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Our Vriddhi pick for the month of March 2021 is Sonata Software Limited
(SSL), whichis aninformation technology (IT) services & solutions company.
It enables successful platform-based digital transformation initiatives for
enterprises, to create businesses that are connected, open, intelligent, and
scalable. It provides solutions for software, retail & distribution, and travel
companies with integrated technological solutions like mobility, analytics,
cloud & enterprise resource planning. In terms of the geographical mix in
FY20, the company's 34 per cent of total consolidated revenue was from
international IT services while the rest 66 per cent came from domestic
products & services.

Platformation to be a key growth driver

Sonata has developed a proprietary model for the digital transformation
of enterprises called Platformation. Through this Platformation, the
company is looking to extend its services beyond just IT vendors to use
platforms & IP as business transformation drivers and become a long-
term partner. In FY20, it acquired Melbourne-based GAPbusters for
USD 4.8 million, which has been amongst the pioneers in the customer
experience (CX) domain. This acquisition is a reaffirmation of Sonata’s
Platformation-led approach to digital transformation, adding a major
platform-led customer experience offering to current solutions. It also
made a strategic investment by acquiring a 17 per cent stake in SemiCab
Inc., Atlanta-based start-up that offers technology platforms to logistics
providers. It will also invest USD 1.4 million for the stake along with an
additional USD 3 lakh for SemiCab’s services over the next one year.
The deal is in line with Sonata’s strategy to invest in companies that
are digitally transforming their customers’ businesses. Such strategic
acquisitions and partnerships have led to improvement & consolidation
in its position, leading to becoming the most preferable partners of choice
for its customers. With this, the company will go for inorganic growth in
the near term.

Microsoft Dynamics - another growth engine

Sonata Software has continued to strengthen its alliance with Microsoft
and focussed on delivering high-quality services to its clients, which
increased the stickiness of the business. Sonata is positioned as a major
playerinthe IDC MarketScape for‘Microsoft Dynamics 365 implementation
services for Asia/Pacific (excluding Japan). As per Microsoft, Sonata’s
platform, Rezopia is among the first 15 transactable applications in Azure
Marketplace. Sonata has entered the Agri-commodity business with the
acquisition of scalable data systems. Scalable Data Systems designs digital
platforms that can scale up or down as business demands, powered
by Microsoft Dynamics. The recovery in Microsoft services portfolio is
expected from FY22, based on the strong pipeline. Microsoft Dynamics
modernisation program is a multi-year opportunity, and the company is
looking to invest in R&D and sales capabilities to fuel growth.
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Deriving strength from international IT services

The company derives 34 per cent of its revenue from international IT
services business. Of that, 54 per cent is derived from the US market and
30 per cent from the European market. During December 2020 quarter, the
USA revenue grew by 7.1 per cent QoQ while Europe revenue grew by 4.9
per cent QoQ. In FY20, it had added 29 new logos across verticals, regions
in the international services segment. The company’s pipeline continues to
be healthy and strong through multiple new digital wins from its existing
and new customers. It has added 8 new customers in the international IT
services segment during the latest December 2020 quarter.

Growing domestic industry

In today's world, organisations have increased their focus on providing Strategic acquisitions
a better customer experience, which has resulted in higher spending ;

on enterprise application software. India continues to be a preferred andpartqershlpshave
destination for IT services, owing to strong digital execution capabilities, led to improvement
cost advantages, favourable talent landscape, and increased government . ..
focus on IT infrastructure. India’s IT spending is estimated to be a total of & consolidation in its
USD 94.3 billion in 2020, with a growth of 6.6 per cent over 2019, primarily position

driven by spending on software. This IT spending continues to be driven
by digital business transformation initiatives from both private and public
organisations. Such increased focus and adoption-changing business
models would pave a path of growth for companies involved in digital space
like Sonata Software.

Financial performance

The company has clocked a CAGR of 17 per cent in revenue over the last 5
years. Also, PAT has replicated the revenue growth and recorded a 16 per
cent CAGR over the same period.

Ontherevenue front, the company witnessed a growth of 12.88 per cent YoY
and 73.7 per cent QoQ to Rs 1,396.16 crore in Q3FY21. In the international IT
services segment, revenue in USD was 41 million, with QoQ revenue growth
of 5 per cent in USD terms and constant currency growth of 4.5 per cent.
In terms of revenue contribution in Indian rupees, international IT services
contributed Rs 300.9 crore while domestic products & services contributed
Rs 1,099.4 crore. PBIDT (excluding Ol) came in at Rs 110.92 crore, higher
by 1.14 per cent YoY and 27.09 per cent QoQ. The corresponding margin
contracted to 7.94 per cent from 8.87 per cent in the year-ago period. PAT
was reported at Rs 53.79 crore, down by 29.09 per cent YoY, led by a 62 per
cent decline in other income. PAT margin was reported at 7.12 per cent,
expanding by 99 bps during the quarter.

