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2QFY12 Result – In red

• Hindustan Construction Company (HCC) reported disappointing results with a decline in

topline and negative bottomline. Revenue for the quarter stood at Rs 8.3 bn compared to

Rs 8.9 bn in 2QFY11, a dip of  6.6% YoY. EBITDA margin declined to 11.3% compared

to 12.7% in 2QFY11. Decline in sales and increase in depreciation (up 15.5%, YoY) and

interest expense (up 60% YoY) led to a net loss of  Rs 406 mn versus Rs 121 mn net profit

in the previous corresponding quarter. This quarter, the company has reported a forex

loss of  Rs 42 mn due to weak rupee, which also fuel the tumbling PAT.

• Balance sheet has further deteriorated with increase in debt to Rs 41.7 bn (debt/equity of

2.8x) and working capital cycle of 349 days.

• Lavasa’s performance continued to be adversely impacted by the MoEF’s order to stop

work. Lavasa has reported a loss of Rs 710 mn on standalone basis for 1HFY12 versus

profit of Rs 1,103 mn in 1HFY11. The Bombay High Court has directed Government of

Maharashtra to take action pending in accordance with MoEF directives within two

weeks. It has also directed MoEF to pass a decisive order by 16 November 2011. Lavasa’s

Rs 1.68 bn of debt will be due for repayment in 2HFY12 and Rs 3.5 bn in FY13. The

company is in talks with banks for postponement of repayment.

Outlook and valuation

Order book of the company stands at Rs 162 bn (3.8x FY12E revenues). Considering long

gestation nature of HCC’s order book and significant exposure to irrigation and hydropower

segments, revenue visibility is not strong. Improvement of  stretched working capital cycle of

349 days and increased debt of Rs 41.7 bn (debt /equity 2.8x) remains a challenge and in a

high interest rate scenario, higher interest cost will continue to impact earnings.

Though the management is hopeful about a positive outcome of  Lavasa; in our view, due to a

prolonged halt, restoring buyers’ confidence, arranging the future funding and getting back the

project on track will be a challenge. The stock trades at 1.1x FY13E book value and 84x FY13E

earnings. We have revised our estimates downwards significantly. Maintain Underperformer.

Financial highlights

(Rs mn) 2QFY11 2QFY12 YoY (%) FY10 FY11 YoY (%) FY12E YoY (%) FY13E YoY (%)

Net sales 8,888 8,302 (6.6) 36,442 40,932 12.3 42,448 3.7 48,235 13.6

EBITDA 1,133 936 (17.4) 4,279 5,373 25.6 5,433 1.1 6,271 15.4

EBITDA margin (%) 12.7 11.3 – 11.7 13.1 – 12.8 – 13.0 –

Other income 61 (30) – 130 170 30.6 100 (41.1) 200 100.0

Interest 671 1,074 60.2 2,052 2,899 41.3 4,306 48.5 4,505 4.6

Depreciation 359 414 15.5 1,139 1,527 34.1 1,629 6.7 1,693 3.9

PBT 165 (582) – 1,218 1,117 (8.3) (402) – 273 –

Tax 43 (176) – 404 407 0.7 (40) – 82 –

PAT 121 (406) – 814 710 (12.8) (361) – 191 –

PAT margin (%) 1.4 (4.9) – 2.2 1.7 – (0.9) – 0.4 –

EPS (Rs) 0.2 (0.7) – 1.3 1.2 (12.8) (0.6) – 0.3 –
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Order book – The company’s order book stands at Rs 162 bn and it is the lowest bidder on

projects worth Rs 20.8 bn. There is drop of order inflow of 51% for first six months against

previous six months.

Order book break-up

Source: Company, B&K Research

Revenue break-up

Fund raising for BOT projects – The current BOT portfolio of the company comprises

of 6 road projects worth Rs 55 bn.  HCC has completed the transaction of raising funds of

Rs 2.4 bn (at a valuation of Rs 16.5 bn or Rs 23/share of HCC) by diluting its 14.5% stake in

HCC Concessions (BOT holding company) to Xander Group. With Rs 7.5 bn already invested

by HCC, these funds will help in meeting the majority of balance equity commitment.

