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Sonata Software — BUY Stop Loss  : Rs.544.0 (Closing basis)

Investment Thesis Stock Data \

e Sonata Software Ltd. (Sonata) is a global IT services and solutions company Market Cap (Rs. Mn) 1,77,218
and emerged as leading provider of IT consulting, software development,
and digital fransformation services, catering to an array of retail,
manufacturing, distribution, fravel and software product companies. Shares O/S (in Mn) 278.0

e Post Mr. Samir Dhir appointed as new CEO in 2022, Sonata has set a target
to double its international revenues in the next 4 years and be known in the
industry as a specialized firm in modernization and digital engineering. To 52-Week Range (Rs.) 870.00 / 469.60
achieve the same, Sonata plans to make investments in sales, investments
in large deals, capability build as well as partner ecosystems. Further,
Sonata also plans fo invest in building brand building exercise, invest in .
resources to move up in quadrants and invest in identified campus and Shareholdlng Pattern
lateral hires. Promoters 28.17%

e Sonata has classified verficals in ‘invest vertical’ and ‘harvest vertical'. It
has placed BFSI, Healthcare/life Sciences under invest vertical whereas
Telecom, Media, High-Tech, Retail & Manufacturing are under harvest Institutions 21.56%
vertical. Sonata plans to double down to scale BFSI and Healthcare/Life
Sciences verficals and continues o build strong sales, delivery and domain
capabilities in these verticals. Further in harvest verticals Sonata continues

to see strong pipeline build and order book momentum across all the ’
harvest verticals. In harvest vertical the focus is more on dynamics with geo Key Ratios ‘
focus of West US, UK, India and Australia and generate large deal pipeline

in existing accounts. In invest verticals the focus is on East US and Nordics Div Yield 18%
countries region with cenfral hunting team, global delivery centers, deal TTM PE 60.3x
origination & deal desk.

e In FY23, Sonata has acquired Texas-based Quant Systems for US$160mn,
which helped Sonata accelerate its capabilities in Enterprise Data TTM EPS (Rs.) 10.48/-
Analytics, Cloud modernization, Cyber security, Salesforce, Data Privacy,
Adobe and Digital & Mobile App solutions, including differentiated IPs for

Salesforce and Chatbot technologies as well as expand its domain Stock Perf
expertise in banking and financial services, healthcare & life sciences, oc errormance

Market Cap ($ Mn) 2,119.8

Avg. Volume (3 month) 13,51,740

FIIs 12.41%

Others (incl. body corporate) 37.86%

ROE 30.3%

consumer/retail, etc. As per order book visibility, Sonata expects Quant fo | | performance (%) M 6M 1Yr
post 65% and 45% growth in revenue and EBITDA for CY24, respectively.
o g ABSOLUTE 1.8% 79%  19.3%
Financials
NIFTY IT 1.2% 19.1%  29.8%
e Sonata’s revenue & PAT grew by CAGR of 23.8% and 4.4%, respectively 300
during FY19-24 led by focus on large deals and acquisitions.
Consol. (Rs.Mn) FY22 FY23 Fy24  FY25E  Fy2eE |
Revenue 55,534 74,491 86,131 95,605  1,07,078 ||| 2%
EBITDA 4,541 5,998 7,274 8,147 9,288 150
EBITDA Margin (%) 8.2% 8.1% 8.4% 8.5% 8.7% 100
PAT 3,764 4,519 3,085 3,455 3,939 50 | B
EPS (Rs.) 13.6 16.3 11.1 12.5 14.2 S 888§ Y88 TI I
aggeagéeagéc
P/E (x) 46.7 38.9 56.9 50.8 44.6 8 =3388=3828 =3
RoE (%) 33.8% 34.6% 22.1% 22.6% 23.4% = Sonata Software =Nifty IT




e Sonata has reported 15.3% QoQ and 25.4% YoY growth in revenue to
Rs.25,274mn in Q1FY25 led by growth in domestic business. Sequentially, all Graphs & Charts

the geographical regions witnessed growth with the USA grew by 18.6%, Figure 1: Net Sales Trend

