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* Refer Annexure for details
Rating Rationale

Acuité has assigned the long-term rating of ‘ ACUITE BBB+' (read as ACUITE triple B plus) on the Rs. 79.00
crore bank facilities backed by Standby Letter of Credit (SBLC) of Crayon Software Experts India
Private Limited (CSEI).

Further, Acuité has also assigned the long-term rating of ‘ACUITE BBB-' (read as ACUITE triple B minus)
on the Rs.1.00 crore proposed facility. The outlook is 'Stable’.

Mumbai, Maharashtra based Crayon Software Experts India Private Limited (CSEl) incorporated in the
year 2014. The company provides soffware and consulting services to its clients to optimize their
soffware cost and reduce complexity. CSEl is a wholly own subsidiary of Crayon Group Holding ASA
(Norway), one of the global player in software asset management (SAM), cloud and volume
licensing and associated consulting services. CSEl has corporate offices at Mumbai, New Delhi,
Bengaluru, Chennai, and Noida among other places. The company is a soffware distributer for
companies such as Microsoft, Oracle, Amazon Internet Services and VMware. The company primarily
distributes software products in India which contributes to around 85.00 percent of its revenue.

Analytical Approach

Acuité has considered the standalone business and financial risk profiles of CSEl to arrive at this
rating. Further, Acuité has taken support from Standby Letter of Credit (SBLC) provided by DANSKE
Bank A/S to the tune of Rs.39.2 crore to secure the bank facilities availed from Indusind Bank Limited
(~80.00 per cent cover) and Bank Guarantee of Rs.15.50 crore provided by Indusind Bank to secure
the facilities availed from Tata Capital Financial services Limited (~51.67 per cent cover).

Key Rating Drivers

Strengths

* Facilities secured by SBLC from DANSKE Bank A/S and Bank Guarantee of Indusind Bank
The bank facilities to CSEI comprise cash credit facilities from Indusind Bank aggregating Rs. 49.00

crore which are secured by a Standby Letter of Credit (SBLC) from DANSKE Bank A/S which amounts
to Rs.39.20 crore. The SBLC from DANSKE Bank A/S is valid till March 31, 2020. The SBLC is renewed on
an annual basis. DANSKE Bank A/S’'s market capitalization stood at DKK 94.00 Billion. The total assets
stood at DKK 3578 billion and total income of DKK 44.37 Billion. Further, the facilities availed from Tata
Capital is covered by Bank Guarantee provided by Indusind Bank of Rs.15.50 crores which covers
~51.67 percent of total facility availed from Tata Capital. The rating assumes that this SBLC and bank
guarantee will be renewed in a timely manner so as to cover the lending bank’s exposure fill the
maturity of the facilities. Similarly the rating is also sensitive to changes in the credit profile of SBLC
issuing bank i.e. DANSKE Bank A/S and Bank guarantee issued by Indusind Bank.

* Experienced management and strong parentage
CSEl is wholly own subsidiary of Crayon Group Holding ASA (CGH) based of Norway, having
operational track record of over a decade in the IT industry. CSEl was incorporated in the year 2014.
CSEl is managed by Mr. Torgrim Takle, Mr. Rune Syversen and Mr. Vikas Waman Bhonsle (CEO -
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Director). Mr. Rune Syversen is one of the founders of CGH and Mr. Torgrim Takle is the CEO of CGH.
Mr. Syversen has over two decades of experience in the IT and Finance industry. Mr. Vikas Waman
Bhonsle is managing the Indian market for the group. CSEl is engaged in distribution of software
licenses for companies such as Microsoft, Oracle, and VMware among others. The company also
caters to infernational market which contributes to ~15percent of total revenues. The company
caters to countries like United States of America (USA), Singapore, Germany and Sweden. Globally,
Crayon Group has presence in more than 20 countries and has garnered over 16,000 partners.
Acuité believes the company will continue to benefit from its established market position in the
infernational IT services business as well as increasing domestic software distribution business, driven
by its strong set of service offerings, and alliances with leading software vendors.

