 26.9 

Distribution Yield (%) 6.8 6.0# 6.2 6.9 7.5 
Source: I-Sec research estimates, *excludes Golflinks and includes Tech Village from Q4FY21 onwards, ^ 
includes Golflinks, #assuming proforma diluted shares post ETV acquisition which was done in Dec’20 
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Table 5: Valuation of Embassy REIT 
Enterprise Value 508,807 
Less: Mar’22 REIT level debt 106,056 
Less: Security deposits 8,911 
Equity Value 393,840 
Equity Value per Unit 415 

Source: I-Sec research estimates 
 

Table 6: Sensitivity of Target Price to Cap Rate and Cost of Equity 
    Cost of Equity (%) 
  Target Price 10% 11% 12% 13% 14% 15% 

Cap Rate (%) 

6%  551   506   466   428   394   362  
7%  487   447   411   378   347   319  
8%  438   403   370   340   312   287  
9%  401   368   338   310   285   261  

10%  371   340   313   287   263   241  
11%  346   318   292   268   245   225  

Source: I-Sec research estimates 
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Appendix: Indian office market scenario 

Indian office market: Wait for recovery gets longer  

The Indian Commercial Real Estate (CRE) office market saw record leasing in CY19 
with 42msf of annual net absorption. The office market has been in a upcycle over 
CY14-19 with rising rentals, falling vacancies, consolidation among developers and 
emergence of REITs. At the beginning of CY20 (January 2020), the outlook was bright 
with healthy pre-leasing for upcoming supply. However, the evolving global situation 
owing to the Coronavirus (COVID-19) has led to CY20 net office absorption of 20msf 
in which is a 50% YoY decline. We look at the key areas of impact on demand and 
supply of offices in India: 

 Leasing may see an uptick towards the end of Q3CY21: Until the global Covid-
19 concerns reduce, corporates will relook at their space requirements in CY20E 
and expansion or consolidation plans will be put on the backburner. Given the fact 
that 30-40% of Indian office space demand originates from the USA, a prolonged 
economic slowdown in the USA will likely lead to reduced demand for offices in 
H1CY21. While CY20 was a weak year with 20msf of net absorption owing to 
Covid-19 impact, we expect net absorption to gradually improve and we build in 
net absorption of 24.3msf in CY21E and 29.8msf in CY22E. We expect leasing 
activity to pick up from Sep’21 as international travel may pick up again along with 
effective Covid-19 vaccines. We believe that cumulative net office absorption of 
80msf over the next years (CY21-23E) compares well with overall upcoming 
Grade A supply of 117msf over the same period of which 20-30% may be shelved 
as it is speculative supply, leading to effective supply of 80-85msf. 

 Demand for flexible office places to rise: The COVID impact has led to 
companies having to shift to the Work from Home (WFH) model. Commentary 
from corporates increasingly indicates that they would try to replicate the WFH 
model over the long term, especially in the case of IT/ITeS companies that 
account for 40-50% of overall Indian office demand. However, the efficacy of WFH 
over an extended period of time vs. a traditional full-service office model is yet to 
be proven.  

 Limited number of developers capable of building quality rental assets: 
Unlike the residential market which has relatively lower entry barriers in India, the 
Indian office and mall market is a capital-intensive business requiring developers 
to have adequate balance sheet strength. Further, the trend has now shifted to 
office campuses with larger plot layouts which require adequate planning. The few 
notable names are DLF, Embassy Office Parks REIT, Mindspace Business Parks 
REIT, Prestige Estates, Brigade Enterprises, RMZ Corp and The Phoenix Mills. 

 High quality talent pool and affordable rentals in India: India leads in STEM 
(Science, Technology, Engineering, Mathematics) talent for technology 
assignments with over 2 million students graduating each year. Further, 
employees’ costs in India would not be more than 20-25% of comparable cost for 
employees in the occupier’s country of origin. India remains one of the more 
affordable office markets in the world, with average rentals for Grade A office 
markets in peripheral/suburban micro-markets hovering around 1 USD/psf/month 
or Rs70-75/psf/month. Further, with rental costs for MNC occupiers being just 2-
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3% of their revenues, GICs may remain sticky tenants over the long term. Globally 
MNC occupiers typically enter into long-term tenancy contracts with office 
developers for 8-10-year periods with a contracted rental escalation of 15% every 
36 months. They also invest at least Rs3,000-4,000/psf for fit-outs for their offices 
in addition to the contracted rentals keeping in mind the longer tenure of their 
leases. 

