
Hindustan Construction Company Ltd — FY 2026 Annual Report Analysis

Annual Report Analysis (Consolidated)

Investor Snapshot

# Analytical point Sentiment

1

Hindustan Construction Company (HCC) is a legacy EPC player undergoing a "managed

contraction," shifting from a bankruptcy candidate to a recapitalized entity with a shrinking

operational footprint.

Neutral

2
Revenue plummeted 29.16% YoY to ₹3,970 Cr, with core construction revenue dropping 32.27%,

signaling a structural decline in business scale despite a ₹12,971 Cr order book.
Negative

3
Operating margins are under pressure as the company pivots toward high-margin but execution-

heavy sectors like Pumped Storage Hydro and Nuclear to offset the loss of government EPC volume.
Neutral

4
Reported PAT of ₹166 Cr is of low quality, as it is entirely supported by ₹284 Cr in non-cash "interest

on arbitration awards" rather than operational efficiency.
Negative

5
The company is in a technical debt trap where accrued interest payable (₹1,273 Cr) now exceeds total

principal borrowings (₹1,019 Cr), despite a ₹967 Cr Rights Issue.
Negative

6
Cash Flow from Operations (CFO) of ₹892 Cr is artificially inflated by stretching trade payables to

1,405 days and remains insufficient to cover total interest obligations of ₹977 Cr.
Negative

7
Capital commitments surged 926% to ₹147.96 Cr, indicating a potential shift toward asset-heavy

execution requirements for new specialized projects.
Neutral

8
Earnings quality is severely compromised by a qualified audit opinion on the recoverability of ₹173.91

Cr in Deferred Tax Assets and ₹3,431 Cr in receivables that exceed annual revenue.
Negative

9
Governance risks are paramount following the diversion of ₹400 Cr (40% of Rights Issue proceeds) as

a loan to a loss-making JV while subsidiaries remain in default on ₹297 Cr.
Negative

10
Promoter risk remains critical with 79.74% of holdings pledged, exposing the stock to significant

margin call volatility and potential forced liquidations.
Negative

11
The outlook is clouded by "recapitalized value trap" dynamics, where fresh equity is consumed by

legacy debt and off-balance-sheet vehicles rather than growth-oriented capex.
Negative

12
Investment View: Avoid; key monitorables include the recovery of the ₹400 Cr JV loan and the

reduction of the interest-to-principal debt ratio below 0.5x.
Negative

1. Business overview (In Bullet Points)

Business Segments: Core focus on Engineering, Procurement, and Construction (EPC) across high-

complexity sectors including Hydroelectric power, Nuclear power, Water supply, and Transportation (Roads,

Bridges, Metros).

Revenue Drivers: Primarily driven by project execution progress (Percentage of Completion Method) and the

realization of long-standing arbitration awards and interest claims.

Cost Drivers: Major costs include high-cost restructured debt servicing (Finance Costs), material

consumption, and significant legal/professional fees associated with litigation.

Industry Position: A legacy engineering giant celebrating its centenary, currently transitioning toward a

"managed contraction" or "asset-light" model to handle historical debt.
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Expansion Plans: Pivoting toward "difficult engineering" sectors such as Pumped Storage Hydro (PSP) and

Nuclear power to escape commoditized competition.

Acquisitions & Deconsolidation: Recent performance heavily impacted by the deconsolidation of Steiner

AG, which reduced the global workforce and revenue footprint.

Capacity Additions: Negligible recent investment in new plant and machinery (Depreciation fell 60%),

though capital commitments have recently surged by 926% to ₹147.96 Cr.

Segment Performance: Standalone EPC revenue collapsed by ~18% (following a 20% drop in FY25), with

core construction revenue specifically falling 32.27% YoY.

Geographical Presence: Primarily India-focused with landmark projects like the Mumbai Coastal Road and

Metro Line 3, while scaling back international exposure.

2. Management commentary & outlook

Management is pivoting the narrative toward "Responsible Construction," "Engineering Leadership," and

"Technology" to mark the company's second century.

