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 NOT RATED 
Mastek Technologies 
MAST IN 
 

 New management steering growth revival 

 

We met the management of MAST and key takeaways are: (1) New CEO John 
Owens has overseen improved execution in recent quarters and management’s 
focus on select verticals and markets is driving a growth recovery. (2) The 
TaisTech acquisition (US$ 30mn revenue) gives MAST an entry into the US and 
looks to be highly EPS accretive. (3) Operating leverage is high and continued 
revenue momentum will drive margins, even as cash flows have improved and 
the balance sheet remains healthy. MAST is trading at 9x trailing P/E and 1.8x 
P/B – inexpensive given the acquisition will fully reflect in FY18. NOT RATED. 

 

 New management driving execution: MAST is a UK-centric IT services company 
with revenues of ~US$ 105mn (trailing twelve months including TaisTech) and a 
focus on three key verticals – government (primarily UK), retail and FSI. The 
company’s historical performance has been mixed, though both organic constant-
currency growth and margins have recovered over the past 3-4 quarters following 
the appointment of a new management team led by CEO John Owens. The UK 
business is seeing market share upsides from contracts driven by G-Cloud and the 
DOS framework, as it allows MAST to bid directly with smaller TCVs (total contract 
value). Additionally, the new management’s clear strategy of concentrating on the 
key UK and US markets bodes well.  

 US acquisition large and earnings-accretive: In Dec’16, MAST acquired TaisTech for 
a total consideration of ~US$ 25mn (fixed consideration of US$ 14mn with the rest 
in earn-outs), as it aimed to scale up business in the US, build a digital footprint and 
reduce its UK market concentration risk. TaisTech is a digital commerce player (and 
an Oracle Gold Partner) with revenues of US$ 30mn and EBITDA margins in the  
mid-teens. This acquisition will provide MAST with much-needed scale (adds 39%  
to revenues), access to the US market and a higher margin profile, leading to EPS 
accretion from Q4FY17 onwards. 

 Room for growth-led margin recovery, balance sheet healthy: With growth 
recovering over the past three quarters and a focus on cost optimisation, MAST’s 
EBITDA margin has surged from 1% in Q4FY16 to 11% in Q3FY17. The company has 
net cash of Rs 536mn on its books post the acquisition. In addition, its investment in 
US-based Majesco is worth Rs 1.7bn and cash and investments is 52% of current 
market cap. The Majesco investment is financial in nature and management will 
look to cash in at an opportune time. Given the limited capex requirement, cash 
generation will improve – this could be used for distribution and/or acquisitions. 

 Valuations: We believe that MAST’s valuations, at 9x trailing P/E (Q3FY17 
annualised), are inexpensive considering that EPS accretion from the acquisition will 
flow in from Q4 onwards. The new management team’s focused execution strategy 
has translated to an improved performance from MAST over the past few quarters. 
Further, we believe the TaisTech acquisition will be highly accretive and its 
successful integration along with market share gains in UK government contracts 
will be the key drivers of stock performance. We do not have a rating on the stock. 
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Click here for the full report. 
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RBI Monetary Policy Review 
 
RBI narrows rate corridor amid focus on liquidity    
In its first bi-monthly Monetary Policy Review for FY18, the RBI 
kept the repo rate unchanged at 6.25% but narrowed the policy 
rate corridor to +/-25bps. The reverse repo rate hike is set to 
push up money market rates. The RBI maintained its cautious 
stance on inflation with a focus on absorbing surplus liquidity. 
We think the rate cut cycle is over and that soaking surplus 
liquidity may exert some upward pressure on yields through FY18.  

 RBI narrows policy rate corridor: The Monetary Policy Committee 
(MPC) kept the repo rate unchanged at 6.25% in its first bi-monthly 
Monetary Policy Review for FY18 held today. The move was along 
expected lines, given the sudden change in MPC’s monetary policy 
stance from “accommodative” to “neutral” in its last meeting on  
8 Feb’17. Surprisingly, it narrowed the policy rate corridor to +/-25bps 
from +/-50bps by hiking the reverse repo rate by 25bps (to 6%) and 
reducing the marginal standing facility (MSF) rate by 25bps (to 6.5%).  

