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Mastek Limited

Instruments* Amount Rated Rating Action
(Rs. crore)
Fund-based Limits 4.0 [ICRA]JA+; removed from Rating Watch with
developing implications, ‘Stable’ Outlook assigned
Non-fund Based Limits 9.0 [[CRAJAL+; removed from Rating Watch with
developing implications
Fund-based/ Non-fund based limits 6.0 [ICRA]JA+/ [ICRA]JAL+; removed from Rating Watch

with developing implications, ‘Stable’ Outlook
assigned to the long-term rating
*Instrument details are provided in Annexure-1

Rating Action

ICRA has removed the long-term rating of [ICRA]JA+ (pronounced ICRA A plus) and short term rating of
[ICRAJAL+ (pronounced ICRA A one plus) for the Rs.19.00 crore® bank facilities of Mastek Limited (Mastek)?
from ‘rating watch with developing implications’. The long-term rating has been assigned a ‘Stable’ outlook.

Rationale

ICRA had placed the ratings of Mastek on “Rating Watch with Developing Implications”; following the
announcement by the company for acquisition of TaisTech LLC, USA, Trans American Information Systems
Inc. USA and Trans American Information Systems Private Limited (belonging to same group - ‘TaisTech’). The
announced acquisition has been completed in December 2016.

Digility Inc., a step down subsidiary of Mastek Limited, acquired 100% stake in Trans American Information
Systems Inc., USA and Taistech LLC, USA companies for a fixed consideration of US$12.25 million (Rs 83.21
crore) plus a contingent consideration (US $11.5 million) based on achievement of revenue and EBITDA
(Earnings before interest, tax, depreciation and amortization) targets over a period of three years, from the date
of acquisition. Further, Mastek Limited acquired 100% stake in Trans American Information Systems Private
Limited (belonging to the same TaisTech group) for a fixed consideration of Rs 11.87 crore. The acquisition has
been funded through term loan of US $10.00 million (taken by Digility Inc., a step down subsidiary of Mastek
Limited; for which Mastek Limited has provided corporate guarantee) and remaining through internal accruals.

Incorporated in 2000, TAISTech group (acquired company) is a digital commerce services player that provides
strategic consulting, commerce implementations and support for the Oracle Commerce and Oracle Commerce
Cloud applications. Its customer base primarily consists of retail players in USA. This acquisition will support
Mastek in penetration into the USA market and expand its digital commerce capabilities.

ICRA has evaluated the impact of the acquisition on the credit profile of Mastek and has removed the rating
watch. Further, the long-term rating has been assigned a ‘Stable’ outlook. The rating action takes into account
ICRA’s belief that the company has adequate organic balance sheet strength to absorb the partly debt funded
acquisition given its improving liquidity position. The better liquidity position follows sequential improvement in
profitability in the last three quarters on account of various operational efficiency measures taken. Further the
liquidity position remains supported by significant market value of its investment in listed group entity, Majesco
USA. Nevertheless, ICRA shall continue to monitor the performance of the acquisition, its funding needs and
impact on Mastek, if any.

1100 lakh = 1 crore = 10 million
2 For complete rating scale and definitions, please refer to ICRA’s website www.icra.in or other ICRA Rating
Publications.
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Key Rating Drivers

Credit Strengths

e Vertical-focus company, targeting government, financial services and retail space

e Experience in forging ties with large international players and co-working on large complex projects

e Recent entry into the USA market is expected to augur well and reduce the geographic concentration risk;
though the success of the same remains to be seen

e Sequential improvement in profitability leading to strengthening of liquidity position

e Favourable financial profile given the low debt on the books and access to liquidity to the tune of Rs.
146.51 crore as on December 31, 2016; in addition, the company has a 13.8% stake in a listed group
company, Majesco USA, currently valued at ~Rs. 174 crore

Credit Weakness

e Heavy client and geographic concentration

e Uncertainties in the macro environment in key UK markets post Brexit could lead to cuts in IT budgets and
result in demand compression, pricing pressure and increased credit risk from vulnerable clients

e Margin pressures arising from wage inflation and competition from companies in India and other low-cost
countries

e Exposure to foreign currency fluctuations, though the company’s policy of hedging a large portion of its
receivables provides comfort

Description of Key Rating Drivers:

The ratings takes into consideration the company’s strong financial flexibility given the low debt on its books
and robust liquidity position reflected in the cash and bank balances of Rs 146.51 crore as on December 31,
2016 and the market value of its investments in Majesco USA of ~Rs. 174 crore. The liquidity position has been
supported by sequential improvement in profitability in the last three quarters on account of various operational
efficiency measures taken. The rating also favourably factors in its strong presence in government verticals, its
demonstrated ability to co-work with established international players in large complex projects and proven
track record of acquiring strategic assets. ICRA also takes note of the company’s diversification in the USA
market recently through organic and inorganic route (acquisition of TaisTech Group), though success of the
same remains to be seen.

