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August 11, 2020 

CMP: | 283    Target: | 330 (17%)     Target Period:  12  months  

Sonata Software (SONSOF) 

 BUY 

 

Exposure to travel vertical dents revenues… 

Sonata Software reported poor Q1FY21 results. IT service revenues in dollar 

terms fell 17.8% QoQ mainly due to 85.1% QoQ dip in travel vertical (mainly 

impacted by top client that is in travel vertical). However, IT service EBITDA 

margin improved 125 bps QoQ to 23.5% mainly led by lower travel cost and 

higher offshoring. IT service PAT declined 15% QoQ mainly due to lower 

other income. Domestic revenues increased 12.0% QoQ while PAT fell 30% 

QoQ mainly due to higher discounting. Consequently, overall revenues 

increased 3% QoQ to | 952.4 crore while PAT fell 19.0% QoQ to | 49.9 crore. 

Travel client bottoms out; improvement expected ahead 

The travel vertical contribution to revenues declined from 22% in Q4FY20 to 

4% in Q1FY21 mainly due to its exposure to top client (~20% of revenues), 

which is in the travel vertical from European region. The company expects 

a gradual improvement in revenues from top client from Q2FY21E onwards 

and expects its contribution to improve from current ~3% of topline to 

~10% of topline by Q4FY20E. Further, we expect other verticals like 

Independent Software Vendor (ISV), essential retail, utility and commodity 

service to improve in coming quarters. However, considering the significant 

dip in Q1FY21 dollar revenues, we expect IT service dollar revenues to 

decline 14.0% YoY in FY21E and then see an improvement of 12.0% YoY in 

IT service in FY22E. In addition, we expect domestic business revenues to 

increase 10% YoY in FY21E and FY22E. Hence, we expect revenues to 

increase at a CAGR of 7.4% over FY20-22E. 

Offshoring, cost rationalisation to drive margins in FY22E 

The company is undertaking various measures for cost rationalisation like 

adjusting compensation, pay reduction in top management, lower travel 

cost and no salary hikes. Sonata has also rationalised its manpower in the 

travel vertical, which will help in improving utilisation, going forward. Also, 

higher offshoring will benefit IT service margins. However, subdued margins 

in the domestic business (led by pricing pressure) will impact overall 

margins. Hence, we expect EBITDA margins to decline 107 bps YoY to 

8.9% and then improve 81 bps in FY22E to 9.7%. 

Valuation & Outlook 

We expect the company to see improving revenues in coming quarters led 

by improvement in contribution from top client and traction in ISV vertical, 

essential retail, utility and commodity service. In addition, scaling of IP led 

revenues, rising proportion of digital and Sonata’s partnership with 

Microsoft could boost revenue and margin in coming quarters. Hence, we 

increase our EPS estimates for FY21E and FY22E, prompting us to upgrade 

the stock from HOLD to BUY with a revised target price of | 330/share. 

  

 

Key Financial Summary 

 

s

(| C ro re ) F Y18 F Y19 F Y20 F Y21E F Y22E C AG R  (F Y20-22E)

Net S ales 2,454            2,961            3,743             3,908             4,322             7.4%

E B ITD A 231              336              373                347                419                6.0%

E B ITD A Margin (% ) 9.4               11.3             10.0               8.9                 9.7                 

P AT 192              249              277                242                293                2.9%

E P S  (|) 18.3             24.0             26.7               23.3               28.2               

P /E  (x) 16                12                11                  12                  10                  

R oNW (% ) 29.4             32.4             41.4               30.7               34.5               

R oC E  (% ) 38.6             42.3             44.7               34.6               41.8               
 

Source: Company, ICICI Direct Research 

 

Particulars 
 

P a rticu la r Am oun t

Market C apita liz ation (| C rore) 2,925.1   

 Total D ebt(| C rore)  86.0        

C ash and Inves tments  (| C rore) 401.2      

 E V  (| C rore) 2,609.8   

52 week  H /L 354 / 148

 E quity capita l 10.4        

F ace value 1.0          
 

 

Price Performance 
 

0

100

200

300

400

500

5,000

7,000

9,000

11,000

13,000

15,000

M
a

r-
17

Ju
n

-1
7

Se
p

-1
7

D
e

c-
17

M
a

r-
18

Ju
n

-1
8

Se
p

-1
8

D
e

c-
18

M
a

r-
19

Ju
n

-1
9

Se
p

-1
9

D
e

c-
19

M
a

r-
20

Ju
n

-2
0

Nif ty (L.H.S ) Price (R.H.S)

 

 

Key Highlights 

 Expect company to register improved 

revenues in coming quarters 

 Expect margins to improve in FY22E 

 Upgrade from HOLD to BUY rating 

with target price of | 330 
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Financial summary 