Karl Steiner AG – Closing order backlog stands at CHF 1.4 bn (Rs. 77 bn) excluding

contracts worth CHF 475 mn (Rs. 26 bn), which is yet to be signed. Order inflow during Q2

is of  Rs. 25 bn. Net sales of  the company was flat and stood at CHF 172 mn, PAT of  the

company grew by 660% to CHF 4.2 mn.
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Balance Sheet

Yr end 31 Mar (Rs  mn) FY10 FY11 FY12E FY13E

Current assets 46,242 60,960 66,118 68,865

Investments 4,087 5,313 6,313 7,313

Net fixed assets 11,845 12,100 12,213 12,021

Total assets 62,175 78,373 84,645 88,199

Current liabilities 20,430 26,772 27,404 31,050

Total Debt 25,147 34,714 41,000 41,000

Other non-current liabilities 1,426 1,665 1,665 1,665

Total liabilities 47,003 63,151 70,068 73,715

Share capital 303 607 607 607

Reserves & surplus 14,869 14,615 13,970 13,877

Shareholders' funds 15,172 15,222 14,577 14,484

Total equity & liab. 62,175 78,373 84,645 88,199

Income Statement

Yr end 31 Mar (Rs  mn) FY10 FY11 FY12E FY13E

Net sales 36,442 40,932 42,448 48,235

Growth (%) 10.0 12.3 3.7 13.6

Operating expenses (32,013) (35,534) (37,014) (41,964)

Operating profit 4,429 5,398 5,433 6,271

Other operating income (150) (25)

EBITDA 4,279 5,373 5,433 6,271

Growth (%) (0.8) 25.6 1.1 15.4

Depreciation (1,139) (1,527) (1,629) (1,693)

Other income 130 170 100 200

EBIT 3,270 4,016 3,904 4,778

Interest paid (2,052) (2,899) (4,306) (4,505)

Pre-tax profit 1,218 1,117 (402) 273

(before non-recurring items)

Pre-tax profit 1,218 1,117 (402) 273

(after non-recurring items)

Tax (current + deferred) (404) (407) 40 (82)

Net profit 814 710 (361) 191

Adjusted net profit 814 710 (361) 191

Growth (%) (35.0) (12.8) – –

Net income 814 710 (361) 191

Du Pont Analysis – ROE

Yr end 31 Mar (x) FY10 FY11 FY12E FY13E

Net margin (%) 2.2 1.7 (0.9) 0.4

Asset turnover 0.6 0.6 0.5 0.6

Leverage factor 4.5 4.6 5.5 5.9

Return on equity (%) 6.5 4.7 (2.4) 1.3

Valuations

Yr end 31 Mar (x) FY10 FY11 FY12E FY13E

PER 19.7 22.6 (44.3) 83.8

PCE 8.2 7.2 12.6 8.5

Price/Book 1.1 1.1 1.1 1.1

Yield (%) 1.5 1.5 1.5 1.5

EV/Net sales 1.1 1.2 1.3 1.2

EV/EBITDA 9.2 9.1 10.2 8.9

Key Ratios

Yr end 31 Mar (%) FY10 FY11 FY12E FY13E

EPS (Rs) 1.3 1.2 (0.6) 0.3

EPS growth (45.1) (12.8) – –

EBITDA margin 11.8 13.1 12.8 13.0

EBIT margin 9.0 9.8 9.2 9.9

RoCE 8.6 8.6 7.2 8.4

Net debt/Equity 153.3 215.3 270.9 273.2

Cash Flow Statement

Yr end 31 Mar (Rs  mn) FY10 FY11 FY12E FY13E

Pre-tax profit 1,218 1,117 (402) 273

Depreciation 1,098 1,387 1,629 1,693

Chg in working capital (6,515) (8,320) (4,952) 812

Total tax paid (109) (168) 40 (82)

Cash flow from oper. (a) (4,308) (5,984) (3,685) 2,696

Capital expenditure (1,198) (1,641) (1,743) (1,500)

Chg in investments (432) (1,226) (1,000) (1,000)

Cash flow from inv. (b) (1,630) (2,868) (2,743) (2,500)

Free cash flow (a+b) (5,937) (8,852) (6,428) 196

Equity raised/(repaid) 4,593 (378) – –

Debt raised/(repaid) 1,929 9,567 6,286 –

Dividend (incl. tax) (240) (284) (282) (284)

Cash flow from fin. (c) 6,282 8,905 6,004 (284)

Net chg in cash (a+b+c) 345 53 (424) (88)
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B&K Investment Ratings:

1. BUY: Potential upside of > +25% (absolute returns)

2. OUTPERFORMER: 0 to +25%

3. UNDERPERFORMER: 0 to -25%

4. SELL: Potential downside of < -25% (absolute returns)

B&K RESEARCH

70 71

9 4 2

196

0

25

50

75

100

125

150

175

200

225

Buy OP UP Sell NR UR

no
. o

f c
om

pa
ni

es

136

66

151

0

25

50

75

100

125

150

175

> $1bn $200mn - $1bn <$200mn

no
. o

f c
om

pa
ni

es

By Market Cap (US$ mn) By Recommendation

B&K Universe Profile

OCTOBER 2011



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