 Money market rates to rise on reverse repo hike: The move to narrow 
the policy rate corridor is in line with the Urjit Patel Committee’s 
recommendations, and should help minimise volatility in the weighted 
average call rate (WACR; operating target of the Monetary Policy) and 
align it more closely with the repo rate. The WACR has averaged at ~6% 
over the last three months, towards the lower end of the corridor. With 
a 25bps hike in the reverse repo, the WACR and money market rates 
are likely to come under pressure, leading to an upmove at the short 
end of the yield curve. 

 Focus on liquidity: As anticipated, liquidity remained the key focus of 
the meeting; the RBI maintained that it would progressively move to a 
neutral liquidity stance and steadily drain out the structural liquidity 
surplus created post demonetisation. Progressive remonetisation had 
brought down surplus liquidity in the banking system from Rs 8trn in 
Jan’17 to Rs 6trn in Feb’17 and further to Rs 4.8trn in Mar’17. The 
downtrend is set to continue in the near term as the currency in 
circulation expands; this in turn would help RBI gauge the extent of 
durable liquidity surplus before it takes any big mop-up measures. 

The RBI stated it would drain out any incremental surplus liquidity in 
the system with the help of variable reverse repos with a preference 
for long-term tenors, operations under the Market Stabilisation 
Scheme (MSS), OMO sales and issuance of cash management bills 
(CMBs). Besides, the RBI also considered introducing a Standing Deposit 
Facility (SDF) which would enable it to drain liquidity without providing 
any collateral (G-secs). However, the introduction of this measure 
would need amendments to the RBI Act. The interest rate on the SDF 
would be a key moniterable. 
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RBI narrows policy rate corridor 

 
Source: RBI, RCML Research 

 
 
 
Inflation declined sharply in the last 5 months 

 
Source: MOSPI, RCML Research 
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RBI narrows rate corridor amid focus on 
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 Cautious on inflation: The RBI cited high upside risks to its FY18 inflation 
trajectory (4-4.5%/4.5-5% in H1/H2FY18) from (1) a deficient rainfall owing 
to the rising probability of an El Niño event and its implication on food 
inflation, (2) effects of implementation of the house rent allowances (HRA) 
under the 7th CPC, (3) GST rollout, (4) impact of farm loan waivers on the 
already-high general Govt. deficit and (5) a global reflation risk leading to 
higher commodity prices. Besides, household inflation expectations also 
edged higher in the Mar’17 round of the RBI’s survey, with a hardening in 
price expectations across most product groups. The latest round of RBI’s 
industrial outlook survey also suggests that pricing power is returning to 
corporates as input costs rise. 

On the downside, the recent fall in crude oil prices, sharp appreciation in 
the INR vs. the dollar and record food production should alleviate pressure 
on the headline inflation number. 

 Expect status quo on policy rates, focus on liquidity in FY18: We believe 
upside risks to the RBI’s inflation trajectory are significant and would 
constrain monetary easing through FY18. The RBI is yet to build in HRA hikes 
into its inflation projections, which alone should add 100-150bps to the 
headline number as per its own estimates. While the impact of HRA hikes 
and GST implementation would largely be temporary, we believe the RBI 
would wait for these events to play out before taking any action on rates. 
The “formalisation effect” stemming from the GST rollout and 
demonetisation could possibly exert an upward pressure on prices in FY18.  

Given the significant upside risks to inflation, the recent change in the 
monetary policy stance to “neutral” from ‘’accommodative’’, and the 
continued focus on moving towards the 4% inflation target on a durable 
basis, we believe India is at the end of the rate cut cycle. The RBI would 
likely maintain its focus on (1) liquidity management with a move towards 
a neutral liquidity stance and (2) fuller transmission of the 175bps repo rate 
cuts already taken since the beginning of the easing cycle.  