* Improving scale of operations coupled with reputed clients

The operating income of CSEl has grown at a Compounded Annual Growth Rate (CAGR) of 32.21
percent for the period FY2017-FY2019. The revenues have increased fo Rs. 555.67 crore in FY2019
from Rs. 344.07 crore in FY2018, and 240.47 crore in FY2017.Further, the revenues for 9MFY2020 stood
at Rs. 664.37 crore as against Rs 384.02 crore in the same period previous year. The continuous
increase in revenues is majorly on account of increasing customer profile and repeated orders
received from the existing clients. It has establish longstanding relationships with reputed customers
like Ratnakar Bank Limited, Tata Communications, Infosys Limited and Barclays Global to name few
while actively adding new clients. Acuité believes that the revenues are further expected to improve
further on account of addition of new clients thereby providing revenue visibility over near to
medium term.

¢ Moderate financial risk profile

The financial risk profile of the company stood moderate marked by moderate net worth,
comfortable debt profection metrics and moderate coverage indicators. The net worth of CSE
stood at Rs. 49.34 crore as on 31 March, 2019 as against Rs. 8.88 crore as on 31 March, 2018
supported infusion of capital by Crayon Group AS (Norway) and healthy accretion to reserves during
the same period. The increase in net worth is mainly on account of equity infusion of Rs. 36.10 crore
as on 31 March 2019. The gearing (debt-equity) stood at 0.85 times as on 31 March, 2019 as against
4.24 times as on 31 March, 2018. The total debt outstanding of Rs. 41.77 crore as on 31 March, 2019
mainly comprises of working capital borrowings. Further, the coverage indicators stood moderate
marked by Interest Coverage Ratio (ICR) which stood at 5.05 times for FY2019 as against 1.53 times
for FY2018. Debt to EBITDA stood at 2.04 times in FY2019 which has improved from 7.06 times in
FY2018. The improvement in coverage indicators are majorly on account of healthy revenue growth
in FY2019 over previous year. Acuité believes that the financial risk profile of the company is
expected to improve on account of healthy net cash accruals in near to medium term.

Weaknesses

* Moderately working capital intensive nature of operations

The company working capital operations stood moderate marked by Gross Current Assets (GCA) of
136 days for FY2019 as against 142 days for FY2018. The debtors stood high at 110 days for FY2019 as
against 116 days for FY2018. The inventory level stood low at 9 days for FY2019 as against 7 days for
FY2018. However, the average bank limit utilization stood at ~50.14 percent for past six months
ending December 2019. This is mainly on account of extended credit received from suppliers
especially by Microsoft as reflected by payables days of 72 for FY2019 and 80 days in the previous
year. Acuité believes that the company's ability to maintain its working capital efficiently will remain
a key to maintain stable credit profile.

* Intense competition marked by thin profitability
The IT services and ITES sector is undergoing rapid evolution especially in the software distribution
business which is highly competitive as companies compete for a share of the outsourcing pie. CSEl
has to compete with multiple players in most of the verticals within the IT services business as a large
porfion of its revenue comes from the software distribution business where price competition is high.
The same can be seen through thin operating margins of 2.45 percent in FY2019 and 1.39 percent in
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FY2018. Acuité believes CSEl's profitability will remain constrained over the medium term as
competition limits increases in realization. However, improving market share and adding of new
customers will help to sustain existing profitability levels.

Liquidity Position: Adequate

The liquidity profile of the company is adequate marked by Rs.16.99 crores net cash accruals as against
no debt repayment obligation due to absence of long ferm debt. The net cash accruals are expected
to be in the range of Rs.16.50 - 17.50 crores through FY2020-22. The unencumbered cash and bank
balance stood at Rs.9.73 crores as on 31 March 2019. The current ratio stood af 1.26 fimes and GCA
days stood at 136 days for FY2019. Further, the average bank limit utilization stood at ~50.14 percent for
past six months ended December 2019. Acuité believes that the liquidity of the company is likely to
remain adequate over the medium term on account of moderate cash accrual against no major debt
repayments over the medium term.

