UNDER-CONSTRUCTION VERSUS ‘READY TO MOVE IN’

Letrisk appetite determine
the choice of your housing

Consider lower price
of under-construction

property as
compensation for
betting on a riskier asset
SANJAY KUMAR SINGH

Residential real estate prices are once
again movingup rapidly. Accordingto
the MagicBricks PropIndex report for the
quarter ended December, prices across
thetop13citiesmoved up 18.8 per centon
average year-on-year. Many potential
buyersare now thinkingof buying an
under-construction (UC) property
instead of aready-to-move-in (RMVI)
one, asthe former allows paymentstobe
made more gradually.

Under-construction property:
Pros and cons

Pricingisusually moreattractiveinaUC
property. “Incomparison toafinished
project, you can getadiscount of up to 30
per cent. Asthe value of the property rises
overtime, you can expecta
larger return on your
investment,” says Santhosh
Kumar, vice-chairman,
Anarock Group.

The quality of construction
canbebetter. “Construction
technology hasimproved
greatly. Newer homes also
incorporatealotof
automation,” says Ravi Shankar
Singh, managingdirector,
residential transaction services,
ColliersIndia.

The financial burden gets staggered.
“The entire amount does not go from
your loan account in one shot. You can
pay apre-EMI during the construction
period, whichisessentially interest on
theamountdisbursed to the builder
(which, inturn, depends on the stage of
construction ina construction-linked
plan),” says Adhil Shetty, chief executive
officer (CEO), BankBazaar. The pre-EMI
proves handy to those paying rent.
Delayand otherrisks: The biggest risk
onefacesinaUC propertyisthat of delay
indelivery. “Theriskbecomes
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pronounced in case of smaller, less
financially strong developers. Their
projects could face issues due tolack of
funding, delaysin regulatory approvals,
oreven legal disputes,” says Kumar.

The property thatis finally delivered
may notlive up toexpectations. “The
finished product may not match the
promised specifications, design, or
features. The construction
quality may alsobe
compromised,” says Kumar.

InaUCpurchase, thebuyer
effectively financesthe
developer. “You dosowithout
havinganinsightinto his
balance sheet, exceptinthe
caseoflisted developers,” says
Vishal Dhawan, chief financial
planner, Plan Ahead Wealth
Advisors.

Paying only the pre-EMI hasits flip
side. “Itincludes only the interest on the
loan. No money goes towards repaying
the principal,” says Shetty.

Ready to move in property:
Plus and minus points

Thebuyer avoids the risk of project delay.
Moreover, what he seesiswhat he gets.
Accordingto Singh, one can getamore
central location compared toUC
properties, which tend tolargely come up
inmore peripheral locations. “The carpet
areayou get for the stated super area
mightalsobehigherinanolder
property,” headds.
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Higher pricing: The buyer invariably
hasto payapremium for purchasingan
RMVI property. “The premium can be
between 10 and 30 per cent over the price
ofaUC property,” says Kumar. The price
gainsthatoccur during the construction
stage donotaccruetothebuyerofan
RMVIproperty.

Someone whobuysan apartmentin
anolder construction may have tospend
onrenovatingthe property. “The cost of
renovation can push up the total
acquisition cost substantially,” says
Dhawan. Singh pointsoutthatthe
amenities and facilities could be
outdated or of alower quality. Kumar
addsthatbuyers may have fewer options
tochoose fromas the inventory of RMVI
propertyislimited currently.

How to decide

Makethe decisiontobuyaUC oran RMVI
property based on your risk-taking
ability. “When you go for a UC property,
youtake abet on the developerbeingable
todeliver the house accordingtothe
promised timeline,” says Dhawan.

Peopleoften take the risk of investing
inaUC property thinkingthe underlying
real estate provides a margin of safety.
“Butwhen something goes wrong,
selling the property becomesdifficult,”
says Dhawan.

He addsthat whilethe buyer does get
amoreattractive price in a UC property, it
should be viewed as compensation for
the higher-risk choice he has made.
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