Draining of surplus liquidity through FY18 is likely to exert upward pressure 
on the yield curve in the absence of policy rate cuts. The differential 
between interest rates on small savings schemes and bank deposit rates 
has widened, which is likely to impede monetary transmission. 
Rationalisation of interest rates on small savings schemes followed by 
deposit rate cuts could enable greater transmission of policy rates to bank 
lending rates.  

Fig 1 -  Yields have risen post last monetary policy meeting  Fig 2 -  Banking system liquidity in surplus mode 

 

 

 
Source: Bloomberg, RCML Research  Source: Bloomberg, RCML Research 
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We expect favourable macro trends to benefit both upstream and 
downstream energy players in Q4FY17. While oil prices have increased, 
GRMs and petchem margins have remained stable QoQ. Inventory losses 
of OMCs would be neutralised by a transient surge in marketing margins (in 
Mar’17) amid no changes in product prices during the state elections. Gas 
utilities would continue to see stable margins, while GAIL would be in 
focus due to improved petchem volumes. CGDs IGL and MAHGL would 
deliver robust earnings. Top picks: GAIL, IOCL, RIL and IGL. 

 GRMs to remain stable: While headline Singapore GRMs have declined to  
US$ 6.4/bbl (-5% QoQ), high complex GRMs (RIL, IOCL’s Paradip refinery) may 
remain flat on better light-heavy crude spreads. Refineries with high distillate yields 
would gain from a decline in fuel oil (FO) spreads and an improvement in petrol/ 
diesel (MS/HSD) spreads.   

 Petrochemicals cracks robust: Polyester chain deltas improved during Q4FY17 led 
by PX and MEG, while polymers remained robust. Petchem margins for RIL and IOCL 
should marginally improve during the quarter. RIL’s new capacity addition in PX 
(~0.8mmtpa) would be earnings accretive in Q4FY17 on improved PX spreads.    

 Gains for utilities on improving gas consumption: We expect gas consumption to 
improve 2% YoY to 141-142mmscmd in Q4 on higher domestic gas supplies. CGD 
segment consumption has picked up as LNG prices retraced to US$ 5/mmbtu levels 
from a high of ~US$ 9/mmbtu in Jan’17. Note that PLNG and CGD companies are 
direct beneficiaries of low LNG prices; we expect LNG consumption to expand by 
another 4mmscmd from Q1FY18. GAIL would additionally gain from improved 
petchem volumes and higher LPG prices.    

 INR appreciation negative for cyclicals and upstream: USD/INR reduction to  
sub-Rs 65 levels (if sustained over FY18/F19) threatens an earnings erosion of 2-8% 
across downstream and upstream companies. Earnings for ONGC (-8.1% for FY18/ 
FY19 at USD/INR of Rs 65), RIL (-6.8%), HPCL (-4.6%), BPCL (-3.2%) and OINL (-5.5%) 
are most sensitive to USD/INR movement. IOCL (diversified business model that 
includes pipelines) and gas utilities are least impacted. 

 Production to trend up for upstream companies: OINL’s production is likely to 
improve by 2.8% YoY to 1.54mmtoe, driven by a sharp increase in oil production 
(+6.3% YoY to 0.83mmt) and flat gas production (0.71bcm). ONGC’s production is 
likely to remain flat (YoY) at 11.6mmtoe, as a 10% decline in oil production is 
neutralised by a 13.5% increase in gas production. However, INR appreciation and 
another cut in domestic gas prices could dent the outlook on earnings.   
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RCML Energy universe 

Company Ticker Rating 

Reliance Industries RIL IN BUY 

Indian Oil Corp IOCL IN BUY 

Bharat Petroleum Corp BPCL IN SELL 

Hindustan Petroleum Corp HPCL IN HOLD 

Oil & Natural Gas Corp ONGC IN HOLD 

Oil India OINL IN HOLD 

GAIL (India) GAIL IN BUY 

Petronet LNG PLNG IN BUY 

Indraprastha Gas IGL IN BUY 

Mahanagar Gas MAHGL IN HOLD 

Gujarat State Petronet GUJS IN BUY 

Gujarat Gas GUJGA IN HOLD 

 