Europe by 7.1% and RoW by 8.1% QoQ. 1,20,000 - 34.1% - 40%
o Sonata’s EBIT declined by 2.8% YoY (+29.4% QoQ) to Rs.1,429mn. As a result, '
EBIT margin was down by 164bps YoY but improved by é1bps QoQ.
Management guided for margin pressure throughout FY25 due to delay in 80,000 -
ramp-up of certain deals, wage hike implementation, upfront cost for
ramping-up for large deals and confinued investment in sales and delivery.
It also guided for recovery in margin for IT services from Q4FY25/Q1FY26. 40,000 -
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« Sonata is a leading IT company which provides modernization services - 0%

using ifs proprietary Platformation approach. It specializes in cloud and
data modernization, Microsoft Dynamics Modernization, Digital contact mmmm Net Sales (Rs. Mn)  ==ll==Y0Y Growth (%)
center setup and management, managed cloud services and digital
transformation services.

e Sonata has presence in North America, Europe, ANZ and Asia-Pacific. In X X
terms of industries, Sonata’s revenue mix in Q1FY25 is as follows — 36% from Figure 2: EBITDA & EBITDA Margin Trend
TMT, 34% from retail, 16% from BFSI, 10% from healthcare and balance 4% | 10.000 - r 10%
from emerging sectors. Sonata has partnerships with leading fechnology
providers such as Microsoft, Amazon, Google, among others.

e In Domestic Products and Services (DPS), Sonata is engaged in of buying 6,000 -
and selling of packaged software in India. While in International IT Services
(ITS), it is engaged in Cloud, Data, Dynamics, Managed Services, and 4,000 -
Contact Centre catering to US, UK, Europe and Rest of the World (RoW).

FY21 FY22 FY23 FY24 FY25EFY26E

8,000 -

. 2,000 -
Valuation
0 -
Sonata is targeting large deals which are in the range of US$5-50 mn with a 3- FY21 FY22 FY23 FY24 FY25E FY26E
4 years range. These deals will be multiyear and annuity based which will
improve margin profile over a period of time. Post the new CEO, Sonata has mmmm EBITDA (Rs. Mn)  ==B==EBITDA Margin (%)

seen spat of large deal and during the last 4 quarters Sonata has won 16

large deals. With ifs focus on large deals, currently large deal pipeline is 48%

of its total pipeline, which is a 3x jump in dollar terms over last year. During

FY23, it won its largest ever deal of $160 mn for 10 years from a client which is

backed by one of the largest PE firms with a very strong cash flow. 5,000 5 54.3% 80%
60%

Sonata aims to lead the Al wave by modernizing tech and ops for its client. I 4,000 -

is helping clients on three dimensions: a) leveraging Al to drive efficiencies for 0 . 40%
clients like, blended automation and Al to drive inteligent content | 3,000 - °
generation with workflows to reduce manual effort; b) leveraging Al to drive 2000 A

higher consumer experience and modernize sales for example, enabling '

contact center sale staff to drive cross sell and upsell opportunities and c) 1,000 -

driving innovative business models, for example, generating new content

from existing content using Al. Management has highlighted that it has over 0 -

20%
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US$50mn pipeline on Al based projects across 90 plus clients and prospects FY21 FY22 FY23 FY24 FY25E FY26E

and expect 20% of its revenue from Al services in the next 3 years.

