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Inside 
 Hindustan Construction: Full tax impacts profits 

Hindustan Construction Co. (HCC) declared results lower than 
expectations in 4Q FY07. EBITDA came in line at Rs870 mn, while 
interest came in higher than expected. This is why we are reducing our 
FY08E and FY09E profit estimates by 4% and 2%  respectively. Given 
the removal of Sec. 80 IA tax benefits for construction companies with 
retrospective effect, HCC reported a net loss in 4Q FY07 as it provided 
for prior period taxes through the P&L. However, adjusted profit 
(excluding forex gain of Rs100 mn, and prior period tax) was lower 
only by 28% YoY at Rs298 mn.  The order book continues to be robust 
at Rs74 bn, at 3.0x FY07 sales. HCC has not unveiled additional details 
on real estate, and hence we retain our Rs33/share valuation for the 
same.  

The stock is currently trading at an EV/EBITDA of 8.1x and PE of 13.4x 
FY09E estimates, excluding its real estate value. We continue to be 
positive on the company, given the steady revenue CAGR of 20% over 
the next two years in its construction business. Additionally, as plans 
on its real estate unfold, there will be further upside potential. We 
continue to maintain our Buy recommendation, with a target price of 
Rs118, valuing the core construction business at 9.5x EV/EBITDA 
FY09E estimates.   

(Please click here for details on page 2) 

Market Movement 

 Close Diff % Chg 
BSE 100 7,028.8 -142.5 -2.0% 
Dow Jones 13,120.94  15.44  0.12  
Nasdaq 2,557.21  2.75  0.11  

Turnover 

 Rs mn  % Chg 
BSE  37,710  -16.0% 
NSE 82,220  -30.5% 

Advances/Declines (%) 

 Advances Declines 
BSE 30.3% 67.3% 
NSE 25.0% 72.7% 

Nifty Delivered Statistics 

 Delivered 
Quantity 

% Daily 
Quantity* 

Most Delivered   
Jindal Steel          9,743  74.8 
Ind Hotel       784,053  72.2 
Mah Seamles        91,372  71.4 
Chambl Fert       266,507  71.3 
Least Delivered   
IFCI  15,974,573  16.1 
Titan        45,070  15.3 
Rel Capital       157,824  13.1 
Century Tex       147,869  12.1 

* to trade quantity. 

Institutional Activity 

26 April 2007 Cash (Rs mn) F&O (Rs mn) 
FIIs   
Buy 30,644 91,854 
Sell 27,048 86,253 
Net 3,598 5,601 
Mutual Funds   
Buy 10,401 - 
Sell 10,224 - 
Net 177 - 

Key Statistics 

 Close Change 
Rs/US$ 41.36  0.26  
Rs/Euro 56.44  0.35  
10 yr G-Sec (%) 8.10  0.05  
Call rate (%) 8.00 - 
Brent-spot (US$/bbl) 67.55  -0.41 
WTI-spot (US$/bbl) 66.46  1.40  
Aluminium (LME, US$/t) 2,790 -7.00 
Copper (LME, US$/t) 7,740 -108.00 
Zinc (LME, US$/t) 3,688 -2.00 
Steel (US$/t) 568 0.00 

 



Full tax impacts profits
Hindustan Construction Co. (HCC) declared results lower than
expectations in 4Q FY07. EBITDA came in line at Rs870 mn, while interest
came in higher than expected. This is why we are reducing our FY08E
and FY09E profit estimates by 4% and 2%  respectively. Given the
removal of Sec. 80 IA tax benefits for construction companies with
retrospective effect, HCC reported a net loss in 4Q FY07 as it provided
for prior period taxes through the P&L. However, adjusted profit
(excluding forex gain of Rs100 mn, and prior period tax) was lower
only by 28% YoY at Rs298 mn.  The order book continues to be robust
at Rs74 bn, at 3.0x FY07 sales. HCC has not unveiled additional details
on real estate, and hence we retain our Rs33/share valuation for the
same.

The stock is currently trading at an EV/EBITDA of 8.1x and PE of 13.4x
FY09E estimates, excluding its real estate value. We continue to be
positive on the company, given the steady revenue CAGR of 20% over
the next two years in its construction business. Additionally, as plans on
its real estate unfold, there will be further upside potential. We continue
to maintain our Buy recommendation, with a target price of Rs118,
valuing the core construction business at 9.5x EV/EBITDA FY09E
estimates.

