Sonata Software (sonsor)

CMP: % 706

Target: X 835 (18%)

Target Period: 12 months

February 26, 2023

Aiming to reach, half a billion-dollar IT services
revenues by FY26/27, acquires Quant systems

About the stock: Sonata Software (Sonata) offers IT services (30%) and product
licensing & deployment (70%).

e The company provides IT services to travel, retail, agri & commodities and
manufacturing and software vendors
e Net debt free and healthy double digit return ratio (with RoCE of >30%)

Key Highlights:

e Sonata’s wholly owned US subsidiary signed a definitive agreement to
acquire 100% stake in US based Quant Systems (QS) for total consideration
of US$ 160 mn (4.3x sales), US$65 mn to be paid upfront while rest
US$95mn to be paid in next 2 years based on certain milestones.

e The acquisition is in line with Sonata’a strategy to accelerate IT services
growth from hereon as well as strengthening its offering in BFSI and
Healthcare vertical

e Quant Systems’s revenue grew 4x in last 2 years and growth going forward
is also expected to be strong. EBITDA margins for the company are also
healthy i.e., upwards of 30%.

What should investors do? Sonata’s share price has grown by ~3x over the past
five years (from ~% 238 in February 2018 to ~% 706 levels in February 2023).

e We maintain our BUY rating on the stock

Target Price and Valuation: We value Sonata at ¥ 835 i.e., 18x P/E on FY25E EPS.

Key triggers for future price performance:

e Acquisition of QS will strengthen Sonata offering in BFSI and Healthcare &
Life science verticals which will aid the revenue growth of company

e It will also help in commanding better pricing as Quant Systems led data
analytics, data engineering is already commanding premium billing rates

e Winning large deals and strong digital spending by the clients prompt us to
build IT service dollar revenue growth of over 23.8% CAGR over FY22-25E

Alternate Stock Idea: Apart from Sonata, in our IT coverage we also like Infosys.

e Key beneficiary of improved digital demand, industry leading revenue
growth and healthy capital allocation prompt us to be positive
e BUY with a target price of ¥ 1,730

Key Financial Summary

5 year CAGR

(X Crore) FY21 FY22 (FY17-22) FY23E FY24E
Net Sales 4,228 5,553 18.6% 1,146 8,336
EBITDA 379 464 19.3% 613 798
EBITDA Margin (%) 9.0 8.4 8.6 9.6
PAT 244 376 19.1% 443 544
EPS (%) 23.5 27.2 31.6 38.8
P/E (x) 30 26 22 18
RoNW (%) 26.9 34.2 34.7 36.4
RoCE (%) 33.5 39.8 40.6 46.5

¢ ICICI

Research
BUY

LLLLLL

SONATA SOFTWARE

Particular Amount
Market Capitalization (X Crore) 9,785.7
Total Debt(% Crore) 38.0
Cash and Investments (T Crore) 914.4
EV ( Crore) 8,909.3
52 week H/L 753 / 458
Equity capital 13.9
Face value 1.0

Shareholding pattern

Mar-22 Jun-22 Sep-22 Dec-22
Promoters 28 28 28 28

Fll 14 13 13 13
Dil 15 15 13 14
Public 43

44 46 45
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Recent event & key risks

e Acquired Quant Systems for
total consideration of US$ 160
mn

e Key Risk: (i)
expected revenue growth i)

Lower-than-

Lower than expected margins
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3 year
FY25E CAGR
(FY22-25E)
9,311 18.8%
951 27.1%
10.2
655 20.3%
46.7
15
371.3
41.7

Source: Company, ICICI Direct Research
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Rationale of Acquisition & conference call highlights

New CEO in Q3FY23 earnings call had indicated that they are looking to

double IT services revenue growth in next 3-4 years and key levers for the

same are:

1) Winning large deals & large accounts;

2) Continue expanding services portfolio and develop a strong partner
ecosystem to guide modernization outcomes,

3) Strengthen its presence in BFSI and Healthcare & Life science verticals

Acquisition & about the company: In line with these strategic levers, Sonata
announced that Sonata Software North America (wholly owned subsidiary)
of the company signed definitive agreement to purchase Quant systems
(QS), Texas US based IT service corporation. The total consideration for the
same would be US$ 160 mn (4.3x of CY22 Revenue), out of which US$ 65
mn will be paid upfront & US$ 95 mn will be deferred achievement-based
payout over the next 2 years. The company also mentioned that there could
be some additional payments over this US$160mn which would be given
achieving additional targets (unquantified). Sonata also indicated that the
acquisition will be completed in 30 days subject to closing conditions,