India Energy 
Q4 Preview: Structural earnings trend emerging 

Click here for the full report. 

http://research.religarecm.com/INDIA/India Energy - Q4FY17 Preview 7Apr17.pdf


 
 

 
 

We expect a steady quarter for our IT coverage universe in Q4FY17, with large-
caps likely to report US$ revenue growth of 1-3% QoQ and range-bound 
margins. TCS and HCLT are poised to lead organic growth among large-caps. 
We expect a mixed quarter for mid-cap IT services with 0-2.5% QoQ US$ 
revenue growth. The INR has appreciated against the US$ on a period-end 
basis and will affect other income QoQ. With improving global macro data, the 
focus will remain on INFO’s FY18 guidance. While a strong INR remains a risk, 
we continue to believe that the core earnings downgrade cycle has bottomed.   

 Expect a stable Q4: We expect stable US$ revenue growth of 1.4%/3.1%/1.5%/ 
2.7% QoQ for large-caps INFO/TCS/WPRO/HCLT in Q4FY17 with limited cross-
currency headwinds on an average basis. We build in EPS growth of -1.6%/7.9%/ 
-1.5%/9.9% YoY for these companies on expectations of flattish margins and lower 
other income.  

 INFO’s FY18 revenue guidance key: Given the FY17 experience of guidance cuts 
through the year coupled with a challenging industry landscape, we expect INFO to 
be conservative with its FY18 guidance. We expect FY18 US$ revenue growth 
guidance of 6-8%, implying a CQGR of 1.8-2.5%. The focus will also be on capital 
allocation. WPRO’s Q1FY18 revenue growth guidance should come in at 1-3% QoQ. 

 Mixed performance from mid-caps: We expect IT service mid-caps under our 
coverage to deliver mixed US$ revenue growth, in the range of 0-2.5% QoQ. MTCL 
and FSOL are expected to see a soft quarter while NITEC should post sequential 
growth and a margin recovery in Q4.  

 View: Overall, we expect a steady quarter from the sector on a sequential basis 
despite a low base in Q3. Indian IT has underperformed the Sensex by 7.6% this 
quarter. With the INR retracing from its lows against the USD, earnings upgrades 
will be the key to outperformance from here on. While growth expectations from 
the sector have moderated, an upgrade cycle is key to a re-rating. We remain 
selective and retain INFO and HCLT as top picks. 

 

Fig 1 -   Q4FY17: IT preview  

(Rs mn) Results date 
Sales QoQ YoY EBIT QoQ Margins PAT QoQ YoY EPS 

 (%) (%)  (%) (%)  (%) (%) (Rs) 

TCS 18-Apr-17 304,044 2.3 6.9 79,741 3.1 26.2 68,808 1.5 8.5 34.7 

Infosys 13-Apr-17 173,495 0.5 4.7 43,469 0.3 25.1 35,504 (4.1) (1.6) 15.5 

Wipro 25-Apr-17 140,762 2.8 3.3 24,496 5.4 17.4 22,006 4.3 (1.5) 8.9 

HCL Tech (HCLT) 4th week of Apr 120,285 1.7 12.9 24,613 2.0 20.5 21,024 1.3 9.9 14.9 

Source: Company, RCML Research   
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Valuation snapshot 

Company Ticker CMP 
(Rs) 

TP 
(Rs) Rating 

TCS  TCS IN 2,402 2,300 HOLD 

Infosys INFO IN 1,000 1,150 BUY 

Wipro WPRO IN 509 470 HOLD 

HCL Tech HCLT IN 858 925 BUY 

Tech Mahindra TECHM IN 451 510 HOLD 

OFSS OFSS IN 3,852 4,000 HOLD 

Mphasis MPHL IN 568 580 HOLD 

Mindtree MTCL IN 456 425 SELL 

KPIT Tech KPIT IN 130 135 SELL 

NIIT Tech NITEC IN 433 530 BUY 

Redington REDI IN 112 140 BUY 

Firstsource FSOL IN 44 50 HOLD 

Hinduja Global HGSL IN 595 575 HOLD 

 

India IT Services 
Q4 Preview: Expect a stable quarter 

Click here for the full report. 

http://research.religarecm.com/INDIA/India IT Services - Q4FY17 Preview 6Apr17.pdf
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39 are rated SELL. 
 
