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CMP: % 266 Target: % 255 (-4%) Target Period: 12 months HOLD
February 3, 2023
Client issue, furlough impacts Q3; leadership changes birlasoft
may bring in some recovery MR A ChOO
o))
©
About the stock: Birlasoft Ltd (Birlasoft) has strength in non-ERP digital businesses m b)
like CRM, B & data analytics, app development & enterprise solution. Particular Amount :Q'
e The company caters to manufacturing, BFSI, energy & utility and life Market Cap (% Crore) 1,358 =
sciences Total Debt - g
. . ) . Cash and Invest (% Crore) 1,169 e
o Debt free and healthy double digit return ratio (with RoCE of >19%) EV % Crore) 6,189 8
52 week H/L 501/ 250
Equity capital 54.4
Q3FY23 Results: Birlasoft reported weak numbers for Q3FY23. Face value 2.0

e Revenue was flat QoQ in CC & declined 0.3% in dollar terms Shareholding pattern

Mar-22 Jun-22 Sep-22 Dec-22
Promoter ~ 40.4 40.3 41.5 41.3
e Signed TCV of US$231 mn during the quarter Fil 15.4 152  13.0 124
DIl 227 211 199 201
Public 214 214 257  26.2

What should investors do? Birlasoft’s share price has grown by ~2.3x since its m

demerger (from ~% 114 in February 2019 to ~% 266 levels in February 2023).

e Adjusted EBITDA margins excluding provision feel ~180 bps QoQ to 13%

20,000 800
¢  We maintain our HOLD rating on the stock 15888 % . 600
. . ' poand W 400
Target Price and Valuation: We value Birlasoft at % 255 i.e. 13x P/E on FY25E EPS. 8000 i/w 1 200
0 T T T T T T T T T T 0
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. : 8528528598
Key triggers for future price performance: A<Ia<IA<ZAS
Nifty (LH.S) Price (R.H.S)

e Change in management, hiring of new vertical leaders likely to recoup some

lost revenue momentum Recent event & key risks

e Revenue growth is expected to be achieved via client mining, cross sell, e Provision of ¥151 crore due to
multi-year deals, expansion in Europe & APAC and focus on niche verticals client filing for bankruptcy in US
e Expect rupee revenues to grow at 10.1% CAGR over FY22-25E e Key Risk: (i) Lower than

. . expected revenue growth (ii)
e Expect EBITDA margin to be at 15.1% by FY25E on the back of easing of

. . e Higher than expected margins
supply side challenges, higher utilisation, etc

Research Analyst

Sameer Pardikar
sameer.pardikar@icicisecurities.com
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Alternate Stock Idea: Apart from Birlasoft, in our IT coverage we also like Newgen.

Sujay Chavan
e Strong logo additions, increasing annuity revenues & GSI opportunity to aid sujay.chavan@icicisecurities.com
revenue growth at 18.7% CAGR in FY22-25E
e BUY with target price of ¥ 460
3 Year 3 Year
% Crore FY21 FY22  CAGR FY23E  FY24E  FY25E (‘;’?S;
(FY19-22)
25E)
Net Sales 3,556 4,130 17.4% 4,752 5,084 5,516 10.1%
EBITDA 529 640 27.8% 525 756 834 9.2%
EBITDA Margins (%) 14.9 15.5 11.0 14.9 15.1
Net Profit 321 464 19.5% 343 499 554 6.1%
EPS (3) 11.6 16.3 12.1 17.7 19.7
P/E 23.1 16.0 21.2 14.6 13.1
RONW (%) 14.7 17.9 15.4 19.9 19.6
RoCE (%) 19.8 23.1 19.7 26.1 25.5

Source: Company, ICICI Direct Research
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Key takeaways of recent quarter & conference call highlights

Revenue for the quarter was flat QoQ while in dollar terms revenue declined
by 0.3% to $148.4 mn. In rupee terms, the company reported revenue of
$1,221.9 crore, up 2.5% QoQ

Geography wise, US (83.1% of mix) declined 0.7% QoQ while Europe
continue to grow reporting growth of 7% QoQ. Vertical wise manufacturing
and E&U declined 2.6% QoQ & 1.7% QoQ, respectively, while BFSI &
Lifesciences reported growth of 5% & 1.3% QoQ, respectively. The
company indicated that furloughs & deal delays impacted E&U vertical