The ratings are constrained by the high client concentration which has impacted organic revenue growth and
consequently profitability in the past. Mastek continues to remain exposed to adverse changes in the
macroeconomic environment in its key market, the UK, post Brexit, potentially impacting the deal inflow and
delay execution. The ratings are further constrained by margin pressures caused by forex fluctuation, wage
inflation and increased competition. Given the recent sharp appreciation in rupee against the pound, post
announcement of the Brexit, topline growth is expected to remain subdued. However, the company’s policy of
hedging a large portion of its receivables provides comfort.

In case of future acquisitions, ICRA shall have to analyse the same for any bearing on its credit risk profile.

Analytical Approach:
For arriving at the ratings, ICRA has considered the consolidated financials of Mastek Limited.

Links to applicable Criteria
Corporate Credit Ratings: A Note on Methodoloqgy
Rating Methodology for IT Services Industry (Non Hardware)

About the Company:

Mastek Limited (formerly known as Management and Software Technology Private Limited), was incorporated
in 1982, and is an IT company engaged in providing enterprise solutions, focusing on vertical including
government / public sector, retail sector and financial Services sectors. Mastek’s offering portfolio also includes
business and technology services comprising of IT consulting, application development, systems integration,
application management outsourcing, testing, data warehousing and business intelligence, application security,
customer relationship management (CRM) services and legacy modernisation. The board of directors of
Mastek Limited in September 2014, approved the demerger of the insurance products and services business of
Mastek Limited into a new company Majesco Limited. Thus, the vertical solutions business rests with Mastek


http://www.icra.in/Files/Articles/2009-October-Rating-Corp-Rating-Methodology.pdf
http://icra.in/Files/Articles/Methodology_IT_Software_Final_Update.pdf
http://icra.in/Files/Articles/Methodology_IT_Software_Final_Update.pdf
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while the insurance products and services business is housed in Majesco Limited. The company is headed by
Mr. John Owen, who is the Group CEO and the total employee strength as on December 31, 2016 stands at
1300 (without TaisTech group employees). In 9M FY2017, Mastek Limited (as per consolidated financials)

reported an operating income of Rs. 382.06 crore and profit after tax of Rs. 22.46 crore.

Status of Non-cooperation with Previous CRA: Not Applicable.

Other information: Not Applicable.

Rating History for Last Three Years:
Table: Rating History

Name of Current Rating Chronology of Rating History for the past 3 years
Instrument
S. Type | Rated Month - Month - year & Rating Month - Month - year & Rating Month -
No. amount year & in FY2017 year & in FY2015 year &
(Rs. rating Rating in Rating in
Crore) FY2016 FY2014
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Complexity level of the rated instrument:

ICRA has classified various instruments based on their complexity as "Simple", "Complex" and "Highly
Complex". The classification of instruments according to their complexity levels is available on the website
www.icra.in
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Annexure-1

Details of Instruments

Name of the Date of Coupon rate Maturity Size of the Current Rating

instrument issuance Date issue (Rs. Cr) and Outlook

Cash Credit - - - 4.00 [[CRAJA+(Stable)

(I_Better of Credit/Bank ) ) ) 9.00 [ICRAJAL+
uarantee

Cash Credit/Letter of

Credit/Bank - - - 6.00

Guarantee

Source: Mastek Limited

[ICRAJA+(Stable)/
[ICRAJAL+

Name and Contact Details of the Rating Analyst(s):

Analyst Contacts
Mr. Subrata Ray Jay Sheth
+91 22 6114 3408 +91 22 6114 3419
subrata@icraindia.com jay.sheth@icraindia.com

Rachit Mehta
+91 22 6114 3423
rachit.mehta@icraindia.com

Name and Contact Details of Relationship Contacts:
Mr. Jayanta Chatterjee

+91 80 4332 6401

jayantac@icraindia.com

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial
services companies as an independent and professional investment Information and Credit Rating Agency.
Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public
Limited Company, with its shares listed on the Bombay Stock Exchange and the National Stock Exchange. The
international Credit Rating Agency Moody’s Investors Service is ICRA’s largest shareholder.

For more information, visit www.icra.in
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