Research Conflict Management Policy  
 
RCM research has been published in accordance with our conflict management policy, which is 
available here. 
 
Disclaimers  
 
This report is not directed to, 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 or regulation or which would 
subject RCM to any registration or licensing requirement within such jurisdiction(s). This report is 
strictly confidential and is being furnished to you solely for your information. All material presented in 
this report, unless specifically indicated otherwise, is under copyright to RCM. None of the material, 
its content, or any copy of such material or content, may be altered in any way, transmitted, copied or 
reproduced (in whole or in part) or redistributed in any form to any other party, without the prior 
express written permission of RCM. All trademarks, service marks and logos used in this report are 
trademarks or service marks or registered trademarks or service marks of RCM or its affiliates, unless 
specifically mentioned otherwise.  
 
The information, tools and material presented in this report are provided to you for information 
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or 
to buy or subscribe for securities or other financial instruments. RCM has not taken any steps to 
ensure that the securities referred to in this report are suitable for any particular investor. RCM will 
not treat recipients as its customers by virtue of their receiving the report. The investments or 
services contained or referred to in this report may not be suitable for you and it is recommended that 
you consult an independent investment advisor if you are in doubt about such investments or 
investment services. In addition, nothing in this report constitutes investment, legal, accounting or tax 
advice or a representation that any investment or strategy is suitable or appropriate to your individual 
circumstances or otherwise constitutes a personal recommendation to you.  
 
Information and opinions presented in this report were obtained or derived from sources that RCM 
believes to be reliable, but RCM makes no representations or warranty, express or implied, as to their 
accuracy or completeness or correctness. RCM accepts no liability for loss arising from the use of the 
material presented in this report, except that this exclusion of liability does not apply to the extent that 
liability arises under specific statutes or regulations applicable to RCM. This report is not to be relied 
upon in substitution for the exercise of independent judgment. RCM may have issued, and may in the 
future issue, a trading call regarding this security. Trading calls are short term trading opportunities 
based on market events and catalysts, while stock ratings reflect investment recommendations based 
on expected absolute return over a 12-month period as defined in the disclosure section. Because 
trading calls and stock ratings reflect different assumptions and analytical methods, trading calls may 
differ directionally from the stock rating. 
  
Past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, express or implied, is made regarding future performance. Information, 
opinions and estimates contained in this report reflect a judgment of its original date of publication by 
RCM and are subject to change without notice. The price, value of and income from any of the 
securities or financial instruments mentioned in this report can fall as well as rise. The value of 
securities and financial instruments is subject to exchange rate fluctuation that may have a positive or 
adverse effect on the price or income of such securities or financial instruments. Investors in 
securities such as ADR’s, the values of which are influenced by currency volatility, effectively assume 
this risk.  
 
This report is distributed in India by Religare Capital Markets Limited, which is a registered 
intermediary regulated by the Securities and Exchange Board of India. In Singapore, it is being 
distributed (i) by Religare Capital Markets (Singapore) Pte. Limited (“RCMS”) (Co. Reg. No. 
200902065N) which is a holder of a capital markets services licence and an exempt financial adviser 
in Singapore and (ii) solely to persons who qualify as “institutional investors” or “accredited investors” 
as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”). 
Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations (the “FAR”), sections 
25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to RCMS when 
providing any financial advisory service to an accredited investor, or “overseas investor” (as defined 
in regulation 36 of the FAR). Persons in Singapore should contact RCMS in respect of any matters 
arising from, or in connection with this publication/communication. In Hong Kong, it is being 
distributed by Religare Capital Markets (Hong Kong) Limited (“RCM HK”), which is licensed and 
regulated by the Securities and Futures Commission, Hong Kong. In Australia, it is being distributed 
by RCMHK which is approved under ASIC Class Orders. In Sri Lanka, it is being distributed by 
Bartleet Religare Securities, which is licensed under Securities and Exchange Commission of Sri 
Lanka. If you wish to enter into a transaction please contact the RCM entity in your home jurisdiction 
unless governing law provides otherwise. In jurisdictions where RCM is not registered or licensed to 
trade in securities, transactions will only be effected in accordance with applicable securities 
legislation which may vary from one jurisdiction to another and may require that the trade be made in 
accordance with applicable exemptions from registration or licensing requirements.  
 