Adjusted EBITDA margin excluding provision declined 180 bps QoQ to 13%
while reported EBITDA margin of the company was 0.6%. The company
indicated that apart from the provisions margins of the company were
impacted by higher-than-expected furlough impacts, investment in new
leadership & impact of some residual wage hikes

The company has informed that Birlasoft Solutions Inc. a subsidiary of the
company, has received an intimation that Invacare Corporation, a customer
in the US, has filed for bankruptcy on February 1, 2023. The company has
made a provision of US$19 mn or % 151 crore against receivables from this
client till that date on billed, unbilled as well as contractual assets which may
include cost of third-party licenses, subcontractors etc. Birlasoft also
indicated that it is taking legal opinion and clarity on i) whether the work can
be continued with this client after February 1, 2023 ii) whether the client can
be billed for the services to be provided hereafter iii) any additional
provisions to me made, which may come up in Q4 and beyond iv) resources
on this project can be shifted to other projects etc v) Bankruptcy filed by the
client for US operations while Birlasoft has been working with this client on
global profile, so what happens to the work relationship outside US. The
company also mentioned that it expects zero revenue from this contract in
Q4 and have taken a hit of 3% on Q3 revenue. Birlasoft also indicated that
provisions may continue at least in Q4 till further clarity emerges. The
company also mentioned that this was fixed price contract signed in 2019.
Hence, despite only two months of delay in billed payment (unbilled extra)
the amount may look large due to nature of contract wherein the company
has spent on efforts and the cost was front loaded. The company also
mentioned that none of its other accounts have been facing any issues

Birlasoft also mentioned that performance for the quarter was impacted due
to higher-than-expected furloughs, projects put on hold by few of its clients
for the quarter and investments in new leaderships. The company indicated
that longer term technology spend trends are intact as customers continue
to spend on cloud transformation. It also indicated that customers are also
increasingly spending on customer experience & cost optimisation but deal
pipeline is now skewed towards cost take out deals due to high inflation
scenario

The company indicated it will focus on growth in top accounts where it is
likely to increase investments while continuing to strengthen its capabilities
such as digital, data & analytics which are working well for it. Birlasoft also
mentioned that it has a good chunk of legacy business. Hence, it would like
to take up these new capabilities to its core verticals such as BFSI and
manufacturing to aid growth going forward. The company also mentioned
that it is now looking for sustained quarterly growth, going forward, before
it can think of reaching US$1 bn revenue as indicted by earlier CEO

The company indicated that its growth momentum in BFSI continues to be
good since it has been in a leadership position in couple of processes in this
space and it is looking to capitalise the same for further growth acceleration.
Birlasoft also mentioned it also has a good set of clients in BFSI space and
growth in some top accounts helping them

ICICI Securities | Retail Research
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e The company also mentioned it has appointed new leaders in hi-tech and
manufacturing verticals and is hopeful of good growth in this vertical from
the medium-term perspective. Birlasoft also welcomed new leaders in life
sciences as well as energy verticals while indicating that some more leaders
are in the pipeline. The company also mentioned that it is seeing growth in
both legs of manufacturing in terms of discretionary and non-discretionary
spending while it indicated that there could be slower growth for couple of
quarters but it is likely to rebound as the cycle reverse

e The company indicated that ex-provisions, it is looking at sequential growth
in both revenues and profitably in Q4. Birlasoft mentioned that since it is
investing into leadership building as well as strengthening of few
capabilities, it is likely to take a hit on EBITDA margins in the near term and
indicated that it may take few quarters to reach 15% EBIT margin. The
company also indicated that they aspire to expand margins in the medium
term on easing of supply side pressure

e The company indicated that currently is focusing on growing is organic
capabilities & organic business & it will evaluate the opportunity of inorganic
growth at later stage if it feels the need of it. The management indicated that
it not actively looking for any inorganic opportunity

e The company continue to win steady deals & indicated that its pipeline
remains strong. Birlasoft for the quarter reported TCV of US$231 mn, up
39.2% QoQ including new deal wins of US$ 102 mn, down 26.1% QoQ.

e The company also mentioned that TCV it won for the quarter includes three
large deals & it aspires to have more sticky revenue from clients, going
forward, especially from top 20 accounts. The company also mentioned that
its legacy business is likely report flattish revenue growth in FY23 while
growth from new age and digital business is likely to be industry leading

e The company’s revenue from its Top 5/10/20 clients grew by 1.7%/1.2% &
0.4% QoQ respectively

e The company’s LTM attrition declined 190 bps QoQ to 25.5%. The company
indicated that it expects attrition to moderate further and will provide a
tailwind lever for margin improvement. The company'’s utilisation during the
quarter improved by 160 bps QoQ to 84%

e The company’s net headcount during the quarter declined by 228 to 12,530.
Out of the 228, the net decline in technical employees was 182 taking the
total technical employees to 11,386

