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Annual Report 2006-07

Highlights
2006-07

= Rgvanue from oparations increased by 18% from Fs 2028 crome in
HHIE-DE 1o As 2395 crere in 200607

= Oparating profits (PBONT including profits from JW moressed by 29%
frorn Fs 186 crone in 2006-06 to Az 240 crore In 2006-07

8 Profit before tex (without excaptional income) increased by 20%
from Fs S8 crore in 2005-06 to Ra 118 crore n 200607

= Crder backiog stood at Bs 9372 crora

= Suscassiully implemenied SAF (ERP & Data Warehousing) &t
Corporata Office & majority of project sites
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HCC's Contribution To Nation Building
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Chairman’s Letter

Chear Shareholdars,

H oo will recollect, last year your Company's incoma from operations crossed the Rs 2000 cromg mark - dosing at
As.2.028 crora. The growih continues. For 200607, revanus from operations of HCOC has towched As.2,.355 crore, which translates
taa grasih of 18 par cant over The previous yeer.

I 1y latter to wou last year, | had expressed the hope that your Company's rewanues would cross Rs. 2,500 crore this year.
Undartunatehy, that hias not kappenad. But it does iol warry he [os muach. Let ma axplain ey,

The infrastructure businass i lurmay ' inonatura, All it raquiras = 8 few largs projacts coming on-straam for any conatruction
COMIBANY'S Mewvanues o shoot up, In the case of HCC, saveral larpe projects wena in the procass of being finalised during the
last quartar of 2006-07, but was not completed by the end of the year. For many of them,
your Compary hes offered the moet attractive tachmcalcurm-financial tander jcalled L1 in
the businass), | arm, therehors, hopehul that wa will Secure some large value confracts
fairty soon. Thus, in all lelihood, the dip in revenue grosah in 200607 over the previous
yvaar wil ba a thing of the pagt-and thet youw Cornpany 's top line will surge in 2007-08.

Equaly, | naed to share with wou my balisf that variations in year-on-year revenue
grewth may become the norm for 2l the key players in the construction industry.
Whila thare has bean substantial grawth in infrastructure spand in India over the last o
¥aars, i hes been accompanied oy an egually significent nse in compatition. A decade
a0, whila tha markat was much smaller, the aumber af major playars in the construction

space was imited - and aach could carve out assurad businass, Today, the market is

larger &= @ the number of comgetiors. i B an environmant swhare, in some years, &
e parny will orab a langer shang of the business and gron faster than fe pesrs; and i ather tirmsas e pole pasition wil be aken by a
competion Thus, while avery major consirustion company will aniey haalthy double digt growth in foreseeable future, the rete of
gronevth for ary compary wil vany 8cross the years, depending upen wha has captured larger busingss i any givan eccounting cycle.
Thatis healthy comgatition, And it iswary misch a part of changing infragstructure-construction landscape of today s India

Imt guich an emdranmant, how does one ensure pradictability of significant double digit growih? Thig is the tesk that hes beean
the prire fogus for me and the senior managament of your Comparny, Led me share with you, what HCC is in the process of doing,
and naads o do, with single minded datarmination in crder to achieve prediciable high growth.

First, and foremaost, your Compary bas 1o spand sigrificantly greater tma, effort and maney 1o build an three forms of capital
thatdriva growth: humean, organisatanal end physical capeal Le. machineny.

O these threa, the greatest challenge facing every compary in India is the rapid ramging up of human capital, Simghy put, the
aconomy and tha comparate aector are grewing ruch fastes then the supply of trained and skilled paogla; and this i tree for any
sphare of busingss activity in India, This supply shartags can anly be parthy addrassed through significant increases in cormpensation
= spmiething that youw Compary is doing and will continue 1o do over time, More importanthy, it requires cn-the-job fraining and
upgrading of skills, especally for project menagers, site engneers and skilled construction workers. HCC has stened several
nitiatives in this regard, and moneare to folow,

Upgrading hurnan capital must go kand-in-hand with significant improvernenta in the erganisational struciure. The sipe, scale
and bresadth of activities that any construction majee must engage i foday, reguires a flat, nimble, empowered and proactive
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crganisation, whera avarything is nkad inraal ime throwgh date and information flows. Youwr Company is actively engagpad in this
task. We belava thet scaling up coours whan there i an optirnal metch betweaen processes and systarns, HOC, therafone, (s putting
company-wide processes in place and backing these up with a 51012 - of - the - a1 ERF under the 54P R platform, coupled with
Business Information Warahousing which provides end-to-end visibility of ewary business oparation, amy tima enywhere. | balieve
that yaur Cormparny's an - going initiathves in the HA, onganieatonal and | T frants will ereate 8 significantly mone rpbuat growth anging
for thi futune,

In addition 1o people and onganisaton, your Cormpany neads to ifves] even maone on construstion equipment. Unlike 1he
davilopad world, India doss not have amy majorn, divarsified construction equigment company that leasas these assets 1o varous
sarvice providars end moves tharn from site to site. Tharefora, all mejar constructon cormpanias in Indie must invest in thair own
machinary; and with the grawah in the infrastruciune spand, thase invastrments ar Baund bo rise, Whils this necessarily noeases &
company's capital stock and therefore affects the retum on capital emgloyed, thare is really e choice on the matter, Withouwt these
investrments, one cennot execute more prajects. In the coming years, thenafora, you will zes HOC investing significantly lerger
armgunt aneguipmeant and machinerny - but in daing So, shwys balancing growth opparunities with the fetum on capital amployed.

