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Sonata Software

Near term challenges; growth revival prolonged

Sonata Software has positioned itself as a differentiated modernization
engineering and Al-driven organization aiming for top-quartile growth.
However, Sonata’s growth has slowed down in the last four quarters, owing to
client specific issues (Microsoft and BFSI) and macro challenges (Retail)
despite ramp-up of large deals won. Microsoft dynamics (sell-to) growth, which
was under stress, is expected to stabilize and investments in areas like data,
Dynamics CRM, and Fabric will accelerate growth. One large BFSI client
continues to experience budgetary constraints, and the slowdown is expected
to continue in Q2 as well. The Retail and Manufacturing verticals remain under
industry-wide stress due to tariffs and regulatory changes. The DPS business
growth is challenged due to IT/ITES softness and price sensitivity, partly due
to Microsoft's strategy to directly engage with large enterprise clients. Sonata
aims for 18% IITS EBITDA margin by FY26E (wage hike in Q2 and Q3), driven
by revenue stabilization, an improved onsite-offshore mix and better
utilization. Overall, the growth engine appears to be under stress, and we
expect FY26E to be a muted year, with IITS revenue/consolidated EPS CAGR of
7/13% over FY25-28E. Considering the near-term growth challenges and slow
margin recovery, we cut our EPS estimates by 7-8%. We maintain ADD with a
SoTP-based target price of INR 400, valuing the IITS business at 22x and the
DPS business at 15x.

® Microsoft stable but growth protracted: Sonata’s partnership with Microsoft
remains important but faces challenges as the latter adopts a more methodical
approach to investments and tighter budget controls, leading to longer deal
cycles and potential risks of direct client engagement models, especially with
large customers. Microsoft's growth trajectory, which has historically shown
mid-teen growth, has been under pressure over the past few quarters,
currently existing in a flat or slowly growing phase with quarterly
performance fluctuations. Microsoft’s Dynamics growth has notably slowed
from 30-40% to 15%, primarily due to reduced investment from middle-level
companies in the US, which translates to challenges for vendors (Sonata’s
dynamics revenue in Q1FY26 is down 3.6/9% QoQ/YoY). Sonata proactively
invests in future opportunities, aligning with Microsoft's Al-led strategic
focus on Dynamics CRM and Fabric. However, a full recovery and significant
growth are expected to be gradual, as new technology adoption, like Fabric,
takes several years to mature.

BFSI and Retail stress: BFSI is facing sustained pressure from one large US
banking client, which after seasonal weakness in Q4FY25 continues to grapple
with budgetary constraints and cost-control pressures through Q1FY26, with
further impact expected in Q2 and Q3, keeping discretionary spending
muted. While core banking operations remain stable and new client additions
support broader BFSI growth, the performance of this key client clouds the
near-term outlook. Retail and manufacturing also remain under stress from
global softness, tariffs, and regulatory changes, with recovery likely to be
gradual and dependent on global macro conditions. These headwinds are
expected to weigh on the overall growth profile in the near term, despite
healthy large deal ramp-ups and a strong pipeline. In contrast, healthcare and
life sciences have stabilized from earlier client-specific challenges, with
growth now driven by pharmacy and health tech platforms built on modern
technologies and Al
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®  DPS under stress: Sonata's Domestic Product and Solutions (DPS) business is
navigating challenges. A major headwind is price sensitivity and intensified
competition, particularly as Original Equipment Manufacturers (OEMs), including
Microsoft, are potentially pursuing direct engagement with large clients, posing a
risk of business loss and increasing market price pressure. Sonata generates
~72/25% of its consolidated revenue/EBITDA from DPS segment and, within DPS,
Microsoft is >60%. To counter the risk, Sonata is making strategic bets on new
partnerships with entities like AWS, Google, and Oracle, while also scaling its
security operations for India-based clients. It also aims to explore the Microsoft
SMC channel and secure integrated platform engineering deals. These initiatives
are designed to build a more diversified and resilient business, but the growth will
take a hit. We expect the DPS business to register 9/5% revenue/EBITDA CAGR
over FY25-28E vs historical 5Y revenue/PAT CAGR of 24/23%. We value DPS at
15x Sep-27E PAT, with SoTP contribution of INR 106/share (~27% of SoTP).