The company has a strong balance sheetand it has been paying a continuous Microsoft Dynamics
dividend to its shareholders over the last few years and has maintained a modernisation
dividend payout ratio of around 62 per cent. The company also has strong . .

cash and bank balance of around Rs 642 crore. prosramis a multl-year
opportunity

Description 202003 201903 201803 201703 201603

Net Sales 3743.26 296090 245394 2370.78 194050

Total Income 3801.66 2988.15  2499.39 241789 198428

Total Expenditure 3370.45 262529 222295 2179.23 | 174861

PBIDT 43121 362.86 276.44 238.66 235.68

PAT 276.93 248.88 192.13 156.92 158.59

Dividend % 2025.00 1275.00  1050.00 900.00 900.00

Adj. EPS(Rs) 26.65 2399 18.55 15.07 15.08
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Quarter On Quarter (Consolidated)

Particulars 202012 202009 QonQVar% 201912  YonVYVar%
Net Sales 1396.16 803.77 737 1236.88 12.88
Total Expenditure 1285.24 716.49 79.38 1127.21 14.02
PBIDT (Excl 01) 110.92 87.28 27.09 109.67 1.14
PAT 53.79 57.2 -5.96 75.86 -29.09
PBIDTM% (Excl OI) 7.94 10.86 -26.89 8.87 -10.48
PBIDTM% 8.18 11.16 -26.7 9.56 -14.44
PATM?% 3.85 712 -45.93 6.13 -37.19
Adj. EPS(Rs) 518 551 -5.99 13 -29.04
Valuation

The company is trading at TTM P/E of 22.5x with TTM EPS of Rs 21.18. In
terms of return ratios, the company enjoyed strong RoE and RoCE of 46.8
per cent and 61.7 per cent, respectively in FY20. Stability in the top client,
upgrades in Microsoft Dynamics & improved traction in the cloud, expansion
in new verticals like an agricultural commodity business, and traction in ISV
vertical & retail, are expected to drive revenues. The company believes that
there is a huge opportunity for upgrades and has numerous clients in the
medium to the large category to tap, which can boost long-term revenue
growth. Considering all these factors, we see a potential upside of 51 per
cent with a target price of Rs 735 for a period of three years.

About the company

Sonata Software Ltd (SSL) provides IT consulting, product engineering
services, application development, application management, managed
testing, business intelligence, infrastructure management, packaged
applications, and travel solutions. It also includes the manufacturing, retail,
and consumer packaged goods verticals, and offers outsourced research
& development services to independent software vendors. It operates a
software distribution business for companies such as Microsoft, Oracle, and
IBM. The company's business has two broad lines as products & services.
Under products, it focusses on multi-cloud, SI business and security
business.

Stock vs. Index

Stock Price
Xasuag

SonataSoftwa

Its international pipeline
continues to be healthy
and strong through
multiple new digital
wins

India’s IT spending is
estimated to be a total
of USD 94.3 billion in
2020, with a growth of
6.6 per cent over 2019
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DISCLAIMER & DISCLOSURE:

This report has been prepared by DSIJ Private Limited and is meant for sole use by the recipient and not for circulation. For all content
we have relied upon and assumed, without any independent verification, accuracy and completeness of all information available in
public domain or from sources considered reliable. The content contains certain assumptions and views, which DSIJ considers rea-
sonable now, and which are subject to change. Computations adopted are indicative and are based on current market prices and
general market sentiment. No representation or warranty is given by DSIJ as to the achievement or reasonableness or completeness
of any idea and/or assumptions. The content does not purport to contain all the information that the recipient may require. Recipi-
ents should not construe any of the contents herein as advice relating to business, financial, legal, taxation, or other matters and they
are advised to consult their own business, financial, legal, taxation and other experts / advisors concerning the company regarding
the appropriateness of investing in any securities or investment strategies discussed or recommended and should understand that
statements regarding future prospects may not be realized. It may be noted that investments in equity and equity-related securities
involve a degree of risk and investors should not invest any funds unless they can afford to take the risk of losing their investment.
Investors are advised to undertake necessary due diligence before making an investment decision. For making an investment deci-
sion, investors must rely on their own examination of the Company including the risks involved. Investors should note that income
from investment in such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Accordingly, investors
may receive back less than originally invested. Mutual Funds Investments are subject to market risk. Please read the offer and scheme
related documents carefully before investing. This document may not be reproduced, distributed or published in whole or in part,
directly or indirectly, for any purposes or in any manner.

®  Neither DSI) nor any of its employees shall be liable for any direct, indirect, special, incidental, consequential, punitive or exempla-
ry damages, including lost profits arising in any way from the information contained in this material. The content does not consti-
tute an offer for sale, or an invitation to subscribe for, or purchase equity shares or other assets or securities of the company and
the information contained herein shall not form the basis of any contract. It is also not meant to be or to constitute any offer for
any transaction.

B DSl orits 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.

B Subject company may have been client of DSIJ or its associates during twelve months preceding the date of publication of the
research report.

B DSl orits associates may have received compensation from the subject company in the past twelve months.

B DSJj or its associates have not managed or co-managed public offering of securities for the subject Company in the past twelve
months.

B The Research Analysts of the company have not served as an officer, director or employee of the subject Company.
B The Research Analysts or the Company have not been engaged in market making activity for the subject Company.

B Research analyst or his/her relatives may have actual/ beneficial ownership of 1% or more securities of the subject company at
the end of the month immediately preceding the date of publication of research report.

B DSl or Research analyst or his/her relatives may have financial interest in the subject company in ordinary course of business.

B DSI) and its associate company(ies), their directors and employees may from time to time, have a long or short position in, and
buy or sell the

B securities of the company(ies) mentioned herein or may have any other potential conflict of interests with respect to any recom-
mendation and other related information and opinions.

Definitions of Terms Used in the research reports:

‘Subject company’ means the company where a recommendation is being suggested.

B Buy: The intended audience is being informed that they can consider purchasing the shares of the said company
B Sell: The intended audience is being informed that they can consider selling the shares of the said company

B Hold: The intended audience is being informed that they can consider to neither purchase or sell but continue to hold, if any, the
shares of the said company
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