Second, your Company nesds 10 expand its businass spece. Infrastructure @ about three pillers: Develop, Build and Operate.
In mast parts, BOC s located in the 'Build’ space as o majer contractor for projects. We have considerable experiencs in this domain
across tha entire gamut of constructon actieitias; and it has served ws wall in tarms of revanuss, profits and sharaholdar walus.
Going farward hinwevers, swe naed to b in the ether two spaces aswell Le. baing Developers and Operators.

An obwvious extension i to ba in the Buikd-Operate-Transfer {BOT) space especially for stretches of dual camiege, rastricted
acoess, oll roads on ratienal highweys. You will see congideraiia activity on this frant in the future. The ather aspect is develapmant
of infrastracture, aspecially real astata and tewnships, Tha group as a whale is conscioushy moving in this direction, Your Comgpany
has antered mio 8 developrment rights agraamant with HCC Feal Estete Lid, a wholly owned subsidiary, for & portion of its land in
Vikhiradi, BMurnbai, and is exploning various developmant aptions for this proparty. Meramesr, HOC Real Estate Lid hokds 63 per cant
equity stake in Lavasa Corporation Limited, which is developing a 12,500 acra integratad township in Warasgaon, located batwaen
Purs= and Mumbai,

Lt e gy Mawa on 10 S0me wider macrs economic issuas, a5 | have dona in my previous lethars toyou.

The first deals with the withdrowedal of Seqtion B0-14 banedit under the Income Tax Agt for gongstruction companies, which was
announced with retrospactive effect in the Union Budget of 2000408, As we al know, Indie is in despenats nead for more
infrastructure; and this requirsrment wil eantinue unabated lar the nesxt decade If naot moee. Section BO-16 gave tax malisl 1o
infrastructure projests and thus attracted greater investments and moma public prvate partnarship (PPPE i nfrastructuna
Cnstruction is tha soul of physical infrastructure. The ramosal of Section B0-A benefit has significantly affected the battom ling of
all construciion companies, end HCC i no exception. Despila a 20 per cant grawdh in your Compary's praliis belore tax and
exceptional items, is post-tax profits kave fallen, thanks largaly to the withdrawal of Section 80-14.

Thi withdrawal of Saction BO-1A is retrograda. [fwe asa natian want greates PPF in infrastructune - which = the only way to go
given the fiscal constramts of the Union governmant - then we have to make construction financially attractive. Saction 8014 did
pracizaly thet To remowe it for short termn revenuse gains (8 penny-wise, pound-foolish. The govamment would have galned moch
g b fesenue in the long rumnwith Section B-LA, than without.

by wider concern relates o intemational competitiveness and the quality of India’s engagement with, and place in, the global
coonormy. Let me try and explain it in terms of a fow key propasitions
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= [ngdia cannot grow &t B 53 per cent an & sustained basis without being globally competitive in evenything that i doas

= Aoroas-the-board ghobal competitiveness cannot occur without significant increases n capacity on the supphy sida

= bdajor supply side anhancesnants will not happen withaut significant build up of physical infrestraciure - be it roads, powear,
ports, Erports, telecoms, special economic aones and the like

= Systained groweth i infrestructure activity driven largely by tha private sector cannot accur without a globaly compatitive
iriberest and exchangs rate ermdronment, backed up by swisble long-term flscal incenthes

Therafora, if we as a nation have to be globally angagead, wea must concantrate on creating and sustaining 8 Macroeconomic
palicy and regulatony emdronment thal schieves competitive interest and exchange rates, avoids dyslunctional cese-fy-case
miarepntions as we did pra-1991, and sustaing a healthy imestmant climate for rapid buikd up of physical infrastructure and
menufaciuring cegeacitias. Thet is what can ganersta 8 par cant  growth for 8 long encugh paried 1 Iift 8 langa cross section of our
paaple sbwe tha povarty line.

While thare are many promises about refarms, | don't ses encugh urgency to create the infrastruciune that builds the supply
side which can sustain 8 per cent growth. We are 8o dalighted with the compound annuel growih rate in excess of 8 per cant
ottt tha last taur years, and 8 per cant-plus growth in e last beo, that we think swch things happen almost sutomatically, They
don't, And the defining momant for India will be if wea can rapidy refocus pur energies in doing the things that we nead 1o do to
achiews 8 per cent growth over the next decada,

Theat will ba a truly great achievement for India. And therefore, wea musinavar taka cur ayas off that tangat.

To racap: 200607 was a good year for yvour Company, but it could hava been bettar, Intarmally, wa ara doing all tha things that
are required to agein raise the revenus grnwth rate and achieve highar profits for the futwura. If the investment dimate for
infrasiruciune rermaing posithg, | arm sonlident thal the initaties that your Compary has 1aken 1o optifmise 13 oparations and widan
s busmess feotprints will viekd batter rasults

Lk wau, | loak fareard to k.

Thanks anca again for your sugport. Wea, tha HOC menagameant and emgloyess, valuwe it mara than anything elze.

With basiwishas,

Yiours snoorohy

Sttt

Ajit Gulabchand
Chairman & hanaging Director
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Gosikhurd Spilbway Progect
Nisharashirs
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Gaodarear LAT Irngabon Frojest
Ardhin Praciash
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