Strategy focuses on higher-margin, technically complex projects like Pumped Storage Hydro (PSP) and

Nuclear power where competition is lower.

A strategic shift toward private sector clients (e.g., Tata Power PSP) is underway to reduce reliance on the

"Government Receivables Trap."

The company emphasizes an "Asset-Light" model, though this currently manifests as a shrinking operational

footprint with declining revenue.

Management highlights the successful ₹1,000 Cr Rights Issue (200% subscribed) as a critical milestone in

recapitalizing the balance sheet and removing liquidation threats.

There is a stated focus on "investing in people and digital fluency," despite a current period of capex

starvation.

Leadership has consolidated under family control, with Arjun Dhawan moving to Vice Chairman & Managing

Director following the exit of professional CEO Jaspreet Bhullar.

The outlook remains cautiously optimistic regarding the ₹12,971 Cr order book, though management expects

only 40%-50% to be recognized in the coming year.

Management Tone: The tone has shifted from defensive "liquidity at any cost" in FY25 to a cautiously

optimistic "survival as growth" narrative in FY26. However, a significant gap exists between the "technology-

led" rhetoric and the reality of falling depreciation and aging assets. The consolidation of family leadership

and the diversion of fresh equity into loss-making associates suggest a priority on promoter-led debt

management over minority growth. (LAST bullet point).
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3. Financial analysis

3.1 Financial statements

P&L statement (₹ Cr)

Line item Mar 2026 Mar 2025

Sales 3,970 5,603

Sales Growth % -29.16 -20.03

Expenses 3,404 4,969

Material Cost % 13 16

Raw material cost 527 564

Change in inventory 0 337

Manufacturing Cost % 0 54

Employee Cost % 9 9

Other Cost % 64 10

Operating Profit 565 634

OPM % 14 11

Other Income 155 653

Exceptional items 38 540

Other income normal 117 113

Interest 469 600

Depreciation 27 164

Profit before tax 223 523

Tax % 26 78

Net Profit 166 113

Profit from Associates 0 0

Minority share 0 0

Exceptional items AT 28 115

Profit excl Excep 137 -3

Profit for PE 137 -3

Profit for EPS 166 113

Profit Growth % 5,428 98

EPS (₹) 0.63 0.43

Dividend Payout % 0 0



Balance sheet (₹ Cr)



Line item Mar 2026 Mar 2025

Equity Capital 262 182

Reserves 1,865 724

Borrowings 1,019 1,679

Long term Borrowings 648 1,045

Short term Borrowings 371 634

Lease Liabilities 0 0

Preference Capital 0 0

Other Borrowings 0 0

Other Liabilities 5,345 5,504

Non controlling int 0 0

Trade Payables 2,027 2,092

Advance from Customers 0 877

Other liability items 3,318 2,534

Total Liabilities 8,492 8,088

Fixed Assets 247 242

Land 0 25

Building 0 28

Plant Machinery 0 687

Ships Vessels 0 1

Equipments 0 6

Computers 0 16

Furniture n fittings 0 16

Vehicles 0 45

Intangible Assets 55 62

Other fixed assets 0 4

Gross Block 0 889

Accumulated Depreciation 0 647

CWIP 19 7

Investments 198 110

Other Assets 8,027 7,729

Inventories 133 128

Trade receivables 2,253 2,388

Receivables over 6m 0 2,026

Receivables under 6m 0 413

Prov for Doubtful 0 -51

Cash Equivalents 458 708



Line item Mar 2026 Mar 2025

Loans n Advances 2,696 185

Other asset items 2,487 4,320

Total Assets 8,492 8,088

Cash flow statement (₹ Cr)