ICICI Securities | Retail Research 3
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Exhibit 1: P&L

Q3FY23 Q3FY22 YoY (%) Q2FY23 QoQ (%) Comments
5 CC growth was flat on QoQ due to higher than expected furloughs, hold

Revenue 1,222 1,072 14.0 1,192 on some projects
Employee expense 132 607 20.6 694 5.5

Gross Margin 490 465 5.3 498 -1.7

Gross margin (%) 40.1 43.4  -330 bps 41.8  -170 bps

Other expense 483 302 59.6 322 49.9

EBITDA 1.4 162.8 -95.5 176.4 -95.8

EBITDA Margin (%) 0.6 15.2 1458 bps 14.8 1419 bps EZI;BrAS(;r:Arg;r;e::Lussted to 151 crore were at 13%, impacted by
Depreciation & amortisation 21 19 11.9 21 1.6

EBIT -14 144 -109.5 156 -108.8

EBIT Margin (%) -1.1 13.4 -1455 bps 13.1  -1418 bps

Other income (less interest) 7 10 -29.3 -9 -179.8

PBT -7 154 -104.4 147 -104.6

Tax paid 10 40 -76.0 32 -70.3

PAT -16 114 -114.4 115 -114.2

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY23E FY24E FY25E Comments
[ Crore) old New % Change Old New % Change old New % Change
Revenue 4,719 4,752 0.7 5,144 5,084 -1.2 5,659 5,516 -2.5 We re-align numbers on weak 9M performance
EBITDA 708 525 -25.8 798 756 5.2 891 834 -6.4

FY23E margin will hit by one time provision while
FY24E and FY25E margins are trimmed on continue
leadership and capability investments which likely
erode margins

PAT 467 343 -26.7 527 499 5.2 587 554 -5.6

EPS R) 17 12 -26.7 18.7 18 -5.2 21 20 -5.6

Source: Company, ICICI Direct Research

EBITDA Margin (%) 15.0 11.0  -395 bps 15.5 14.9  -64 bps 15.7 15.1  -62 bps

ICICI Securities | Retail Research 4
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Key Metrics

Exhibit 3: Dollar revenue trend QoQ
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Exhibit 4: CC growth flat in Q3, 3% impact of client issue
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Source: Company, ICICI Direct Research

Exhibit 5: Rupee revenue QoQ growth

4.7

1.0

6.0

4.8

33

Q4FY21

Q1FY22

Q2FY22

QoQ growth (% crore)

Q3FY22

Q4FY22

Q1FY23

Q2FY23

Q3FY23

Source: Company, ICICI Direct Research

Exhibit 6: US revenue declines on furloughs & client
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Exhibit 7: Europe sees further recovery Q3
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Exhibit 8: Manufacturing hit by furlough
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Exhibit 9: While BFSI growth continues Exhibit 10: Energy impacted by furlough & deal delays
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Exhibit 11: Lifesciences still sluggish Exhibit 12: Business & tech revenue QoQ growth
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Exhibit 13: Enterprise solutions continues to decline Exhibit 14: Cloud & Base services revenue QoQ growth
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Exhibit 15: Offshore mix improving
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Exhibit 16: TCV wins remains strong
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Exhibit 17: Currency mix of revenue (%)
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Exhibit 18: Top five customer’s revenue QoQ growth
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Exhibit 19: Top 10 customer’s revenue QoQ growth
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Exhibit 20: Top 20 customer’s revenue QoQ growth
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Exhibit 21: Number of clients additions trend Exhibit 22: Net headcount additions trend
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Exhibit 23: LTM attrition moderating but still elevated Exhibit 24: Utilisation trend
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Financial Summary