® IITS—gradual margin recovery: The company aims to take IITS EBITDA margin
closer to a 18% by FY26E (we forecast 16.9%) as compared to 16.6% reported in
Q1FY26. The margin drag is largely behind and Q2 and Q3 will absorb the impact
of annual wage hikes, staggered across junior, middle, and senior management,
but we expect Q4 exit margins to improve to 17.5%. Key margin levers include
ramp-up of large deals, optimizing the onsite-offshore mix, enhancing utilization,
improving the pyramid structure, tighter bench management, cost optimization,
and sustained revenue growth with greater stability.

Financial Summary*

YE March (INR bn) FY23 FY24 FY25 FY26E FY27E FY28E
IITS Revenues (USD mn) 241 324 336 333 364 414
Net Sales 74.49 86.13 101.57 109.84 119.50 131.33
EBIT 5.45 5.96 5.68 5.81 6.70 7.87
APAT 4.52 4.83 4.25 4.50 521 6.12
Diluted EPS (INR) 16.1 17.2 15.1 16.0 18.6 21.8
P/E (x) 23.6 22.0 25.1 23.7 20.4 17.4
EV /EBITDA (x) 18.8 15.9 16.4 15.8 13.6 11.5
RoE (%) 37.7 35.7 27.3 24.7 25.3 26.1

Source: Company, HSIE Research, *Consolidated

SoTP valuation

PAT Sep-27E EPS Multiple Value/share
YE March (INR mm) (INR) P (INR)
DPS 1,991 7.1 15 106
TS 3,676 13.1 22 294
Sonata Consolidated 5,667 20.2 20 400

Source: Company, HSIE Research
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Exhibit 1: IITS Revenue & QoQ (CC) growth trend Exhibit 2: IITS revenue growth (YoY CC) trend
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Exhibit 3: DPS revenue & QoQ growth trend

Source: Company, HSIE Research

Exhibit 4: DPS YoY revenue growth trend
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Exhibit 5: IITS quarterly EBITDA margin trend

Exhibit 6: DPS quarterly GC trend
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Exhibit 7: IITS annual revenue growth trend Exhibit 8: DPS annual revenue growth trend
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Exhibit 9: IITS EBITDA margin trend Exhibit 10: DPS EBITDA margin trend
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Exhibit 11: Revenue and margin assumptions
DPS (INR mn) FY23 FY24 FY25 FY26E FY27E FY28E
Revenue 55,403 59,505 73,406 81,136 87,626 94,637
YoY % 36.2% 7.4% 23.4% 10.5% 8.0% 8.0%
EBITDA 1,968 2,282 2,086 2,187 2,366 2,560
YoY % 38.1% 16.0% -8.6% 4.8% 8.2% 8.2%
EBITDA margin (%) 3.6% 3.8% 2.8% 2.7% 2.7% 2.7%
PAT 1,412 1,634 1,781 1,711 1,891 2,090
YoY % 38.7% 15.7% 9.0% -3.9% 10.6% 10.5%
PAT margin (%) 2.5% 2.7% 2.4% 2.1% 2.2% 2.2%
IITS (INR mn) FY23 FY24 FY25 FY26E FY27E FY28E
IITS Revenue (USD mn) 241 324 336 333 364 414
YoY % 18.7% 34.3% 3.7% -0.8% 9.3% 13.8%
Revenue 19,203 26,796 28,297 28,850 32,034 36,868
YoY % 28.6% 39.5% 5.6% 2.0% 11.0% 15.1%
EBITDA 4,320 5,630 4,803 4,878 5,689 6,782
YoY % 23.6% 30.3% -14.7% 1.5% 16.6% 19.2%
EBITDA margin (%) 22.5% 21.0% 17.0% 16.9% 17.8% 18.4%
PAT 3,107 3,198 2,465 2,787 3,319 4,033
YoY % 13.1% 2.9% -22.9% 13.1% 19.1% 21.5%
PAT margin (%) 16.2% 11.9% 8.7% 9.7% 10.4% 10.9%

Source: Company, HSIE Research
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Exhibit 12: TCV trend
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Exhibit 13: Client Mining
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Exhibit 15: Microsoft Cloud revenue growth trend

Source: Company, HSIE Research

Exhibit 14: Sonata’s Dynamics revenue trend
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Exhibit 16: Microsoft Dynamics 365 revenue growth trend
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Exhibit 17:

