—————SANSCO-SERVICES=Ammual Reports Library-Services —www.sansco.net

Pty

HINDUSTAN CONSTRUCTION CO LTD
74TH ANNUAL REPORT 1999-2000



http://www.reportjunction.com
www.reportjunction.com



http://www.reportjunction.com
www.reportjunction.com

h@h\iqh S

AT
g { 4* )\ } "‘,’f

E3 Highest ever net profit of Rs.21.4 crore, a rise of 131
oer cent over 1998-99, £= Operating margins increased to 18.2
per cent against 10.7 per cent in 1998-99. L3 The retum on
capital employed has shown significant improvement :
15.5 per cent as againt 10.6 per cent in 1998-99.

- = Completed HCC's section of the
_4 prestigious Mumbai-Pune expressway
on schedule

B2 HCC's share of new orders is Rs.124 crore and
S the lowest bidder for orders worth Rs.933
crore. [ Comfortable balance work on hand at
Rs. 941 crore,
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Dear Shareholders

Everyone agrees that India desperately needs much greater public
well as private investment in infrastructure, However, the sad fact is
that, despite numerous policy pronouncements and statements of
lofty mtent, infrastructure 15 perhaps the most neglected arca of
cconomic activity in India.

Today, most states are desperately short of power. Our roads are in
pathetic shape and utterty unable to cope with the present traffic,

icave aside the future. Ports are congested bevond belief. Despite the
ubiquitous STII/ISD booths, telecom has vet to touch the hemlines of society. It 1sn't an
exaggeration to say that the pathetic state of physical infrastructure in India 1s the single largest
constraint to achieving a sustained GIIP growth of 7.5 per cent per vear over the next decade.

The tame to change s now. Yet, very little scems to be happening at the ground level. And,
being i the business, your company knows this better than most. Policies are announced with
great regularity. Action, however, renins firmly on the sidelines. There are several reasons for
massive delays i getting projects off the ground: time-honoured bureaucratic processes that
gives no value to the opportunity cost of lost tme, lack of deregulation of many key sectors.
state-level laws and procedures that create muluple bottenccks, severe fiscal constraints of the
states and the centre, and the lack of innovative, long and medium term debt instruments that
can tinance private sector projects. There are delays in formally starting  projects; in pre-
qualification: in short-listing tenders: in awarding orders; and in making payments.

Such concerted procrastination has atfected your company’s revenues. In 1999-2000, HCC's
operational income stood at Rs.5330.8 crore. This was a decline of 15 per cent over the
Rs.625.4 crorve reported 1 1998-99.

Despite these adverse circumstances — which were entirely due to external factors — 1 am
happy to mform you that vour company generated substantially higher profits. HCC increased
its profits before tax from Rs. 10,6 crore in 1998-99 to Rs.24.6 crore i 1999-2000 — a rise
of 132 per cent. Profits atter tax also increased by 131 per cent — from Ris.9.3 crore in 1998-
99 to Rs.20.4 crore during 1999-2000. As the chapter on Management 1Jiscussion and
Analysis shows, this growth in profitability occurred due to significant improvements in project
manageinent and operational cfficiencies. I would refer you to that chapter for greater details
about HCC' operations and finances during 1999-2000).

Here, | would like to highlight five features that might be of interest to you as the owners of
HCC.

First, indicators suggest that HCC will achieve somewhat higher levels of operational income
i 200001, and a sigmificantly larger amount in 2001-02.This 1s not tortune telling, but based
on the order book positon and realistic estimates of HCC's share in future intrastructure spend
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— not imaginary projects, but those which are in the process of getting awarded, and where
HCC has every chance of being the selected contractor. So, the top line should be better than
before. '

Second, we intend to sweat capital and squeeze profits more than ever before. For 1999-2000,
our operating margins as share of operating income was in excess of 18 per cent. Although
relatively high — especially compared to 10 per cent in 1998-99 — we are not satisfied with
this. The management will do its utmost to raise this margin, and I shan’t be satisfied unless it
crosses the 20 per cent mark. So, I expect to see not just larger revenue and profits, but a higher
profit rate from a greater base,

Third, we have begun IT in a big way, and are going to be a fully IT-enabled company. We are
determined to use every possible aspect of I'T to streamline operations, increase efficiency, get
closer to the customers and deliver higher profits. IT is not a fad with us. It is a key driver for
greater competitiveness and profitability. Your company is sparing no expense in this regard.

Fourth, HCC is making a determined effort to be at the forefront of corporate governance.
Again, this is not a fad, but a deep rooted commitment of the management of your company
that everything must be run in a transparent manner. Being competitive requires investments.
Investors come with trust. And the best standards of corporate governance create and sustain
such trust from shareholders, creditors, customers, suppliers, sub-contractors, employees and all
other stakeholders of a company.

Our commitment to corporate governance is reflected in this annual report. Technically, being
a Group B1 company in the Mumbai Stock Exchange, your company need not have complied
with the SEBI Corporate Governance code until 2001-02. But we voluntarily chose to do so
in 1999-2000. |

Finally, corporate governance must eventually translate to greater shareholder value. To my
mind, that translates to a simple axiom: consistently raise the return on capital employved
(ROCE), and increase corporate value by widening the gap between the cost of, and the
return on, capital. I'm happy to inform you that your company’s ROCE for 1999-2000 is 15.5
per cent — well above 10.6 per cent of the previous year. We are committed to raise this
further.

Despite a gloomy infrastructure scenario, HCC has posted relatively good results. Something
tells me that the next few years will see a distinct upturn in infrastructure spending. When that
happens, HCC will be waiting to grab a larger slice of business. And in the process, deliver
better shareholder value. :

Ajit Gulabchand
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