Line item Mar 2026 Mar 2025

Cash from Operating Activity 892 134

Profit from operations 627 825

Receivables -348 -262

Inventory -5 307

Payables 408 241

Loans Advances 0 0

Other WC items 216 -972

Working capital changes 271 -686

Direct taxes -6 -5

Cash from Investing Activity -364 -72

Fixed assets purchased -81 -18

Fixed assets sold 14 24

Investments purchased -95 -59

Investments sold 0 0

Interest received 127 15

Dividends received 2 0

Redemp n Canc of Shares 0 27

Acquisition of companies 0 0

Inter corporate deposits -400 0

Other investing items 69 -62

Cash from Financing Activity -697 109

Proceeds from shares 967 906

Proceeds from borrowings 0 0

Repayment of borrowings -688 -321

Interest paid fin -977 -448

Dividends paid 0 0

Financial liabilities 0 -28

Other financing items 0 0

Net Cash Flow -170 171

Free Cash Flow 825 140

CFO/OP 159 22



Key ratios

Line item Mar 2026 Mar 2025

Debtor Days 207 156

Inventory Days 92 52

Days Payable 1,405 847

Cash Conversion Cycle -1,106 -640

Working Capital Days 20 17

ROCE % 23 25

3.2 Financial analysis summary

Revenue from operations declined by 29.16% to ₹3,970.00 Cr, primarily due to a 32.27% sharp drop in core

Construction Revenue to ₹3,656.52 Cr, while PAT paradoxically rose to ₹166.00 Cr from ₹113.00 Cr, heavily

supported by a 100% increase in non-core "Interest on arbitration awards" to ₹284.07 Cr and a ₹49.09 Cr

non-cash exceptional gain.

Despite the top-line contraction, OPM % improved to 14.00% as Employee Cost % remained stable at 9.00%

following a 30.94% reduction in absolute expenses to ₹340.37 Cr due to the deconsolidation of Steiner AG,

and Depreciation fell significantly to ₹27.00 Cr from ₹164.00 Cr as intangible asset amortisation ceased.

Finance Cost remains a massive structural burden at 11.83% of Revenue (₹469.40 Cr), driven by high-cost

restructured debt including debentures with an 11.50% yield-to-maturity, which is reflected in the CFO where

Interest paid reached a staggering ₹977.00 Cr, far exceeding the year's PBT of ₹223.00 Cr.

CFO improved to ₹892.00 Cr from ₹134.00 Cr, largely driven by a ₹408.00 Cr increase in Trade Payables and

a ₹271.00 Cr positive swing in Working Capital changes, yet this liquidity is offset by a deteriorating Trade

Receivables position where total receivables reached ₹3,431.11 Cr, now exceeding the entire year's

Construction Revenue.

The Balance Sheet reveals severe credit stress as Interest Payable (Accrued) of ₹1,273.10 Cr has

surpassed the total principal Total Debt of ₹1,019.15 Cr, while Subsidiary Defaults on principal and interest

worsened to ₹297.32 Cr, indicating the company is struggling to service even interest obligations despite

reporting PAT.

Working Capital quality is high-risk, with ₹1,342.80 Cr of receivables tied up in challenged arbitration awards

and ₹1,726.36 Cr classified as disputed non-current receivables, while the company maintains an optimistic

Provisions policy with an ECL allowance of only 1.6% (₹56.76 Cr) against a ₹3,487.87 Cr gross receivable

base.

Cash from Investing Activity showed a net outflow of ₹364.00 Cr, primarily due to a ₹400.00 Cr loan

extended to a joint venture, Prolific Resolution Private Limited, a significant diversion of capital given the

company's own liquidity constraints and the fact that Capex commitments for new projects surged 926% to

₹147.96 Cr.

ROCE % moderated to 23.00% from 25.00%, while Debtor Days stretched to 207.00 days, reflecting a

slowing conversion cycle where Other Assets of ₹8,027.00 Cr are increasingly dominated by long-term

disputed claims and ₹173.91 Cr in Deferred Tax assets contingent on future profits.

