Mastek Ltd vastex)

CMP: ¥ 2830

Target: ¥ 3100 (10%)

Target Period: 12 months
April 22, 2022

Aspiring to reach US$1 bn revenue in second half of
decade

About the company:

e Mastek Ltd (Mastek) offers data, apps, cloud services to public & private
enterprises in the UK, US, Middle East, Asia Pacific and India

e The company’s recent acquisition of Evosys has enabled Mastek to provide
end-to-end solutions and improve margins from ~14% to 21%

e Net debt free and healthy double digit return ratio (with RoCE of 20%)

Event: We attended the Analyst Day of Mastek with key takeaway being:

e Mastek aspires to reach US$1 bn revenue in five to six years from now. The
revenue number includes five to six acquisitions in that period

e The company is looking to aggressively expand in US market (17.6%
revenue mix in FY22). As a result, it expects this pie to reach 33.8% by FY25

e Mastek aligned leadership for US market growth wherein it has appointed
Umang Nahata, CEO of Evosys, as president, North America business

e The company has 10-15% wallet share in the UK public market and has
significant growth headroom

What should investors do? Mastek's share price has grown by ~12x over the past
five years (from ~% 238 in April 2017 to ~% 2,830 levels in April 2022).

e We change our rating from BUY to HOLD

Target Price and Valuation: We value the stock at 22x FY24EPS with a target price
of ¥ 3100

Key triggers for future price performance:

e Growth in new logo acquisition, increasing deal size, expansion of sales &
marketing and market share gains in the UK market to drive revenues

e Management change in the US market may help it to grow stronger and
achieve the desired revenue mix

Alternate Stock Idea: Apart from Mastek, in our coverage we like Infosys

e Key beneficiary of improved digital demand, industry leading revenue
growth and healthy capital allocation prompt us to be positive. HOLD with
a target price of ¥ 1,775

Key Financial Summary

5 Year CAGR 2 Year CAGR
% Crore FY19 FY20 FY21 FY22 (FY17-22) FY23E FY24E (FY22-24E)
Net Sales 1.033 1.072 1,122 2.184 K] 2,575 3.026 11.1
EBITDA 132 155 b4 463 57 523 614 15.2
EBITDA Margins (%) 12.1 14.5 21.2 21.2 20.3 20.3
Net Profit 101 133 209 295 56 333 402 16.7
EPS () 40 52 82 104 17 14
P/E 10.6 54.0 34.6 21.3 24.2 20.0
RoNW (%} 14.1 16.8 24.4 215 24.8 24.0
RoCE (%) 17.0 1.3 215 26.7 25.4 25.1
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Key Highlights and meet takeaways

UK & Europe Business

e As per the company, the UK public sector software & IT services market is
pegged at £13.6 billion (bn). The market is growing at 2% per annum

e Digital demand in the market is growing at 13% YoY. Mastek is servicing
four of the five major spenders in the market. Mastek is strongest in terms
of SAAS offering

e The market presents an annuity business (run & maintain) opportunity for
Mastek, which is evidenced from large deal (>£10 mn) acceleration. The
company has won seven large deals in FY22 vs. three in FY21

e Mastek has a wallet share of 10-15% and has significant growth room. As
per the company, 50% of Oracle business in the UK is in public sector

e The company is also looking to scale up UK private business as well as they
are looking to expand into Nordic countries, Netherlands, France, etc

e Private sector opportunity includes fraud analytics in BFSI (£218 mn fraud
happens every year in UK, identity management (3,000 defence persons in
UK uses Mastek’s identity management system, vehicle leasing platform
(especially on the EV side), managed services (annuity revenues)

ICICI Direct Research

Exhibit 1: UK market by sectors Exhibit 2: UK market by activity

Market by Sectors (Overall Mkt Size £13.68n) Market by Activity
£0.80
m Central £3.10 £0.80
£2.20 - . m Consulting
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m Health
£2.30 m Defence ® Operations
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Education £6.80
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Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 3: Scaling growth in UK private sector as well as in European geographies

Managed Services Assetization
CES,(Oracle Installed Base); Run & Fraud Analytics, Identity
Maintain; Annuity Revenues management

2l

Specialized Focus
Personal Finance, EV leasing,
Wearables, Medical Devices

\V .