Highlights
nnnnn Strong order backlog with higher margin projects: HCC has a strong

order backlog of Rs74 bn, excluding a disputed order of Rs19.4 bn. This
will fuel its 20% revenue CAGR over the next two years. Although there
has been a slowdown in order inflow, the management expects this to
pick up in the second half of the year post monsoons. The company
currently is L-1 on projects of around Rs19.3 bn. An important positive
is the higher proportion of hydro-power projects in its current order
book. These have higher margins, and will result in margin improvement
in FY09E (see Exhibit 2).

nnnnn Higher interest costs: During the quarter HCC's interest costs rose, as
the company's debt increased by around Rs3 bn. Interest came in at
Rs212 mn, which was higher by 149% YoY and 21% QoQ. Accounting
for the higher interest cost, we have marginally reduced our estimates
by 4% in FY08E and 2% in FY09E.

Please see important  d isclaimer at  the end of the report .

Price Performance (%)
1M 3M 12M

Absolute                  10.1  (31.3)  (42.2)
Relative*  3.7  (30.0)  (57.7)

*To the BSE Sensex

Relative Performance

(As of 27 April  2007

Sector : Construction
Target Price Rs118
Market cap Rs25.2 bn/US$566.7 mn
52-week range Rs184/83
Shares in issue (mn)             256.1
6-mon avg daily vol (no of shares)     2,798,716
6-mon avg daily vol (mn) Rs275.5/US$6.2
Bloomberg              HCC IN
Reuters             HCNS.BO
BSE Sensex      13909
Website www. hccindia.com
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Result Update Rs98; Buy

Sou rce: Company, ASK Raymond Jame s. Note: Valuations a s of 27 April 20 07, exclud ing Rs33 / sh are of real estate .

Exhibit 1: Financial summary                           (Rs mn)
Y/E March FY05 FY06 F Y07E FY08E FY09E
Net Sales  15,765  20,281  23,945  28,734  34,481
EBIT DA  1,542  1,833  2,370  2, 845  3, 586
EBITDA (%)  9.8  9.0  9.9  9.9  10.4
Adjusted PAT  664  816  686  876  1, 251
EPS (R s)  2.6  3.2  2.7  3.4  4.9
EPS Growth (%)  -  22.8  (15.9)  27.7  42.9
ROCE (%)  16.6  12.2  6.3  8.5  10.7
RONW (%)  25.7  13.1  7.6  9.3  12.2
PE (x)  25.2  20.6  24.5  19.2  13.4
EV/EBIT DA (x)  12.7  10.2  11.9  10.1  8.1

Shareholding Pattern (%)
Promoters  47.0
FIIs  14.5
MFs/FIs/Banks  11.7
Others  26.8
(As of 31 March 2007)

Analysts:

Lavina Quadros
lquadros@askrj.net
Tel: (91 22) 6646 0015

Ravindra Kumar Goyal
rgoyal@askrj.net
Tel: (91 22) 6646 0145
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nnnnn Full tax provided for: As per the Union Budget of 2007-08, the
Fi nance  Mi nis ter  has  removed  t ax exemptions  en joyed  by
construction companies with a retrospective effect from 2001. This is
the first quarter when HCC has provided for full tax, as against MAT
earlier. This resulted in the 28% YoY decline in profits adjusted for the
extraordinary forex gain and prior period tax. Reported profit showed
a net loss, as the company accounted for the full tax of the first three
quarters in FY07 and retrospective tax impact in 4Q FY07. Of the total
prior period tax of Rs425 mn, Rs87.2 mn was for earlier quarters of
FY07. The balance tax was for years prior to FY07, and was merely
an accounting entry and not a cash outflow for HCC as the company
had paid its taxes and created a reserve for the same.

nnnnn Real estate plans yet to be unveiled: HCC has around 12,500 acres
of land at Lavasa, outskirts of Pune, which the company is expecting
to develop  as a townshi p. Subs tantial  value is expected to be
unlocked as the same is developed. We had valued it at Rs14/share
based on land value (considering acquisition of around 10,000 acres
is completed). Apart from this, they have 26 acres of land in Vikhroli,
which we had valued at Rs19/share based on land value and plans
to set up a Corporate Park. Given that there are no updates on the
real estate front and plans are yet to be unveiled, we maintain our
earlier valuation of Rs33/share.

nnnnn Reasonable upside: Excluding Rs33/share for its real estate business,
HCC is currently trading at an EV/EBITDA of 8.1x and PE of 13.4x
FY09E. We continue to maintain our Buy recommendation, with a
target price of Rs118 (including Rs33/share for real estate), valuing
the core construction business at 9.5x EV/EBITDA FY09E estimates.