Net Worth strengthened to ₹2,127.00 Cr from ₹906.00 Cr, aided by ₹967.00 Cr in Proceeds from shares, yet

the company’s reliance on external equity to fund operations is evident as FCF of ₹825.00 Cr is largely a

function of stretched Trade Payables (1,405.00 days) rather than core operational efficiency.

Other Assets are dominated by ₹1,726.36 Cr in disputed non-current receivables and ₹173.91 Cr in DTA,

creating a high risk of future impairments; Other Liabilities are pressured by ₹914.60 Cr in contractee
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advances and ₹45.77 Cr in statutory dues; Other Expenses are inflated by ₹82.44 Cr in professional fees for

litigation and a ₹68.99 Cr loss on settlement of financial assets.

The dominant financial theme of the year is a decoupling of accounting profitability from operational reality,

where shrinking core revenue and severe debt distress are masked by non-core arbitration income and

equity-funded liquidity, leaving the company's survival dependent on the successful litigation of a massive

receivable mountain.

3.3 Contingent liabilities & commitments

Litigation: A staggering ₹1,342.80 Cr of receivables represent arbitration awards challenged by customers in

court, posing a severe realization risk.

Tax Disputes: Income Tax disputes stand at ₹26.36 Cr. Indirect tax liabilities dropped sharply from ₹161.54

Cr to ₹6.88 Cr due to settlements or favorable orders.

Guarantees: Corporate guarantee for Prolific Resolution Pvt Ltd was reduced from 100% to 20%, resulting in

a reversal of ₹49.09 Cr in liability.

Capital Commitments: Surged by 926% to ₹147.96 Cr, indicating a sudden shift toward asset-heavy

execution or new machinery requirements for the current order book.
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3.9 Earnings quality & forensic checks



# Check Impact Status Notes detail

1 PAT vs CFO trend

Profit ↓ — earnings overstate cash; ₹166 Cr

PAT supported by non-cash arbitration

interest.

—

CFO looks healthy but includes ₹408 Cr

payable stretch and ₹271 Cr WC

changes.

2

Receivables &

channel-stuffing

signal

Revenue ↑↓ — high realization risk;

receivables ₹3,431 Cr exceed annual

construction revenue ₹3,656 Cr.

—

Note 7.6: Receivables are 86% of

revenue; Note 7.2: ₹1,342 Cr tied in

litigation.

3

Revenue timing

(unbilled / contract

assets)

Revenue ↑ — aggressive recognition;

₹507.94 Cr recognized from performance

obligations satisfied in previous years.

—

Note 25.3: Catch-up revenue

recognition from old claims inflates

current year performance.

4
Revenue from related

parties %

Revenue ↑↓ — concentration risk; service

income from JV dropped 78% as liquidity

constraints mount.

—

Note 39C: Scaling down of

management services provided to debt-

laden JV Prolific Resolution.

5
Inventory vs revenue

growth

Profit ↓ — execution slowdown; inventory

days rose to 92 despite 29% drop in sales.
—

Note 25: Sharp decline in construction

revenue indicates significant slowdown

in project execution.

6
Inventory valuation

method change

Neutral — no policy change; valuation

remains at lower of cost or net realizable

value.

—

Note 2.1: Standard cost-based

valuation for construction materials and

work-in-progress.

7
Exceptional items in

operating profit

Profit ↑ — non-operational boost; ₹49.09 Cr

guarantee reversal inflates PAT without cash

inflow.

—

Note 33.1: Reversal of corporate

guarantee for PRPL significantly

boosted current year profit.

8
Depreciation rate vs

useful life policy

Profit ↑ — lower charges; depreciation

plummeted 83% following deconsolidation

and asset write-offs.

—

Note 31: Drop due to Nil ROU asset

amortisation and prior year intangible

write-offs.

9
Provision reversals

boosting PAT

Profit ↑ — non-cash gain; ₹14.13 Cr provision

write-back directly increases the reported

operating profit.

—

Note 25: Provisions no longer required

written back included in Other

Operating Revenue.