Rating Sensitivities

e Any further deterioratfion in working capital
e Credif profile of issuing banks for SBLC and BG

Outlook: Stable

Acuité believes that CSEl will maintain a 'Stable' outlook over the medium term on the back of its
established track record of operations, experienced management and reputed clientele. The
outlook maybe revised to 'Positive’ in case the company registers higher-than-expected growth in its
revenues and profitability, while maintaining its liquidity position. Conversely, the outlook may be
revised to 'Negative' in case the company registers lower-than-expected growth in revenues and
profitability orin case of deterioration in the company's financial risk profile or significant elongation in
working capital cycle.

About the Rated Entity - Key Financials

Unit FY19 (Actual) FY18 (Actual)
Operating Income Rs. Cr. 555.67 344.07
PAT Rs. Cr. 16.72 1.61
PAT Margin (%) 3.01 0.47
Total Debt/Tangible Net Worth Times 0.85 4.24
PBDIT/Interest Times 5.05 1.53

Any other information
Not Any

Applicable Criteria

e Default Recognition - hitps://www.acuite.in/view-rating-criteria-17.htm
 Entities In Services Sector -https://www.acuite.in/view-rating-criteria-8.htm
e Trading Entities - https://www.acuite.in/view-rating-criteria-6.htm

Note on complexity levels of the rated instrument
https://www.acuite.in/criteria-complexity-levels.htm

Rating History (Upto last three years)
Not Applicable
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Ncrf\.e. of the Date of Coupon Maturity Size of the Issue Rafings/Outlook
Facilities Issuance Rate Date (Rs. Cr.)

Cash Credit Appll\ilc(:);ble Appll\il;);ble Appll\ilc(:);ble 49.00* | ACUITE BBB+/ Stable
Inventory Funding Appll\ilc(:);ble Appll\il;);ble Appll\ilc(:);ble 30.00A | ACUITE BBB+/ Stable
Proposed Facility Appll\ilci);ble App'l\i'g;ble App’ﬁé’;ble 1.00 ACUITE BBB-/ Stable

*Sub Limits of Rs. 20.00 crores Bank Guarantee. The rating factors in support in form of SBLC mechanism
through which DANSKE Bank A/S will be paying on behalf of the company as and when the company fails fo
meet its debt obligation. DANSKE Bank A/S, has given SBLC which covers 80% of the sanctioned value (i.e Rs.
39.20 crore).

AThe facilities of TATA Capital is backed by Bank Guarantee extended by Indusind Bank to the tune of
Rs.15.50 crore which covers 51.67 percent of total facility.

Contacts
Analytical Rating Desk
Aditya Gupta Varsha Bist

Head - Corporate andInfrastructure Sector Ratings | Manager - Rating Desk
Tel: 022-49294041 Tel: 022-49294011

aditya.gupta@acuite.in rating.desk@acuite.in

Rupesh Patel
Analyst - Rating Operations
Tel: 022-49294044

rupesh.patel@acuite.in

About Acuité Ratings & Research:

Acuité Ratings & Research Limited (Erstwhile SMERA Ratings Limited) is a full-service Credit Rating
Agency registered with the Securities and Exchange Board of India (SEBI). The company received RBI
Accreditation as an External Credit Assessment Institution (ECAI), for Bank Loan Ratings under BASEL-II
norms in the year 2012. Since then, it has assigned more than 6,000 credit ratings to various securities,
debt instruments and bank facilities of entities spread across the country and across a wide cross
section of industries. It has its Registered and Head Office in Mumbai.

Disclaimer: An Acuité rating does not constitute an audit of the rated entity and should not be treated as a
recommendation or opinion that is intended to substitute for a financial adviser's or investor's independent
assessment of whether to buy, sell or hold any security. Acuité ratings are based on the data and
information provided by the issuer and obtained from other reliable sources. Although reasonable care has
been taken to ensure that the data and information is true, Acuité, in particular, makes no representation or
warranty, expressed or implied with respect to the adequacy, accuracy or completeness of the information
relied upon. Acuité is not responsible for any errors or omissions and especially states that it has no financial
liability whatsoever for any direct, indirect or consequential loss of any kind arising from the use of its ratings.
Acuité ratings are subject to a process of surveillance which may lead to a revision in ratings as and when
the circumstances so warrant. Please visit our website (www.acuite.in) for the latest information on any
instrument rated by Acuité.
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