Exhibit 25: Profit & loss statement (X crore) I Exhibit 26: Cash flow statement (X crore)
(Year-end March) FY22 FY23E FY24E FY25E (Year-end March) FY22 FY23E FY24E FY25E
Total operating Income 4,130 4,752 5,084 5,516 Profit 464 463 675 744
Growth (%) 16.2 15.0 7.0 8.5 Add: Depreciation 77 95 102 110
COGS (employee expenses) 2,369 2,785 2,924 3,199 Others 22 (20) (20) (20)
Other expenses 1,121 1,457 1,361 1,492 Inc/(dec) in working capital (256) (71) (104) (83)
Total Operating Expenditure 3,490 4,242 4,285 4,690 Taxes paid (178) (120) (175) (190)
EBITDA 640 525 756 834 CF from operating activiti 281 346 477 561
Growth (%) 21.0 (18.0) 44.0 10.3 (Inc)/dec in Fixed Assets (64) (81) (86) (94)
Depreciation 77 95 102 110 Others (243) 511 40 40
Other income (net) 53 20 20 20 CF from investing activiti (307) 430 (47) (54)
PBT 617 463 675 744 Dividend paid & dividend tax (111) (226) (226) (226)
Total Tax 153 120 175 190 Others (36) (488) (20) (20)
PAT 464 343 499 554 CF from financing activiti (147) (714)  (245) (245)
Growth (%) 445 (26.1) 45.8 11.0 Net Cash flow (173) 62 185 262
Diluted EPS (%) 16.3 12.1 17.7 19.7 Exchange difference (3) - - -
Growth (%) 40.7 (25.6) 45.8 11.0 Opening Cash 558 383 445 630

Source: Company, ICICI Direct Research, Closing cash & Bank 383 445 630 892

Source: Company, ICICI Direct Research

Exhibit 27: Balance Sheet R crore)
(Year-end March) FY22 FY23E FY24E FY25E (Year-end March) FY22 FY23E FY24E FY25E
Equity Capital 56 54 54 54 Per share data (%)

Reserve and Surplus 2,527 2,171 2,450 2,779 Diluted EPS 16.3 121 17.7 19.7
Total Shareholders funds 2,583 2,231 2,505 2,834 Cash EPS 19.3 16.0 22.0 24.3
Total Debt - - - - BV 92 82 92 104
Lease liablity 91 91 91 91 DPS 4.0 8.3 8.3 8.3
Provisions 49 57 61 66 Cash Per Share 14 16 23 33
Other non current liabilties - - - - Operating Ratios (%)
Total Liabilities 2,723 2,379 2,657 2,990 EBITDA margin 15.5 11.0 14.9 15.1
Assets PBT Margin 14.9 9.7 13.3 13.5
Property, plant and equipment 147 161 176 145 PAT Margin 11.2 1.2 9.8 10.0
Goodwill 457 457 457 457 Debtor days 60 60 60 60
Intangibles 10 10 10 10 Unbilled days 15 15 15 15
Right-of-use assets 112 83 53 19 Creditor days 19 19 19 19
Other non current assets 224 207 264 286 Return Ratios (%)
Cash & bank balance 383 445 630 892 RoE 17.9 15.4 19.9 19.6
Current Investments 786 315 315 315 RoCE 23.1 19.7 26.1 255
Trade receivables 681 784 838 910 RolC 36.3 26.6 38.3 41.7
Unbilled revenue 168 193 206 224 Valuation Ratios (x)
Other financial assets 20 23 25 27 P/E 16.0 21.2 14.6 13.1
Other current assets 395 455 487 528 EV / EBITDA 9.8 12.7 8.6 1.5
Total Current Assets 2,433 2,215 2,501 2,896 EV / Net Sales 1.5 1.4 1.3 1.1
Trade payables 210 241 258 280 Market Cap / Sales 1.8 1.6 1.5 1.3
Lease liablity 32 32 32 32 Price to Book Value 2.9 3.3 2.9 2.6
OCL & provisions 419 482 515 559 Solvency Ratios
Total Current Liabilities 660 754 805 871 Debt/EBITDA - - - -
Net Current Assets 1,773 1,460 1,696 2,025 Debt / Equity - - - -
Application of Funds 2,723 2,379 2,657 2,991 Current Ratio 1.9 1.9 1.9 1.9
Source: Company, ICICI Direct Research Quick Ratio 1.9 1.9 1.9 1.9

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 9



ﬂ Company Update | Birlasoft Ltd ICICI Direct Research

RATING RATIONALE

ICICI Direct endeavours 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%
1+
ﬁ'clcl(i//r‘v‘[ com | “.“_f. | |
I».lllm-nll’-)'::)ul Fingertips | BHOI{ER \ .
ICICI Securities Ltd. 75 STARMINE | |
| Eﬂ;‘avysmwa'd 2012 ‘£=-;
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

|/We, Sameer Pardikar, MBA, Sujay Chavan, MMS, 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.
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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
such, may not match with the recon dation in fund | 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, 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 stralegv 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 ir 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 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 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 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
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