Exhibit 1: Profit and loss statement                              | crore 

(Ye a r-e nd  Ma rch ) F Y19 F Y20 F Y21E F Y22E

 To ta l R e ve nue s      2,961     3,743     3,908     4,322 

G rowth (% ) 20.7     26.4     4.4       10.6     

Total O perating E xpenditure 2,625    3,370    3,560    3,903    

 EBITDA       336       373       347       419 

G rowth (% ) 45.3     11.1     (6.9)      20.7     

D epreciation & Amortiz ation 13        37        43        48        

O ther Income 27        58        43        46        

Interes t cos ts 3          15        15        15        

 P B T before E xceptional Items       347       380       332       402 

G rowth (% ) 33.8     9.5       (12.5)    21.1     

Tax 101      103      90        109      

 P AT before E xceptional Items       246       277       242       293 

E xceptional items 3          -           -           -           

 P AT before MI       249       277       242       293 

Minority Int &  P ft. from associates -           -           -           -           

 P AT       249       277       242       293 

G rowth (% ) 30        11        (12)       21        

E P S 24.0     26.7     23.3     28.2     

 E P S  (G rowth % )         31         11        (12)         21 
 

Source: Company, ICICI Direct Research 

 

Exhibit 2: Cash flow statement                                     | crore 

(Ye a r-e nd  Ma rch ) F Y19 F Y20 F Y21E F Y22E

Net profit before Tax 350      379      332      402      

D epreciation & Amortiz ation 13        37        43        48        

WC  changes (235)     100      (55)       (0)         

O ther non cash adju. (47)       (18)       (28)       (31)       

Income taxes  paid (87)       (129)     (90)       (109)     

 C F  from  op e ra tions          (6)       370       202       310 

C apita l expenditure (8)         (8)         (51)       (43)       

Δ in inves tments 26        138      -           -           

O ther inves ting cash flow 5          9          43        46        

 C F  from  inve sting  Activitie s         11       139          (8)           3 

Issue of equity 2          3          4          5          

Δ in debt funds (20)       47        -           (66)       

D ividends  paid (143)     (354)     (121)     (235)     

O ther financing cash flow (3)         (3)         (15)       (15)       

 C F  from  F ina ncia l Activitie s      (166)      (311)      (136)      (316)

Δ in cash and cash bank  balance (161)     198      58        (3)         

E ffect of exchange rate changes 1          (1)         -           -           

O pening cash 347      199      396      455      

 C losing  ca sh        199       396       455       451 
 

Source: Company, ICICI Direct Research 

 

Exhibit 3: Balance sheet                                                | crore 

(Ye a r-e nd  Ma rch ) F Y19 F Y20 F Y21E F Y22E

 E quity           10          10          10          10 

R eserves  & S urplus 758       659       780       839       

Networth 768       670       791       850       

Minority Interes t -           -           -           -           

LT liabilties  & provis ions 44         128       128       128       

Total D ebt 16         86         86         20         

 S ource  o f fund s        827        884     1,005        997 

Net fixed assets 55         142       150       146       

G oodwill 145       156       156       156       

Long term loans  and advances -           -           -           -           

O ther non current assets 81         129       111       120       

Loans  and advances -           -           -           -           

Inventories -           -           -           -           

C urrent Inves tments 140       5           5           5           

D ebtors 811       700       801       864       

C ash & C ash equivalents 199       396       455       451       

O ther current assets 96         88         94         104       

C urrent liabilities 682       710       743       822       

P rovis ions 19         23         24         26         

Net current assets 546       457       588       576       

 Ap p lica tion  o f fund s        827        884     1,005        997 
 

Source: Company, ICICI Direct Research 

 

Exhibit 4: Key ratios                                                      | crore 

(Ye a r-e nd  Ma rch ) F Y19 F Y20 F Y21E F Y22E

 P e r sha re  d a ta  (|) 

E P S -diluted 24.0       26.7       23.3       28.2       

C ash per share 19.2       38.2       43.8       43.4       

B V 74.1       64.5       76.1       81.8       

D P S 12.8       20.3       11.7       22.6       

 O p e ra ting  R a tios (%) 

E B ITD A Margin 11.3       10.0       8.9         9.7         

Adjus ted P B T Margin 11.7       10.1       8.5         9.3         

Adjus ted P AT Margin 8.4         7.4         6.2         6.8         

 R e tu rn  R a tios (%) 

R oNW 32.4       41.4       30.7       34.5       

R oC E 42.3       44.7       34.6       41.8       

R oIC 66.2       69.7       55.8       68.6       

 V a lua tion  R a tios (x ) 

P /E 11.9       10.6       12.1       10.0       

E V  / E B ITD A 7.8         7.0         7.4         6.0         

P rice to B ook  V alue 3.8         4.4         3.7         3.5         

E V /Total R evenues  0.9         0.7         0.7         0.6         

MC ap/Total R evenues 1.0         0.8         0.8         0.7         

 Tu rnove r R a tios 

D ebtor days 100        68          75          73          

C reditors  days 72          55          55          55          

 S o lve ncy R a tios 

Total D ebt / E quity 0.0         0.1         0.1         0.0         

C urrent R atio 1.8         1.6         1.8         1.7         

Q uick  R atio 1.8         1.6         1.8         1.7         

 D ebt / E B ITD A          0.0          0.2          0.2          0.0 
 

Source: Company, ICICI Direct Research 
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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% 

 

 

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, Devang Bhatt, PGDBM, 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 Limited is a Sebi registered Research 
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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 generally prohibits its analysts, persons reporting to analysts and their relatives 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 such, may 
not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports. 
 
Our proprietary trading and investment businesses may make investment 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, 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 veri fication 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 exercise of independent judgment by any recipient. The recipient should independently evaluate the investment 
risks. The value and return on investment may vary because of changes 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 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 ICICI 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 are engaged in various financial service businesses, they might have financial interests or beneficial ownership in 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.  
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