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Hindustan Construction Co. Ltd. 

Company Information 

BSE Code 500185 

NSE Code HCC 

Bloomberg Code HCCIN 

ISIN INE549A01026 

Market Cap (Rs. Cr) 2065 

Outstanding shares(Cr) 77.9 

52-wk Hi/Lo (Rs.) 40.9 / 16.3 

Avg. daily volume (1yr. on NSE) 5,252,015 

Face Value(Rs.) 1 

Book Value 11.9 

Investment Rationale 

Monetizing assets to deleverage balance sheet 

HCC (Hindustan Construction co. ltd.) has a highly leveraged 

balance sheet with total consolidated debt of ~ Rs 12000 crore. 

The company is in infrastructure development business and it is 

capital intensive sector with long gestation period. Thus, there 

could be cash flow mismatch and the companies like HCC could 

face the liquidity crunch to operate the business. HCC has to shed 

around Rs 1250 crore annually as interest payment, which 

represent around 12% of net sales. Thus such interest outgo has 

been distorting the earnings growth for the past few years. 

However, company is now actively exploring different resorts to 

de leverage its balance sheet and turnaround it to path of 

sustainable profitability. In last few quarters, company has been 

monetizing the assets to reduce the balance sheet leverage. It 

sold the stake in Rs 1420 crore Dhule Palesner Tollway ltd to the 

Sadbhav group for Rs 204 crore, which resulted in consolidated 

debt reduction of Rs 395 crore. It also closed Nirmal BOT ltd sell 

deal to the IDFC group, which would further reduce consolidated 

debt by Rs 225 crore. Further, the stake sale in 247 Corporate 

Park was also accomplished in Q2FY16 to Blackstone at an EV of 

Rs 1047 crore, including debt, resulting in a net cash flow of over 

Rs 200 crore to HCC group. HCC raised Rs 400 crore from capital 

market through QIP route during April 2015 and the proceeds 

have been utilized to pare the debts. Moreover, HCC has claims 

over Rs 10000 crore from government projects, of which it 

received Rs 400 crore as cash and another Rs 4900 crore is 

currently under arbitration. It is believed that such sustainable 

cash flows would support the company to de-leverage its balance 

sheet and thus will free up the interest expense to reflect in the 

earnings. 

Lavasa development on track 

HCC’s prestigious project Lavasa got the environmental clearance 

in FY12 for First phase with estimated cost of Rs 3000 crore and 

was also able to secure additional financial aid for the project. 

The Lavasa project had received a major blow in 2010, when the 

project received a stoppage of work order under UPA 2 

government. On the backdrop of that order, the project faced 

difficult working situation including financial challenges, thus 

 

Nov 2, 2015 

Recommendation BUY 

Closing price  Rs 26 

Target price  Rs 43 

Potential upside 65% 

Relative performance chart (one year) 

(In Rs. Cr. ) FY14 FY15 FY16E FY17E 

Net Sales      9,668.3       10,353.0       10,373.7       11,265.8  

Growth (%)            13.6                  7.1                  0.2                  8.6  

EBITDA          823.7         1,240.0         1,639.0         1,746.2  

EBITDA Margin (%)              8.5               12.0               15.8               15.5  

Net Profit (277.4) (250.3)            166.0             180.3  

PAT Margin (%)            (2.9)              (2.4)                 1.6                  1.6  

EPS (Rs)            (4.6)              (2.5)                 2.1                  2.3  

Source: Bloomberg 
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Investment Rationale Cont… 

impacting further development of the townships. Nonetheless, Lavasa project has been 

able to overcome the challenging situation and till date, it has completed over 1000 

residential units. In addition, work on 1.5 million sq ft of residential, commercial and 

social development is underway in Dasve and 1 million sq ft of residential development 

is underway in Mugon. Further, over the years, Lavasa has emerged as a popular tourist 

destination with tourist footfall increasing by 40% during Q2FY16 at 6.1 lakh. The 

unprecedented situation has hurt the smooth flow of project operation, which delayed 

the project, impacting the cash flows. Lack of cash flows and swelling debt in balance 

sheet has been distorting the prospects of the project. Lavasa corporation has debt of 

~Rs 4658 crore and as per HCC’s share (HCC holds 68.70% stake in Lavasa) it is Rs 3200 

crore, nearly about 27% of total consolidated debt. For past few years, HCC has been 

trying to monetize its Lavasa asset in order to reduce its mounting debt, but 

unfavorable market conditions led management to roll back their IPO plan. As per the 

management, they have shelved the IPO plan and now is seeking strategic partners for 

the project. The management intention is parting the project by strategic alliance as it 

will bring capital and expertise, much needed tractions for the project development. 