 REITs have emerged as a potent asset monetisation tool:  With three REIT 
listings in India, the door has been opened for more potential REIT listings from 
FY22E onwards. With India having 488msf of occupied Grade A office stock as of 
March 2021 and global institutional investors continuing to invest in annuity assets, 
we expect more REIT listings over the next 2-3 years. Developers in our coverage 
universe such as DLF, Phoenix Mills and Oberoi Realty have already highlighted 
their medium-term plans to consider a REIT listing. Further, large annuity portfolio 
buyouts in FY21 such as Blackstone buying out Prestige Estates’ office and mall 
assets and Brookfield’s acquisition of RMZ’s office portfolio points to consolidation 
in favour of institutional landlords for annuity assets. 

 DDT rollback a key positive: In February 2020, the Government of India’s (GoI) 
2020 Union Budget had proposed to impose a Dividend Distribution tax (DDT) on 
REIT investors which had dampened sentiment for REIT investors. Although the 
proposed DDT had negligible near-term impact as the Embassy REIT has been 
paying out distributions mostly in the form of interest and capital return, numerous 
representations by industry stakeholders has prompted the GoI to rollback the 
proposed DDT on REITs in March 2020. However, this waiver is on the condition 
that REIT SPVs will not move to the new tax regime (of lower tax rate). 

 

Net absorption/demand may pick up from H2CY21E 

Until the global COVID-19 concerns reduce and international travel picks up again, the 
expansion or consolidation plans of corporates may be delayed by another 6 months. 
Given the fact that 30-40% of Indian office space demand originates from the USA, a 
prolonged economic slowdown in the USA may likely lead to reduced demand for 
offices in CY21E.  

While CY20 was a weak year with 20msf of net absorption owing to Covid-19 impact, 
we expect net absorption to gradually improve and we build in net absorption of 
24.3msf in CY21E and 29.8msf in CY22E. We believe that cumulative net office 
absorption of ~80msf over the next three years (CY21-23E) compares well with overall 
upcoming Grade A supply of 117msf over the same period of which 20-30% may be 
shelved as it is speculative supply, leading to effective supply of 80-85msf. 
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Chart 12: India annual absorption-supply of offices and forecast 
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Source: Cushman & Wakefield, I-Sec Research estimates 
 

Table 7: India office net absorption over CY14-CY22E 
City CY14 CY15 CY16 CY17 CY18 CY19 CY20 CY21E CY22E 
MMR 3.9 2.9 3.0 2.4 2.9 5.2 2.5 3.0 3.5 
NCR 6.2 3.8 4.3 3.7 4.8 10.0 2.2 3.3 4.0 
Bengaluru 8.9 10.3 12.3 8.0 7.9 9.3 6.2 7.5 9.0 
Chennai 2.6 2.8 2.9 2.2 1.7 1.8 1.9 1.5 1.8 
Hyderabad 4.4 5.5 6.3 4.9 6.0 9.3 5.5 5.5 6.5 
Pune 3.6 6.2 3.3 2.0 3.4 5.1 1.0 3.0 4.0 
Kolkata 0.8 1.1 0.8 0.8 0.4 1.4 0.6 0.5 1.0 
Overall 30.3 32.6 32.9 24.1 27.1 42.0 19.9 24.3 29.8 

Source: Cushman & Wakefield, I-Sec Research estimates 

 

Bengaluru and Hyderabad remain the key markets 

 Pre-COVID, Bengaluru had low Grade A vacancy of 5% and accounted for ~22% 
of net absorption of office space in CY19. We expect Bengaluru market to retain 
more than 25% of net absorption over CY21-22E. 