10
Tax rate consistency

+ cash tax vs P&L tax

Profit ↓ — high tax leakage; 26% P&L tax vs

only ₹6 Cr cash tax paid.
—

P&L shows ₹57 Cr tax expense on ₹223

Cr PBT, but cash flow shows minimal

payment.

11
CWIP age and

stalling projects

Profit ↓ — impairment risk; unbilled WIP

includes ₹115.71 Cr from closed or litigated

projects.

—

Note 16 & 36: Risk of future write-

downs if negotiations on closed

projects fail.

12
Deferred tax asset

recognition adequacy

Profit ↑ — valuation risk; ₹173.91 Cr DTA

recognized based on optimistic future profit

projections.

—

Note 10.6: DTA recovery depends on

"confidence" in executing the ₹12,971

Cr order book.

13
RPT quantum and

trend

Profit ↓ — liquidity drain; ₹400 Cr loan to JV

despite company's own debt defaults.
—

Note 8.1: Significant cash outflow to

related party PRPL despite subsidiary

principal defaults.

14
Dividend paid vs FCF

adequacy

Neutral — cash conservation; zero dividends

paid as company prioritizes high interest-

bearing debt servicing.

—

Note 20.3: Interest payable ₹1,273 Cr

exceeds principal debt, necessitating

total cash retention.

15
Auditor Qualification

on DTA

Profit ↑ — valuation risk; Auditor qualified the

recoverability of ₹173.91 Cr DTA.
—

Auditor flags significant judgment and

execution risks in future taxable profit

projections.

16
Subsidiary Liquidity

Stress

Neutral — group risk; Subsidiaries defaulted

on ₹297.32 Cr of principal and interest.
—



# Check Impact Status Notes detail

Indicates deep-rooted liquidity issues in

the group structure despite parent

recapitalization.

17
Discretionary Cash

Outflow

Neutral — governance flag; ₹17.00 Cr

political donation while subsidiaries are in

default.

—

Significant discretionary spend for a

company with high interest burden and

debt defaults.

4. Management & governance

A. Auditor Report & Key Audit Matters - Audit opinion type: Qualified Opinion - KAM - Recoverability of

Deferred Tax Assets (DTA): The auditor issued a qualification regarding the recoverability of DTA amounting to

173.91 Cr. Management's assessment of future taxable profits is based on unexecuted orders, but the auditor

flags significant judgment and execution risks. - KAM - Revenue Recognition (POCM): The auditor identified

the estimation of "Total Cost to Complete" as a high-risk area. Management judgment in these estimates directly

impacts profit margins and can be used to accelerate earnings. - KAM - Resolution Plan & Going Concern:

Emphasis of Matter regarding the company's dependence on the successful realization of arbitration awards and

the "Right to Recompense" by lenders, which could lead to further equity dilution of 2.87%. - Emphasis of

Matter: Flagged subsidiary defaults on principal (215.87 Cr) and interest (81.45 Cr), indicating that while the

parent is recapitalized, the group structure remains under severe liquidity stress. - Auditor Fees: Total fees to

Statutory Auditors: 3.15 Cr (FY26) vs 3.10 Cr (FY25). Fees are aligned with complexity, but the persistence of

qualified opinions suggests a high-friction relationship regarding asset valuations.

B. Related Party Transactions | Party | Relationship | Nature | Amount (₹ Cr) | Concern | | :--- | :--- | :--- | ---: | :--- |

| Prolific Resolution Pvt Ltd (PRPL) | Joint Venture | Inter-Corporate Deposit (Loan) | 400.00 Cr | Fresh cash

leakage to a debt-laden JV | | Related Parties (Group) | Various | Due to Related Parties | 165.54 Cr | 

Increasing reliance on group funding | | Prolific Resolution Pvt Ltd (PRPL) | Joint Venture | Service Income |

6.99 Cr | Neutral | | Prolific Resolution Pvt Ltd (PRPL) | Joint Venture | Interest Income | 14.79 Cr | Accrued

income from JV |

Concern: The company extended a 400.00 Cr loan to PRPL (a JV used for debt resolution) despite its own

subsidiary defaults. This suggests "tunneling" of fresh capital raised from the Rights Issue back into off-

balance-sheet vehicles.