Cross Vertical
Digital Commerce; Identity
Access

Source: Company, ICICI Direct Research
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North America business

e The company has re-aligned leadership in the America region. Umang
Nahata , who is CEO of Evosys, has been given charge of Americas business
and he has been appointed as President, Americas for Mastek. Raman
Sapra, who was earlier President, Americas has been given responsibility of
Global service line and M &A

e After this leadership change, Mastek will operate as one entity in the region

e Earlier they had three capabilities in the region viz. Oracle cloud
applications, digital commerce and Oracle SAAS enhancement services

e Now they will be operating under five capabilities viz. A) Glid 4.0. They are
focusing on cloud transformation and legacy modernisation. Deal sizes are
also increasing from US$0.5 mn earlier to US$1 mn now. Peers include
Oracle focused players and Global system integrators (GSI) B) Full stack CX-
they are focusing on digital commerce and customer analytics/experience
(in CX, they do not have sizable presence and they are looking to scale up
the business). As per the company, 25% of the Oracle business comes from
customer experience (CX). C) cloud enhancement (CES): Focus is on
managed services since the products as well as platforms needs constant
upgrading D) Vertical cloud capabilities: the focus is on offering more
capabilities E) Data & automation: The focus area is to acquire data assets,
which are into the domain of digital commerce, CX, ERP & data analytics

e The company is looking for strategic account mining of top 30 accounts
where the is a potential opportunity of US$1.5 bn. Verticals where they are
focusing are healthcare & lifesciences, manufacturing & industrial, retail &
consumer, etc

e They will also look at new alliances here with Microsoft, Salesforce, Ulpath,
Pega & other for cloud & allied services

Other Key highlights

e It is also looking to diversify its geographical concentration. Mastek is
looking to scale up the US business under new leadership so that US region
would contribute 33.8% of the revenue mix in FY25 vs. 17.6% in FY22. As a
result, contribution from the UK business (which currently forms 64.2% of
the revenue mix) would come down to 46.5% in FY22 and that of AMEA
would come down from 14.4% to 9.7%

e The company is looking to reach US$1 bn revenue in the second half of the
decade. The aspiration revenue numbers include acquisitions (they are
looking at five to six acquisitions in the next five to six years i.e. one
acquisition every year. The company is looking to acquire companies
having annual sales in the range of US$20-40 mn. Mastek is looking to fund
these acquisitions through a combination of internal accruals, fund raising
as well borrowings

e The 12 month’s order back-log (new deals) grew 15.5% QoQ and is at
US$193.8 mn

e The company has ¥ 794 crore cash on books

e Client portfolio is quite diverse now as top five, top 10 client’s revenue mix
is now at 30%, 43% vs. 40%, 58%, respectively, in FY20. Utilisation has
improved 340 bps in the last two years to 80% now

ICICI Securities | Retail Research 3
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Exhibit 4: Scaling up US business

Revenue Mix - Well Diversified Portfolio

. 2022
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Source: Company, ICICI Direct Research

Exhibit 5: Strategic bets for FY23
IIIII

1 GROWTH MARKETS &
VERTICALS

@

2 DIGITAL & CLOUD SERVICES
+ PARTNERSHIPS

Hyper Growth in Americas
Double Down on Health & Life
Sciences in NA

Dominate in Oracle Cloud
Fastest Cloud Growth Partner
Globally

Scale Top 5 Accounts in UK
Public Sector

(Home Office, HMRC, NHS,
MOD & DWP)

Cloud Enhancement Services
(CES)

Managed Services & Multi-
tower Large Deals

3 TALENT & DELIVERY
M&A

Differentiated Talent
powered by Mastek 4.0
Value Based Delivery
Business Outcomes

M&A Focus
Automation/CX
Data Cloud
Azure/AWS

Source: Company, ICICI Direct Research

Exhibit 6: Key technology platforms & partnership
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Financial Summary

Exhibit 7: Profit and loss statement % crore Ml Exhibit 8: Cash flow statement g crore