QS founded in 2008 was started as a consulting company. In the initial years
QS focused on doing small projects on consulting in the range of US$100-
150K & in the last 4-5 years it scaled its operations by doing downstream
operations like data engineering, data transfer & data modernization to
cloud. QS over last few years has also built its capabilities across Enterprise
Data Analytics, cloud modernization, cyber security, salesforce, AWS, Data
privacy, Adobe, Snowflake and digital mobile apps. QS has also built
differentiated IP’s for Salesforce (Workbox.io) & Chabot (Lisa) technologies,

QS has domain expertise & marquee clients across the verticals of BFSI,
Healthcare & Lifesciences, consumer and retail. QS has over 300 employees
across its delivery centres in USA, India & Costa Rica, the company
mentioned that out 300 employees ~125 are onsite employees,

QS reported >100% CAGR revenue growth in CY20-22 reaching US$37mn
in CY22. The company indicated that EBITDA margin for the QS is upwards
of 30%. Sonata indicated that for CY23 & CY24 QS’s revenue is expected to
grow by 30-35% and EBITDA margin is expected to be in range of 30-35%,

The company indicated that strong growth for QS in last 2 years as well as
higher revenue per employee could be attributed to data analytics, data
engineering, data privacy work projects which they have started recently as
it commands a premium billing rate. Sonata also indicated that lower end of
the billing rates for QS on-site employees are even higher than highest
billing rate currently being given to Sonata onsite employees,

QS will enable Sonata’s key strategic driver to win large deals & it will also
strengthen its presence in BFSI and healthcare verticals,

With this acquisition Sonata has gained 2 of the Top 5 clients from day 1 (1
each from BFSI and Healthcare vertical) while also indicating that both the
accounts have annual digital spend of US$ 1+bn each,

The acquisition will also help Sonata to strengthen its technical capabilities
in enterprise data analytics, cloud modernization, cyber security, salesforce
& data privacy. Sonata also mentioned that the acquisition will help to build
its partnership with Salesforce, Snowflake & multiple data partners,

QS'’s Lisachatbot will broaden Sonata’s platformation strategy by enabling
omnichannel experience integrating enterprise systems, contact centre and
support system solutions while the Workbox IP will help to expand digital
document management for banking & healthcare clients,

Sonata indicated that it doesn’t see major overlapping business in BFSI &
Healthcare verticals after the acquisition and the acquisition will provide
cross-sell opportunities to the clients of Sonata & QS. Sonata further
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indicated in cross-sell opportunity it can take its capability in automation &
platformation to QS’s clients & QS’s capability in enterprise data & data
privacy to Sonata’s clients,

e Sonata mentioned that data platform & data services are multi-year
contracts & with QS expertise in data & analytics Sonata can built a strong
pipeline of annuity contracts which could reduce the volatility impact of its
platformation business,

e Funding & Future M&A plans: Sonata mentioned that the upfront payment
of US$ 65 mn will be paid by availing a short-term loan which will be repaid
in next 12-15 months. The company indicated despite having cash on the
books, it has opted for short term debt due to operational issues related to
approval from RBI to transfer the funds to US subsidiary. However, the
company is confident that this issue is likely resolve in the time period
mentioned and the company will repay the debt. The company also
indicated that they expect both Sonata and QS will continue to generate
strong cash flow in the future and will take care of the deferred payment to
be paid,

e  On the future dividend policy, the company mentioned that going forward
the company is likely to maintain dividend in absolute amount but the
dividend pay-out % is likely to moderate,

e  On future M&A strategy, the company mentioned that they will continue to
look assets but for the time being, they will focus on integration of QS

ICICI Direct Research

Exhibit 1: Change in estimates

FY23E FY24E FY25E Comments

(% Crore) 0ld New % Change Old New % Change Old New % Change

Revenue 7,146 7,146 0.0 799 8336 43 8,834 9.311 Numbers |ncorp0r§t|ng Quant acquisition and
revenue growth guidance for next 4 years

EBITDA 613 613 0.0 656 798 21.8 785 951 21.2

EBITDA Margin (%) 8.6 8.6 0 bps 8.2 9.6 138 bps 8.9 102 133bps argins are likely see upward trajectory as
Quant margins are higher then Sonata margins

PAT 438 443 1.3 475 544 14.6 567 655 15.6

EPS () 31.2 31.6 1.3 33.9 38.8 14.6 40.4 46.7 15.6

Source: Company, ICICI Direct Research
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Financial summary