Exhibit 2: Order book break-up

Sou rce: Co mpan y da ta , ASK Ra ymo nd James.

Power
34%

Others
4%

Transportation
51%

Water s upply/ Irrigation
11%

Exhibit 3: Quarterly results    (Rs mn)

Y/E Marc h 4Q FY07 4Q FY06 % chg FY07 FY06 % c hg

Income from operations 8,476 7,751 9. 4 23,945 2 0,281 18. 1

Expenditure 7,606 7,072 7. 5 21,575 1 8,448 16. 9

EB IT DA 870 679 28. 1 2,370 1,833 29. 3
EBIT DA margin (%) 10. 3 8.8 - 9.9 9 .0 -

O ther income 25 8 213. 4 39 4 915 .8
Interest 212 85 149. 3 620 414 49. 7

Depreciation 244 147 66. 0 797 524 51. 9

Extra ordinary items (325) 21 - (178) 476 -

PBT 114 476 (7 6.1) 815 1,375 (4 0.7)
T a x 172 38 351. 7 360 127 184 .0

Rep orted  PAT (58) 438 (113.2) 455 1,248 (6 3.5)
Ad jus ted  PAT 298 417 (2 8.4) 686 816 (1 5.9)
Sou rce: Comp any d ata.
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Disclaimer
ASK Raymond James & Associates Private L imited , Mu mba i i s a joint ven ture between ASK Investme nts and Fina ncial Consultants Private Limited, Mumbai and Heritage Internationa l Limi ted (a su bsidiary o f
Ra ymond James Financial, Inc, USA). This pu blication has been  prepared by ASK-Raymond  James & Associates Private Limited a nd may b e distributed b y it and its affil iate d companie s (co llecti ve ly "Raymond
James") solely for the informa tion of the  customers of Raymo nd James. Ra ymond Ja mes & Associate d companies are a full-service, in tegrate d investment banking, i nve stmen t manage ment an d brokerage group.
While  reasona ble care h as bee n used  in  its p re paration, this re port does not pu rport to  be a complete d escrip tio n o f the  securities, markets or developmen ts re ferred to  he re in, and  Raymond  James d oes no t
warrant its accuracy or completeness. The information contained herein ma y be chan ged wi thout notice.
We an d ou r affil iate s, officers, directors, and  employee s world wide may: (a) from time  to time, have long or sho rt p ositio ns in, and b uy or se ll the securiti es thereof, of th e companies mentioned herein or (b) be
en gaged in a ny other transaction involving such securities and  earn brokerage o r other compensation or act as a market maker in the finan cial i nstruments of the  companies discu ssed herein or act as advisor or
le nder/borrower to such co mpanies or ha ve oth er potential  conflict of inte rest with  respect to any recommendation and related information and opinions. Our research analysts and  sales pe rsons pro vid e importa nt
inputs into ou r investmen t banking activities.
This report is not an  offe r, or sol icita tio n o f an offer, to b uy or sell any se cu rity mentioned herein. No part of this material ma y be dupl icate d in a ny form and /or redistributed without the prior written consent o f
Raymond James.
This report is not directed or in tended fo r distribu tion to , or use by, any person or entity who i s a citizen o r resident of or l ocated in a ny locality, sta te, country or other jurisdiction, where su ch distribu tion, pu blication,
avai labil ity or use would  be contra ry to  law , re gulation or wh ich wo uld su bject Raymond Ja mes and affili ate s to  any registration  or licensing requirement with in such jurisdiction.  Th e securities described herein
may or may no t be  elig ible  for sale in a ll ju risdictions or to a certain  ca teg ory of investo rs. Persons in  whose p osse ssion this documen t may come are  re quired  to inform themselve s of a nd to observe
such restricti ons.
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An al yst  Cert ificat ion
The researc h analysts, with respect to each issuer and its sec urities covered by them in this research report, certify that:
nnnnn All  of the views  expressed in this research report acc urately reflect his or her personal views about all  of the issuers and their sec urities; and
nnnnn No part of his or her com pensation was, is, or wil l be directly or indirectly related to the speci fic recommendations or views expressed in this research report.
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