 Pre-COVID, the Hyderabad market clocked record annual absorption of 4.9msf in 
CY17 and 6.0msf in CY18. Vacancy levels for Hyderabad also fell to 7% in CY18 
from 18% in CY14. In CY19, Hyderabad has seen record net absorption of 9.3msf 
and is now on par with leasing levels seen in Bengaluru. With the city continuing to 
offer affordable rentals, occupiers continue to flock to Hyderabad for expansion 
purposes. In spite of a challenging CY20, the Hyderabad market was able to clock 
net absorption of 5.5msf in CY20 and we expect net absorption to range between 
6-7msf annually over CY21-22E. 

 Kolkata and non-CBD regions of Gurugram continue to suffer from supply glut 
where current vacant office space is expected to take at least 24-36 months to be 
absorbed.  
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Table 8: India Grade A office stock vs. vacancy 
City (Mar-21) Stock (msf) % share of 

stock 
Vacancy (%) Occupied 

space (msf) 
% share of 

occupied stock 
MMR 100.7 17% 21% 79.5 16% 
NCR 121.6 21% 26% 89.5 18% 
Bengaluru 157.1 27% 9% 143.0 29% 
Chennai 53.8 9% 11% 47.7 10% 
Hyderabad 68.1 12% 13% 59.3 12% 
Pune 55.0 9% 7% 51.3 11% 
Kolkata 26.2 4% 32% 17.7 4% 
Overall 582.6 100% 16% 488.1 100% 

Source: Cushman & Wakefield, I-Sec Research 
 
Chart 13: Indian cities remain the most affordable for office rentals globally 
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Two-third of India office demand driven by MNCs 

IT-ITES sector has remained top-most in terms of share of office occupancy across 
major Indian cities. The sector maintains its lead with 35-40% share in office 
occupancy. While there has been a noticeable slowdown in absorption by E-
Commerce companies, they only accounted for 3% of demand in CY17.  

Chart 14: India office absorption by sector 
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Source: JLL India, I-Sec Research 



 
 
 

Embassy Office Parks REIT, July 11, 2021 ICICI Securities 

 

 21 

 
In CY16, share of leasing by US-based firms jumped up to 42% from 32% in CY15 led 
by expansion of companies such as Amazon, Microsoft, Google. Domestic firms 
continue to account for a third of demand.  Incrementally, we expect this trend to 
continue as majority of office expansion, especially in the IT/ITeS segment, is being 
driven by Global In-House Captives (GICs).    

Chart 15: India office absorption by country of origin of the occupier 
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Financial summary (Consolidated) 
Table 9: Profit and Loss statement 
(Rs mn, year ending Mar 31) 

Year ending March FY20 FY21 FY22E FY23E FY24E 
Revenue from operations 21,449 23,603 27,531 32,512 39,216 
Operating Expenses 3,280 3,279 4,389 4,606 5,874 
Net Operating Income (NOI) 18,169 20,324 23,142 27,905 33,342 
NOI Margin (%) 84.7% 86.1% 84.1% 85.8% 85.0% 
Other expenses/REIT expenses 1,513 1,816 1,455 2,031 1,458 
EBITDA 16,656 18,508 21,687 25,874 31,884 
  % margins 77.7% 78.4% 78.8% 79.6% 81.3% 
Depreciation & Amortisation 7,057 6,696 9,869 10,150 10,298 
Interest expenses 3,804 6,453 6,792 8,786 9,248 
Other Income 990 1,185 1,245 1,307 1,372 
Exceptional items - - - - - 
PBT 6,786 6,544 6,270 8,244 13,711 
Less: Taxes 300 555 627 1,237 2,057 
PAT before Minority/Associate 6,486 5,989 5,643 7,008 11,654 
Associates 1,169 994 1,086 1,095 1,156 
Net Income (Adjusted) 7,655 6,984 6,729 8,103 12,810 

Source: Company data, I-Sec research 
 
 

Table 10: Balance sheet  
(Rs mn, year ending Mar 31) 

As at March  FY20 FY21 FY22E FY23E FY24E 
Assets 

    
 

Total Current Assets 24,364 38,684 39,775 43,195 41,444 
  of which cash & cash eqv. 3,419 9,429 12,167 14,003 8,338 
Total Current Liabilities & Provisions 13,856 20,393 19,923 22,361 25,510 
Net Current Assets 10,508 18,291 19,852 20,835 15,934 
Goodwill 50,289 63,946 63,945 63,945 63,945 
Investments 36,365 24,119 24,119 17,119 17,119 
Net Fixed Assets 2,19,777 3,10,338 3,13,969 3,09,051 3,03,373 
Capital WIP 4,107 13,708 2,678 5,029 9,267 
Total Assets 3,21,046 4,30,402 4,24,563 4,15,978 4,09,637 