Exhibit 2: Profit and loss statement % crore [ Exhibit 3: Cash flow statement g crore

(Year-end March) FY22 FY23E FY24E FY25E (Year-end March) FY22 FY23E FY24E FY25E
Total Revenues 5,663 7,146 8,336 9,311 Net profit before Tax 500 583 723 862
Growth (%) 31.3 28.7 16.6 1.7 Depreciation & Amortization 47 57 67 74
Total Operating Expenditure 5,090 6,534 7,538 8,360 WC changes 100 (81) (0) (0)
EBITDA 464 613 798 951 Other non cash adju. (6) (28) 8 15
Growth (%) 22.2 321 30.3 19.1 Income taxes paid (156) (140) (179) (207)
Depreciation & Amortization 47 57 67 74 CF from operations 486 392 619 744
Other Income 102 46 58 58 Capital expenditure (10) (25) (29) (33)
Interest costs 18 18 66 73 A in investments (126) - - -
PBT before Exceptional ltems 500 583 723 862 Other investing cash flow 17 46 58 58
Growth (%) 421 166 240  19.1 CF from investing (119) 21 29 25

Activities

Tax 124 140 179 207 Issue of equity
PAT before Exceptional ltems 376 443 544 655 A in debt funds/lease liablities (81) (24) (24) (24)
Exceptional items - - - - Dividends paid (187) (266) (326) (393)
PAT before Ml 376 443 544 655 Other financing cash flow (3) (18) (66) (73)
Minority Int & Pft. from associate - - - - CF.fr.'o.m Financial (271)  (308) (416)  (489)

Activities
PAT 376 443 544 655 A in cash and cash bank balance 96 105 231 280

Growth (%) 54 18 23 20 Effect of exchange rate changes (3) - - -
EPS 21.2 31.6 38.8 46.7 Opening cash 677 770 875 1,105
EPS (Growth %) 16 16 23 20 Closing cash 770 875 1,105 1,385

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

Exhibit 4: Balance sheet < crore [ Exhibit 5: Key ratios I crore
(Year-end March) FY22 FY23E FY24E FY25E (Year-end March) FY22 FY23E FY24E FY25E
Equity 10 14 14 14 Per share data ()

Reserves & Surplus 1,080 1,263 1,480 1,742 ErS-diluted 27.2 316 388 46.7
Cash per share 55.5 62.4 78.8 98.8

Networth 1,099 1,277 1,494 1,756 BV 79.3 91.0 106.6 g

Minority Interest - - - - DPS 16.3 19.0 23.3 28.0

LT liabilties & provisions 166 166 166 166 Operating Ratios (%)

Total Debt 38 38 38 38 EBITDA Margin 8.4 8.6 9.6 10.2
Adjusted PBT Margin 9.0 8.2 8.7 9.3

Source of funds 1,303 1,481 1,698 1,060 Adusted PAT Margin 68 6.2 65 70
Return Ratios (%)

Net fixed assets 206 198 184 166 RoNW 34.2 34.7 36.4 31.3
RoCE 39.8 40.6 46.5 47.7

Goodwill 22 221 221 22 RolC 107.1 120.5 163.3 203.7
Long term loans and advances - - - - Valuation Ratios (x)

Other non current assets 188 250 285 314 P/E 26.0 22.3 18.2 15.1
Loans and advances : : : : EV / EBITDA 19.2 14.4 10.7 8.7
Inventories - - - - Price to Book Value 8.9 7.8 6.6 5.6
EV/Total Revenues 1.6 1.2 1.0 0.9
Current Investments 145 145 145 145 MCap/Total Revenues 1.8 1.4 1.2 11
Debtors 893 1,041 1,214 1,356 Turnover Ratios
Cash & Cash equivalents 710 875 1,105 1,385 Debtor days 59 53 53 53
Other current assets 133 187 219 244 Creditors days 69 56 56 56
Current liabilties 1,222 1390 162 1,811 Solvency Ratios
Provisions 29 46 54 60 DebVEBITDA : 0.1 o1 0.0 00
Total Debt / Equity 0.0 0.0 0.0 0.0
Net current assets 688 811 1,008 1,259 Current Ratio 15 16 16 1.7
Quick Ratio 1.5 1.6 1.6 1.7
Application of funds 1,303 1,481 1,698 1,960 Debt / EBITDA 0.1 0.1 0.0 0.0
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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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+
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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.

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 g lly 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 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 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 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

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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