The revival and successful completion of entire Lavasa project would definitely change 

the fortune of HCC as it would generate cash flows and eventually reduce its balance 

sheet leverage. 

Focus would be on EPC contract 

BOT (build operate and transfer) projects have been reeling under pressure due to long 

gestation period, delay in getting regulatory approvals, cost overruns, high capital 

requirement and low traffic growth. Many road developers have been finding hard in 

completing the projects as the financial institutions are reluctant in further providing 

loan to cash strapped infrastructure companies. Thus HCC is now focusing on EPC 

(engineering procurement and construction) mode projects and bids strategically for 

the EPC contracts. Company has been monetizing its BOT projects and utilizing the 

proceeds to reduce the debt burden. Recently, it has won three major EPC contracts 

worth of Rs 1240 crore from Ministry of Road Transport and Highways. Besides this, the 

Company also secured two bridge contracts of over Rs 250 crore each, a contract for 1.2 

km tunnel and one station building for the Delhi Metro Rail Corporation (DMRC). Hence, 

the gradual shift from developing BOT projects to EPC would reduce its financing 

requirement and improve its balance sheet. 

Strong Order book to boost revenue visibility 

HCC is one of the largest infrastructure companies in India, having an experience of 

over 100 years in engineering and construction segment. During FY16, company has 

won orders worth of Rs 3664 crore and L1 (lowest bidder) order worth Rs 4381 crore. 

Currently, HCC has total order book of 16,988 crore and L1 contracts worth Rs 4381 

crore. Hence, its combined order book stands at Rs 21369 crore, which is the highest in 

last five years and nearly about 5x of its standalone revenue. Transportation segment 

accounts ~45% of total order book. Since the NDA government came into power, there 

has been an uptick in awarding road projects and as the economy has been improving 

there are lots of projects on the pipeline, resulting in stronger revenue visibility for the 

companies. HCC has a prominent presence and proven capabilities over a wide 

spectrum of infrastructure sector and would be benefited from the growth 

opportunities as they emerge. 

Claims from government further infuse liquidity 

Over the last couple of years, HCC has filed for claims over Rs 10000 crore due to 

various project related disputes with clients. As a consequence of the claim, HCC was 
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Investment Rationale Cont… 

awarded claims worth Rs 2200 crore and realized Rs 400 crore in cash from these 

claims which were deployed for debt repayment and working capital needs. As per the 

company another Rs 5000 crore of claim is currently under arbitration and management 

expects that recent arbitration ordinance passed in parliament would help HCC to 

monetize the stuck claims faster which in turn improve cash flows. In order to ease 

doing business in India, government has cleared an ordinance to amend the Arbitration 

Act to fix a timeline for arbitrators to resolve cases. Under the Arbitration and 

Conciliation Act, 1996, an arbitrator will have to settle a case within 18 months. 

However, after the completion of 12 months, certain restrictions will be put in place to 

ensure that the arbitration case does not linger. Such ordinance would ensure speedy 

settlement of commercial dispute in the country, thus providing a fresh impetus to ease 

of doing business. The realization of the remaining claims would additionally infuse 

liquidity in the company, thus would improve balance sheet. 

Key Risks 

 Highly leveraged: HCC has high debt in its balance sheet, thus highly leveraged. 

Incapability of the company to de leverage the balance sheet would adversely 

impact earnings. 

 Execution delays: Project delays due to lack of financing or other regulatory 

bottlenecks could adversely affect HCC’s revenue and profitability. 

