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Sonata Software

Large deals, inorganic growth tailwinds

Sonata delivered a better-than-expected IT services (IITS) growth (+8% QoQ
CC) while organic growth was 4.5% Qo0Q. The growth was led by Cloud and
Microsoft Dynamics. The management remains optimistic and plans for its
IITS revenue to be USD 500mn by FY26 (implied CQGR of ~4%) with EBITDA
margins in the early 20s. The company won 3 large deals during the quarter
which included one deal of USD 160mn for 10-year IT modernisation in the
retail vertical (full ramp-up expected from Q2FY24). The IITS EBITDA margin
contracted 331bps QoQ to 18.5% due to wage and M&A costs. The margins will
continue to be under pressure due to senior management wage hikes in Q1 (-
50bps) and continued investments to scale up in focus verticals like BFSI and
healthcare. Large deal ramp and inorganic growth (Quant) will serve as
tailwinds for FY24E revenue growth while softness in the hi-tech vertical will
offset the growth to some extent. We increase our IITS revenue estimate by ~2%
for FY24/25E but lower the IITS margin by ~55/70bps for FY24/25E. We maintain
a BUY rating with a target price of INR 1,000, based on 20x Mar-25E EPS. The
stock is trading at a P/E of 22/18x FY24/25E (5Y/10Y average P/E of 15/12x).
= QA4FY23 highlights: IITS revenue stood at USD 65.8mn, +8.8% QoQ growth,
higher than our estimate of USD 64.1lmn. Among the verticals, healthcare
grew 32.9% QoQ (Quant acquisition), followed by BFSI growth at 24.3% QoQ
(Quant acquisition), retail & manufacturing growth at 17% QoQ and TMT
vertical growth at 2.3% QoQ (softness in hi-tech vertical). IITS EBITDA
margin stood at 18.5%, declining -331bps QoQ due to a wage hike (-97bps)
and M&A cost (-330bps), which were partially offset by FX (+56bps) and
Quant profitability (+46bps). However, the normalised IITS EBITDA margin
improved by 10bps QoQ to 21.9% and the DPS EBITDA margin stood at 3.9%
(+99bps QoQ). Consolidated revenue witnessed a de-growth of 15.4% QoQ,
mainly due to a decline in DPS revenue (-22% QoQ). The IITS headcount
addition was healthy at 707 employees (excluding Quant headcount addition
of 207 employees). The company added 15 new customers in Q4 vs 20
additions in Q3.
®  Outlook: We expect IITS growth of ~42% (including Quant) /15% and DPS
growth of ~20% for FY24/25E respectively. IITS margin will be at 21.4/22.6%
and DPS margin at 3.5/3.6% for FY24/25E respectively. IITS
revenue/consolidated EPS CAGR for FY23-25E are expected to be +28/24%.
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BUY

CMP (as on 15 May 23)  INR 885
Target Price INR 1,000
NIFTY 18,399
IéIFITANGES OLD NEW
Rating BUY BUY
Price Target INR920 INR 1,000
FY24E FY25E
EPS %
+2.1 +3.0
KEY STOCK DATA
Bloomberg code SSOF IN
No. of Shares (mn) 140
MCap (INR bn) / ($ mn) 124/1,517
6m avg traded value (INR mn) 416
52 Week high / low INR 903/458

STOCK PERFORMANCE (%)
3M  6M  12M
Absolute (%) 341 624 802

Relative (%) 323 617 62.1

SHAREHOLDING PATTERN (%)

Dec-22 Mar-23

YE Mar (INR bn) FY%; FY%‘; ‘:‘;\; Fszz Q("/Q) FY21 FY22 FY23| FY24E FY25E
ESDR;T;%S 658 557 181 605 88 160 203 241 343 393
Net Sales 1914 1464 307 2261 (154) 4228 5553 7449 9479  112.66
EBIT 133 095 396 143 (7.0) 340 416 545 722 8.97
APAT 114 101 128 118 (33) 244 376 452| 554 699
Diluted EPS (INR) 81 72 128 84 (33) 174 268 322| 395 498
P/E (x) 509 330 275 224 17.8
EV / EBITDA (x) 315 256 217 150 119
ROE (%) 310 376 377 385 399

Source: Company, HSIE Research, Consolidated Financials
Change in Estimates

YE Mar (INR bn) FY24E Old FY24E Revised Change % |FY25E Old FY25E Revised Change %
IITS Revenue (USD mn) 336 343 1.9 386 393 1.9
Revenue 92.95 94.79 2.0 110.47 112.66 2.0
EBIT 7.18 7.22 0.5 8.97 8.97 0.0
EBIT margin (%) 7.7 76  -llbps 8.1 80  -16bps
APAT 542 5.54 2.1 6.79 6.99 3.0
EPS (INR) 38.7 39.5 21 48.4 49.8 3.0

Source: Company, HSIE Research

Promoters 28.17 28.17
FIs & Local MFs 13.80 13.86
FPIs 12.85 12.95
Public & Others 45.18 45.02
Pledged Shares 0.00 0.00
Source : BSE

Pledged shares as % of total shares
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the subject issuer(s) or securities. SEBI conducted the inspection and based on their observations have issued advise/warning. The said observations
have been complied with. 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.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his
relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate
does have/does not have any material conflict of interest.

HDEC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular
basis of any investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an
individual investor; readers are requested to take professional advice before investing. Nothing in this document should be construed as investment
advice. Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an
investment in securities of the companies referred to in this document (including merits and risks) and should consult their own advisors to determine
merits and risks of such investment. The information and opinions contained herein have been compiled or arrived at, based upon information obtained
in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty,
express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice.
Descriptions of any company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update this
report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is
a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use
would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.
If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and
brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for
any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their
value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign
currencies effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.
This report should not be construed as an invitation or solicitation to do business with HSL. HSL may from time to time solicit from, or perform
broking, or other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the
securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to
such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and
opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the
investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in
the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial
instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the
companies / organizations described in this report. As regards the associates of HSL please refer the website.

HSL 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.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months
from t 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 in the normal course of business.

HSL 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 HSL nor Research Analysts 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. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or
employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the
Research Report.
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