 
    

 
Liabilities 

    
 

Borrowings 57,461 1,06,223 1,18,223 1,28,223 1,38,223 
Net Worth 2,23,178 2,70,931 2,53,093 2,34,507 2,18,166 
Minority Interest - - - - - 
Deferred Taxes 40,407 53,249 53,248 53,248 53,248 
Total Liabilities 3,21,046 4,30,402 4,24,563 4,15,978 4,09,637 

 Source: Company data, I-Sec research 
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Table 11: Cashflow statement 
(Rs mn, year ending Mar 31) 

Year ending March FY20 FY21 FY22E FY23E FY24E 
PBT 6,786 6,544 6,270 8,244 13,711 
Interest income and fair value change in financial 
assets (444) (868) (1,245) (1,307) (1,372) 
Finance costs 3,804 6,453 6,792 8,786 9,248 
Depreciation and amortisation expense 5,281 5,707 9,869 10,150 10,298 
Others 1,415 914 (3,591) (3,473) (3,633) 
Operating cash flows before working capital 
changes 16,841 18,750 18,096 22,401 28,251 
Changes in Working Capital 1,545 511 1,177 853 (764) 
Cash generated from operations 18,386 19,261 19,273 23,254 27,487 
Income taxes paid, net (1,429) (557) (627) (1,237) (2,057) 
Operating Cashflow  16,957 18,705 18,646 22,018 25,431 
Capital Commitments (11,839) (7,678) (2,470) (7,583) (8,858) 
Free Cashflow  5,117 11,027 16,176 14,435 16,573 
Investments (7,215) 12,977 1,086 8,095 1,156 
Others/acquisitions (2,429) (35,713) 1,245 1,307 1,372 
Cashflow from Investing Activities (21,484) (30,413) (140) 1,819 (6,330) 
Issue of Share Capital (2,369) 35,989 253 - - 
Inc (Dec) in Borrowings (24,515) 3,852 12,000 10,000 10,000 
Finance costs (1,562) (3,699) (6,792) (8,786) (9,248) 
Distribution (13,517) (18,399) (20,722) (23,214) (25,518) 
Cashflow from Financing activities (41,964) 17,744 (15,261) (22,001) (24,766) 
Chg. in Cash & Bank balances (46,491) 6,035 3,245 1,836 (5,665) 

Source: Company data, I-Sec research 
 

Table 12: Key ratios 
(Year ending Mar 31) 

  FY20 FY21 FY22E FY23E FY24E 
 Per Share Data (Rs)  

    
 

 Earnings per Unit 9.9 8.5 7.1 8.5 13.5 
 Distribution per unit (DPU)  24.4 21.5 22.1 24.5 26.9 
 Book Value per Unit (BV)  289.2 285.8 267.0 247.4 230.2 

     
 

 Growth (%)  
    

 
 Net Sales  14.3 10.0 16.6 18.1 20.6 
 EBITDA   22.5 11.1 17.2 19.3 23.2 
 PAT   109.5 (8.8) (3.7) 20.4 58.1 

     
 

 Valuation Ratios (x)  
    

 
 P/E   36.0 41.9 50.3 41.8 26.4 
 P/BV  1.2 1.2 1.3 1.4 1.6 
Distribution Yield 6.8 6.0 6.2 6.9 7.5 

     
 

Operating Ratios 
    

 
Debt/EBITDA (x) 3.4 5.7 5.5 5.0 4.3 
Net D/E 0.2 0.4 0.4 0.5 0.6 

     
 

Profitability/Return Ratios (%)  
    

 
RoE 3.4 2.8 2.6 3.3 5.7 
RoCE 3.2 3.5 3.1 4.1 5.6 
 EBITDA Margins   77.7 78.4 78.8 79.6 81.3 
 Net Income Margins   35.7 29.6 24.4 24.9 32.7 

Source: Company data, I-Sec research 
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