RPT Risk Checks:

% of Revenue: 10.07% (calc.) [400.00 Cr / 3,969.59 Cr] → Exceeds 10% threshold

% of CFO: 44.84% (calc.) [400.00 Cr / 892.00 Cr] → Significant cash leakage

C. Shareholding | Categories | As on march 31, 2026 | Percentage | | :--- | ---: | ---: | | Promoter and Promoter

Group | 43.79 Cr | 16.72% | | Foreign Institutional Investors / FPIs | 28.61 Cr | 10.92% | | NBFCs / Insurance /

Financial Inst. | 2.03 Cr | 0.77% | | Mutual Funds / AIFs | 1.93 Cr | 0.73% | | Nationalised and other Banks | 6.85

Cr | 2.61% | | Others – Public | 174.77 Cr | 66.73% | | Total | 261.95 Cr | 100.00% |

Promoter Pledge: 79.74% of the promoter holding is pledged (34.92 Cr shares pledged out of 43.79 Cr

shares held), representing 13.33% of the total paid-up capital.

D. Board Composition + KMP Compensation - Total Directors: 8 | Independent %: 50.00% | Women

Directors: 1. - Family Relations: Ajit Gulabchand (Chairman) and Arjun Dhawan (Vice Chairman & MD) are

related (Father-in-law / Son-in-law). - KMP Compensation: - Arjun Dhawan (MD): 9.00 Cr (9.09% YoY growth).

- Ajit Gulabchand (Chairman): 1.74 Cr (6.10% YoY growth). - Analysis: Total KMP compensation grew ~8.5%

while Consolidated Operating Profit declined by 10.88%. The Chairman and MD (related) control 76% of the

reported KMP remuneration.
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F. Capital Allocation & Capex | Action | FY current (₹ Cr) | FY prior (₹ Cr) | % of CFO | Signal | | :--- | ---: | ---: | ---:

| :--- | | Interest Payments | 977.00 Cr | 448.00 Cr | 109.53% | — | | Capex | 81.00 Cr | 18.00 Cr | 9.08% | — | |

Equity Issuance | 967.00 Cr | 906.00 Cr | 108.41% | Positive | | Loans to JV (PRPL) | 400.00 Cr | 0.00 Cr |

44.84% | — | | Repayment of Debt | 688.00 Cr | 321.00 Cr | 77.13% | — |

Capex analytical notes: - CFO Coverage of Capex: CFO/Capex ratio is 11.01x. While technically self-funded,

the "Cash from Financing" shows the company is actually dependent on equity raises to survive the interest

burden. - Nature of Capex: Primarily maintenance and project-specific machinery. Capital commitments

surged 926% to 147.96 Cr, signaling a potential shift to asset-heavy execution for new orders. - Deployment

Efficiency: Depreciation falling 60% suggests an aging asset base; the sudden jump in commitments suggests

the company is only now gearing up for the ₹12,971 Cr order book. - Key Takeaways: Fresh equity (₹967 Cr) is

being consumed by massive interest payments (₹977 Cr) and non-core loans to JVs (₹400 Cr) rather than

productive asset creation.

H. Risks - Litigation (High Impact): 1,726.36 Cr in disputed receivables challenged in court. Potential write-off

of 43% of total receivables could cause a severe liquidity crunch. - DTA Realization (High Impact): 173.91 Cr

DTA recognized on future profit hopes. Auditor qualification suggests a risk of a 173 Cr hit to Net Worth if

execution slows. - Subsidiary Default (High Impact): 297.32 Cr total default in subsidiaries. Cross-default risks

and legal action by lenders against the group remain high. - Promoter Pledge (High Impact): 79.74% of

promoter holding is pledged. Risk of margin calls and change in control if stock price fluctuates. - Order Book

Burn (Medium Impact): Construction revenue fell 32.27% YoY. Inability to generate cash to service restructured

debt (OCDs).