 Slowdown in economy: Company’s business growth is directly related to economic 

developments, hence any slowdown in broader economy could have adverse impact 

on its revenue growth. 

 Failure of Lavasa project: Company is banking highly on its Lavasa project, hence 

any further delays in the project could hurt its future earnings visibility. 

Valuation 

HCC is a leading engineering and infrastructure company in India with a strong order 

book of ~Rs 21,000 crore. Over the past few years, company’s performance has been 

lackluster due to high interest outgo on account of overleveraged balance sheet, delays 

in project execution and regulatory issues in Lavasa project. However, company has 

been taking firm steps to bring it on track including monetizing BOT assets to de 

leverage balance sheet, focusing on EPC mode contracts and raised funds from capital 

market to reduce debt. Management has strong intention to de leverage its balance 

sheet in coming years. As per the management, company is not facing any issues in 

paying interest payments to banks and timely interest payment helps the company to 

maintain a cordial relationship with bankers. Hence, HCC can avail easy financing from 

the financial institution. Further, company is striving hard to monetize the claims from 

the government. The recent arbitration ordinance passed by government would speed 

up the claims process and simultaneously improve future cash flows. In recently 

concluded quarter (Q2FY16), its standalone net profitability grew by 5x at Rs 38 crore 

on yoy basis led by the income from the stake sale in Vikhroli Corporate Park pvt. Ltd. 

Company realized Rs 72 crore from 26% stake sale in the project. Going forward, 

government has been announcing raft of reform policies including hybrid PPP model, 

infusion of fund to stalled projects, launching infrastructure debt fund as alternative 

funding and 5:25 refinancing scheme in order to revive the country’s road sector. We 

believe that monetization of assets to reduce debt burden, seeking strategic partners 

for Lavasa project, strong order book, increasing focus on EPC based projects and faster 

claims approval are the possible long term triggers for HCC, going forward. Hence, we 

recommend our investors to BUY the scrip for the target price of Rs 43, from 12-18 

months investment perspective. 
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Disclosure 
 
The Research Analysts and /or Ashika Stock Broking Limited do hereby certify that all the views expressed in this research report accurately reflect 
their views about the subject issuer(s) or securities. Moreover, they also certify the followings: 
• The Research Analyst or Ashika Stock Broking Limited or his/its Associates or his/its relative, has any financial interest in the subject company(ies) 
covered in this report. No 
•The Research Analyst or Ashika Stock Broking Limited or his/its Associates or his/its relative, have actual/beneficial ownership of 1% or more in the 
subject company, at the end of the month immediately preceding the date of the publication of the research report. No 
• The Research Analyst or Ashika Stock Broking Limited or his/its Associates or his/its relatives has any material conflict of interest at the time of 
publication of the research report. No 
•The Research Analyst or Ashika Stock Broking Limited or his/its Associates have received compensation for investment banking or merchant banking or 
brokerage services or for product other than for investment banking or merchant banking or brokerage services from the companies covered in this 
report in the past 12 months. No 
•The Research Analyst or Ashika Stock Broking Limited or his/its Associates have managed or co managed in the previous 12 months any private or 
public offering of securities for the company(ies) covered in this report. No 
•The Research Analyst or Ashika Stock Broking Limited or his/its Associates have received any compensation or other benefits from the company(ies) 
covered in this report or any third party in connection with the Research Report. No 
• The Research Analyst has served as an officer, director or employee of the company(ies) covered in the research report. No 
• The Research Analyst or Ashika Stock Broking Limited has been engaged in Market making activity of the company(ies) covered in the research report. 
No 
 
Disclaimer 
 
This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. 
Ashika Stock Broking Ltd. is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely for 
your information and should not be reproduced or redistributed to any other person in any form. The report is based upon information that we consider 
reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. Ashika Stock Broking Ltd. or any of its affiliates or 
employees shall not be in anyway responsible for any loss or damage that may arise to any person from any inadvertent error in the information 
contained in this report. Ashika Stock Broking Ltd., or any of its affiliates or employees do not provide, at any time, any express or implied warranty of 
any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular 
purpose, and non-infringement. The recipients of this report should rely on their own investigations. 
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