(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Net Sales 1,722 2,184 2,575 3,026 Profit before tax 252 333 473 571
Growth (%) 61 27 18 18 Add: Depreciation 45 43 A 83
COGS (employee expenses) 883 1,095 1,339 1,573 (Inc)/dec in Current Assets (60) (175) (133) (153)
Other expenses 475 626 713 838 Inc/(dec) in CL and Provisions 8 66 193 222
Total Operating Expenditure 1,357 1,721 2,052 2,412 Taxes paid (48) (109) (140) (169)

CF from operating activities 287 273 427 499
EBITDA 364 463 523 614 (Inc)/dec in Inv. (+) Int inc (+) Goodwill 439 464 75 103
Growth (%) 135 27 13 18 (Inc)/dec in Fixed Assets (258)  (484) (39) (45)
Depreciation 45 43 71 83 CF from investing activities 181 (20) 36 58
Net Other Income 20 28 67 95 Issue/(Buy back) of Equity 8 2 - -
PBT 339 448 519 626 Dividend paid & dividend tax (15) (48) (60) (72)
Total Tax 88 115 140 169 Others (100) (75) 8 8
Exceptional item - - - - CF from financing activities (118) (128) (64) (77)

Net Cash flow 371 119 399 480
Adjusted PAT 209 295 333 402 Exchange difference 20 (6) - -
Growth (%) 57 4 13 21 Opening Cash 221 608 727 1,126
Adjusted EPS (%) 81.9 103.8 1171 141.4 Closing Cash 591 727 1,126 1,605

Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 9: Balance Sheet < crore [ Exhibit 10: Key ratios

(Year-end March) FY21 FY22 FY23E FY24E FY21 FY22 FY23E FY24E
Liabilities Per share data (3)
Equity Capital 13 15 15 15 EPS 819 1038 1171 1414
Reserve and Surplus 846 1,056 1,329 1,659 Cash EPS 103.2 122.0 1457 175.1
Total Shareholders funds 859 1,071 1,344 1,674 BV 3358 376.8 4729 588.8
Minority interest 182 150 196 251 DPS 14.5 19.0 21.1 25.5
Total Debt 241 190 190 190 Cash Per Share 2399 2624 406.2 579.3
Other liabilities 333 294 346 407 Operating Ratios (%)
Total Liabilities 1,614 1,706 2,077 2,522 EBITDA Margin 21.2 21.2 20.3 20.3
PBT Margin 19.7 20.5 20.2 20.7
Assets PAT Margin 12.2 13.5 12.9 13.3
Total Fixed Assets 804 841 821 795 Inventory days - - - -
Investments 41 52 52 52 Debtor days 79 73 73 73
Other non current assets 80 79 81 83 Creditor days 35 28 28 28
Debtors 375 436 514 604 Return Ratios (%)
Loans and Advances 3 - - - RoE 24.4 215 24.8 24.0
Cash & investments 806 782 1,180 1,660 RoCE 21.5 26.7 25.4 25.1
Other current assets 186 298 351 413 RolC 395 45.4 50.4 61.6
Total Current Assets 1,370 1,515 2,045 2,676 Valuation Ratios (x)
Current liabilities 658 755 890 1,046 P/E 34.6 21.3 24.2 20.0
Provisions 23 28 33 39 EV / EBITDA 20.5 16.1 13.5 10.7
Total Current Liabilities 681 783 923 1,084 EV/ Net Sales 4.3 3.4 2.7 2.2
Net Current Assets 689 733 1,122 1,592 Market Cap / Sales 4.7 3.7 3.1 2.7
Application of Funds 1,614 1,706 2,077 2,522 Price to Book Value 8.1 1.3 5.8 4.7
ESource.' Company, ICICI Direct Research Solvency Ratios
Debt/EBITDA 0.7 0.4 0.4 0.3
Debt / Equity 0.3 0.2 0.1 0.1
Current Ratio 0.8 0.9 0.9 0.9
Quick Ratio 0.8 0.9 0.9 0.9

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 5



ﬂ Company Update | Mastek Ltd ICICI Direct Research

RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
‘ @l‘;‘awst»\-.wa'd 2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Sameer Pardikar, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or
securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report
have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the ise of independent jud by any recipient.
The recipient should independently evaluate the investment risks. The value and return on ir may vary t of ct in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICIC| Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or
use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in

all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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