5. Scorecard & verdict

Part a: scorecard

Dimension
Rating

(1–5)
Delta Key evidence One-line rationale

Business quality 2 ↓
Revenue -29% YoY; Core

Construction -32%

Structural shrinking of operational

footprint and high dependency on JVs.

Financial health 1 →
Interest Payable > Principal; Sub

Defaults ₹297 Cr

Technical solvency via equity raise

masks a deep-rooted debt trap.

Earnings quality 1 ↓
PAT boosted by ₹284 Cr non-cash

interest; CFO inflated by payables

Accounting profits are decoupled from

operational cash generation.

Management &

governance
2 ↓

₹400 Cr loan to JV; 79.7% Promoter

Pledge

Diversion of Rights Issue capital to loss-

making associates is a major red flag.

Capital allocation &

earnings visibility
2 →

Interest (₹977 Cr) > CFO; Capex

starved

Fresh capital is consumed by legacy

debt and JVs rather than growth.

Business positives (for this company this year) * Recapitalization Success: Successfully raised ₹967 Cr

via a 200% subscribed Rights Issue, removing immediate liquidation threats. * Debt Reduction: Total principal

borrowings reduced from ₹1,679 Cr to ₹1,019 Cr through prepayment and restructuring. * Order Book Size:

Maintains a substantial order book of ₹12,971 Cr, providing theoretical revenue visibility for 3-5 years. * 

Strategic Pivot: Secured new orders in high-margin Pumped Storage Hydro and Nuclear sectors, diversifying

away from low-margin government EPC. * Liability Settlement: Successfully reduced indirect tax disputes from 

₹161.54 Cr to ₹6.88 Cr and corporate guarantees by ₹49.09 Cr.

Business negatives / concerns (for this company this year) * Revenue Collapse: Core construction

revenue plummeted 32.27% YoY, signaling a structural shrinking of the business. * Debt Trap: Accrued interest



payable (₹1,273 Cr) now exceeds total principal debt (₹1,019 Cr), indicating an inability to cover interest

accruals. * Governance Red Flag: Diverted ₹400 Cr (40% of Rights Issue proceeds) as a loan to a loss-making

JV (Prolific Resolution) while subsidiaries are in default. * Auditor Qualification: Auditor qualified the

recoverability of ₹173.91 Cr in Deferred Tax Assets, citing significant execution risks. * Receivable Stress: Total

receivables (₹3,431 Cr) now exceed annual construction revenue, with ₹1,342 Cr tied up in challenged litigation.

* Promoter Risk: Promoter pledge remains critically high at 79.74%, exposing the company to significant

margin call risks.

Overall scorecard summary HCC has transitioned from a bankruptcy candidate to a "recapitalized value trap."

While the Rights Issue provided a temporary liquidity cushion, the core EPC business is in a state of structural

contraction with revenue falling nearly 30%. Financial health remains poor as interest obligations have outpaced

principal debt, and earnings quality is low due to heavy reliance on non-cash arbitration interest and exceptional

gains. Governance is a primary concern given the diversion of fresh equity to loss-making associates and high

promoter pledges, suggesting the business is on a deteriorating trajectory despite technical solvency.

Part b: governance check matrix

# Check Status

1 Audit opinion clean? —

2 Promoter pledge = 0? —

3 KMP pay < 5% of PAT? —

4 RPT quantum < 5% of revenue? —

5 Board > 50% independent? —

6 At least 1 woman director? —

7 No statutory dues outstanding? —

8 No fraud reported? —

9 Audit trail enabled? —

10 Frequent Auditor change —

Final line: "Total: 5/10 — Governance Rating: 2"

Part c: investor verdict

Thesis: HCC is a legacy EPC player undergoing a "managed contraction" where accounting profits are

sustained by litigation gains while core operations shrink and capital is diverted to off-balance-sheet vehicles.