With leading provider of IT consulting, software development and digital

transformation, target to double its international revenues in the next 4 years,

classified verticals in ‘invest vertical’ and ‘harvest verfical’, acquisition of

Quant Systems fo increase its capabilities and targeting large deals in the | Lt SIS T ER TR TIOR8 L)

range of US$5-50 mn with a 3-4 years' annuity revenue, we are assigning BUY

rating to Sonata Software Ltd. (Sonata) and value at 53.5x FY26E EPS of ?gfﬁ:ﬂa&eﬁ&%
Rs.14.20 to arrive at target price of Rs.759.00, an upside of ~20.0%+.
H Retail &
RiSk & Concern Manufacturing
e Sonata is investing in sales, capabilities and partnership to drive long term = BFSI
growth, any failure to secure deal or revenue generation may have
adverse impact on margin of the company. m Healthcare
e Sonata is consistently getting large deal and improving its annuity
revenues, if it is unable to scale ifs existing logos or win fresh large deals, it oE )
. merging
may affect growth going ahead.

o Sonata generates ~85% of its revenue from the US and the Europe, any
slowdown in these regions may affect future growth prospect of Sonata.

s PAT (Rs. Mn) ==f==Y0Y Growth (%)
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Disclosure: M/s. Bonanza Portfolio Ltd here by declares that views expressed in this report accurately reflect view point with subject
to companies/securities. M/s. Bonanza Portfolio Ltd has taken reasonable care to achieve and maintain independence and
objectivity in making any recommendations. The Analysts engaged in preparation of this Report or his/her relative: - (a) do not have
any financial interests in the subject company mentioned in this Report; (b) do not own 1% or more of the equity securities of the
subject company mentioned in the report as of the last day of the month preceding the publication of the research report; (c) do
not have any material conflict of interest at the time of publication of the Report. The Analysts engaged in preparation of this
Report:- (a) have not received any compensation from the subject company in the past twelve months; (b) have not managed or
co-managed public offering of securities for the subject company in the past twelve months; (c)have not received any
compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve
months; (d) have not received any compensation for products or services other than investment banking or merchant banking or
brokerage services from the subject company in the past twelve months; (e) has not received any compensation or other benefits
from the subject company or third party in connection with the Report; (f) has not served as an officer, director or employee of the
subject company; (g) is not engaged in market making activity for the subject company.

M/s. Bonanza Portfolio Ltd is a registered Research Analyst under the regulation of SEBI, the year 2014. The Regn No. INH100001666
and research analyst engaged in preparing reports is qualified as per the regulation's provision.

Disclaimer: This research report has been published by M/s. Bonanza portfolio Ltd and is meant solely for use by the recipient and is
not for circulation. This document is for information purposes only and information / opinions / views are not meant to serve as a
professional investment guide for the readers. Reasonable care has been taken to ensure that information given at the time
believed to be fair and correct and opinions based thereupon are reasonable, due to the nature of research it cannot be
warranted or represented that it is accurate or complete and it should not be relied upon as such. If this report is inadvertently send
or has reached to any individual, same may be ignored and brought to the aftention of the sender. Preparation of this research
report does not constitute a personal recommendation or take info account the particular investment objectives, financial
sifuations, or needs of individual clients. Past performance is not a guide for future performance. This Report has been prepared on
the basis of publicly available information, internally developed data and other sources believed by Bonanza portfolio Ltd to be
reliable. This report should not be taken as the only base for any market fransaction; however this data is representation of one of
the support document among other market risk criterion. The market participant can have an idea of risk involved fo use this
information as the only source for any market related activity. The distribution of this report in definite jurisdictions may be restricted
by law, and persons in whose custody this report comes, should observe, any such restrictions. The revelation of interest statements
infegrated in this analysis are provided exclusively to improve & enhance the fransparency and should not be freated as
endorsement of the views expressed in the analysis. The price and value of the investments referred to in this report and the income
from them may go down as well as up. Bonanza portfolio Ltd or its directors, employees, affiliates or representatives do not assume
any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such information / opinions / views. While
due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors,
employees, dffiliates or representatives of M/s. Bonanza portfolio Ltd shall be liable. Research report may differ between M/s.
Bonanza portfolio Ltd RAs and other companies on account of differences in, personal judgment and difference in time horizons for
which recommendations are made. 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. Research analyst have not received
any compensation/benefits from the Subject Company or third party in connection with the research report.

M/s. Bonanza Portfolio Ltd at Bonanza House, Plot No. M-2, Cama Industrial Estate. Walbhat Road, Goregaon (E), Mumbai — 400063
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