Religare Capital Markets does and seeks to do business with companies covered in our research 
report. As a result, investors should be aware that the firm may have a conflict of interest that could 
affect the objectivity of research produced by Religare Capital Markets. Investors should consider our 
research as only a single factor in making their investment decision.  
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RESEARCH DISCLAIMER 

 
Any reference to a third party research material or any other report contained in this report represents 
the respective research organization's estimates and views and does not represent the views of RCM 
and RCM, its officers, employees do not accept any liability or responsibility whatsoever with respect 
to its accuracy or correctness and RCM has included such reports or made reference to such reports 
in good faith. This report may provide the addresses of, or contain hyperlinks to websites. Except to 
the extent to which the report refers to material on RCM’s own website, RCM takes no responsibility 
whatsoever for the contents therein. Such addresses or hyperlinks (including addresses or hyperlinks 
to RCM’s own website material) is provided solely for your convenience and information and the 
content of the linked site does not in any way form part of this report. Accessing such website or 
following such link through this report or RCM’s website shall be at your own risk.  
 
Other Disclosures by Religare Capital Markets Limited under SEBI (Research Analysts) 
Regulations, 2014 with reference to the subject companies(s) covered in this report:   
 
Religare Capital Markets Limited (“RCML”) is engaged in the business of Institutional Stock Broking 
and Investment Banking. RCML is a member of the National Stock Exchange of India Limited and 
BSE Limited and is also a SEBI-registered Merchant Banker. RCML is a subsidiary of Religare 
Enterprises Limited which has its various subsidiaries engaged in the businesses of commodity 
broking, stock broking, lending, asset management, life insurance, health insurance, wealth 
management, portfolio management, etc. RCML has set up subsidiaries in Singapore, Hong Kong 
and Sri Lanka to render stock broking and investment banking services in respective jurisdictions. 
 
RCML’s activities were neither suspended nor has it defaulted with any stock exchange authority with 
whom it has been registered in the last five years. RCML has not been debarred from doing business 
by any Stock Exchange / SEBI or any other authority. No disciplinary action has been taken by any 
regulatory authority against RCML impacting its equity research analysis activities.   
 
RCML or its research analyst or his/her relatives do not have any financial interest in the subject 
company. 
 
RCML or its research analyst or his/her relatives do not have actual/beneficial ownership of one per 
cent or more securities in the subject company at the end of the month immediately preceding the 
date of publication of this research report. 

 
Research analyst or his/her relatives do not have any material conflict of interest at the time of 
publication of this report. 
 
Research analyst has not received any compensation from the subject company in the past 12 
months. 
 
RCML may have managed or co-managed a public offering of securities for the subject company in 
the past 12 months. 
 
RCML may have received compensation from the subject company in the past 12 months. 
 
Research analyst has served as an officer, director or employee of the subject company (Infosys). 
 
RCML or its research analyst is not engaged in any market making activities for the subject company. 
 
RCML may from time to time solicit or perform investment banking services for the company(ies) 
mentioned in this report. 
 
RCML or its associates may have material conflict of interest at the time of publication of this 
research report.  
 
RCML’s associates may have financial interest in the subject company. RCML’s associates may have 
received compensation from the subject company in the past 12 months. RCML’s associates may 
hold actual / beneficial ownership of one per cent or more securities in the subject company at the 
end of the month immediately preceding the date of publication of this research report. 
 
RCM has obtained registration as Research Entity under SEBI (Research Analysts) Regulations, 
2014.  
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