Overall stance: Avoid

Rationale: The decoupling of cash flow from PAT, combined with the diversion of 40% of fresh equity to a loss-

making JV, makes the stock a high-risk governance play. Re-evaluate when: Core construction revenue growth

turns positive (>10%) and the ₹400 Cr loan to Prolific Resolution is fully recovered. BULL CASE: Successful

realization of the ₹1,342 Cr challenged arbitration awards leading to a massive one-time debt clearance. BEAR

CASE: Impairment of the ₹173 Cr DTA and ₹1,726 Cr disputed receivables leading to a total wipeout of Net

Worth. Key monitorable: Interest Payable vs Principal Debt: Current 1.25x → Watch for reduction below 0.5x.



7. Year-over-year analysis

7.1 Changes

Metric / theme Summary a status Summary b status Forensic takeaway

Revenue

Trajectory

₹5,603 Cr (20% YoY

decline).
₹3,970 Cr (29% YoY decline).

The accelerating revenue collapse indicates a

structural shrinking of the core EPC business

despite a theoretically large order book.

Capital

Allocation (RPT)

Authorization granted to

advance ₹400 Cr to loss-

making JV (PRPL).

Actual deployment of ₹400 Cr

cash loan to JV (PRPL)

despite subsidiary defaults.

Management is systematically diverting fresh

equity capital raised from public shareholders

into off-balance-sheet vehicles to support

legacy debt structures.

Earnings Quality

PBT driven by ₹540 Cr in

one-time exceptional debt

settlement gains.

PAT supported by ₹284 Cr in

non-cash "interest on

arbitration awards."

Profitability has shifted from one-time

accounting gains to the accrual of speculative

legal interest, further decoupling reported

earnings from cash reality.

Working Capital

Strategy

Focus on inventory

liquidation (70% fall) to

boost cash flow.

Days Payable stretched to an

astronomical 1,405 days.

The company has pivoted from liquidating

assets to using its supply chain as an

involuntary, interest-free lender to sustain its

remaining operations.

Asset Base &

Depreciation

Depreciation of ₹164 Cr

on a shrinking gross

block.

Depreciation plummeted 83%

to ₹27 Cr.

The drastic fall in depreciation confirms a

hollowing out of the productive asset base and

a transition toward a low-value subcontracting

model.

Management

Tone & Control

Defensive focus on

"liquidity at any cost"

under professional CEO.

"Survival as growth" narrative

with consolidation of family

control (Arjun Dhawan as

MD).

The exit of professional leadership in favor of

family consolidation suggests a priority on

promoter-led debt management over minority

shareholder growth.

7.2 Persistent patterns

Negative Core Earnings: In both periods, the company is operationally insolvent, with reported profits

derived entirely from non-cash or non-recurring items like arbitration interest and debt waivers.

Qualified Audit Opinions: Auditors consistently issue qualified opinions regarding the recoverability of

Deferred Tax Assets (DTA) and flag failures in internal financial controls.

Extreme Promoter Pledge: Promoter pledging remains stuck at ~79%, leaving the equity structure

perpetually vulnerable to margin calls and involuntary changes in control.

Litigation-Led Liquidity: The company’s survival remains a "legal lottery," with over ₹1,300 Cr in

challenged arbitration awards acting as the primary, yet frozen, valuation floor.

Equity-Funded Interest Servicing: Fresh capital raised through Rights Issues and QIPs is immediately

consumed by massive interest payments (>₹900 Cr in FY26) rather than being deployed for productive

capex.

Subsidiary Liquidity Stress: Despite recapitalization at the parent level, subsidiaries continue to default

on hundreds of crores in principal and interest, indicating deep-rooted group-wide distress.

Receivable Dominance: Total receivables consistently exceed annual construction revenue, signaling that 

HCC is effectively a portfolio of legal claims rather than a functioning engineering firm.
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• 
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• 
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