Microsoft Azure revenue growth trend
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Exhibit 18: Change in estimates (Consolidated)
FY26E FY26E Change FY27E FY27E Change FY28E FY28E Change
YE March (INR bn) Old  Revised % Old  Revised % Old  Revised %
IITS Revenue (USD mn) 344.3 333.0 (3.3) 384.0 364.0 (5.2) 437.0 414.3 (5.2)
Revenue 110.56 109.84 (0.7) 120.88 119.50 (1.1) 132.92 131.33 (1.2)
EBIT 6.04 5.81 (3.8) 7.19 6.70 (6.8) 8.48 7.87 (7.2)
EBIT margin (%) 5.5 5.3 -17bps 5.9 5.6 -34bps 6.4 6.0 -39bps
APAT 4.67 4.50 (3.6) 5.58 5.21 (6.6) 6.58 6.12 (6.9)
EPS (INR) 16.6 16.0 (3.6) 19.9 18.6 (6.6) 23.5 21.8 (6.9)
Source: Company, HSIE Research
Exhibit 19: Change in estimates (IITS only)
FY26E FY26E Change FY27E FY27E Change FY28E FY28E Change
YE March (INR br) Old  Revised % Old  Revised % Old  Revised %
Revenue (USD mn) 344 333 (3.3) 384 364 (5.2) 437 414 (5.2)
Revenue 29.57 28.85 (2.4) 33.41 32.03 (4.1) 38.46 36.87 (4.1)
EBITDA 5.11 4.88 (4.5) 6.14 5.69 (7.4) 7.31 6.78 (7.3)
EBITDA margin (%) 17.3 16.9 -36bps 18.4 17.8 -63bps 19.0 18.4 -62bps
Source: Company, HSIE Research
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Financials
Consolidated Income Statement
YE March (INR bn) FY23 FY24 FY25 FY26E FY27E FY28E
IITS USD Revenue (mn) 240.9 323.6 335.6 333.0 364.0 414.3
Growth (%) 18.7 34.3 3.7 0.8) 9.3 13.8
Net Revenues 74.49 86.13 101.57 109.84 11950 131.33
Growth (%) 34.1 15.6 17.9 8.1 8.8 9.9
Total Operating Expenses 68.45 78.86 94.68 10278 11145  121.99
EBITDA 6.04 7.27 6.89 7.06 8.05 9.34
EBITDA Margin (%) 8.1 8.4 6.8 6.4 6.7 7.1
EBITDA Growth (%) 30.3 20.4 (5.2) 2.5 14.0 16.0
Depreciation 0.59 1.32 1.21 1.25 1.36 1.47
EBIT 5.45 5.96 5.68 5.81 6.70 7.87
EBIT Margin (%) 7.3 6.9 5.6 5.3 5.6 6.0
EBITDA Growth (%) 30.9 9.3 (4.7) 24 15.2 17.5
Other Income 0.71 -0.49 0.71 0.82 0.90 0.96
Interest 0.19 0.85 0.65 0.60 0.60 0.61
PBT 5.97 4.61 5.74 6.04 6.99 8.22
Tax (incl deferred) 1.45 1.53 1.49 1.54 1.78 2.10
RPAT 4.52 3.09 4.25 4.50 5.21 6.12
EO (Loss) / Profit (Net of Tax) 0.00 -1.75 0.00 0.00 0.00 0.00
APAT 4.52 4.83 4.25 4.50 5.21 6.12
APAT Growth (%) 20.0 6.9 (12.1) 5.9 15.8 17.5
EPS 16.1 17.2 15.1 16.0 18.6 21.8
EPS Growth (%) 20.0 6.9 (12.1) 5.9 15.8 17.5
Source: Company, HSIE Research
Consolidated Balance Sheet
YE March (INR bn) FY23 FY24 FY25 FY26E FY27E FY28E
SOURCES OF FUNDS
Share Capital - Equity 0.14 0.28 0.28 0.28 0.28 0.28
Reserves 12.87 13.79 16.78 19.03 21.64 24.70
Total Shareholders' Funds 13.01 14.06 17.06 19.31 21.91 24.98
Minority Interest 0.00 0.00 0.00 0.00 0.00 0.00
Total Debt 14.62 17.95 10.81 10.91 11.00 11.10
Net Deferred Taxes 0.00 (0.88) (0.86) (0.86) (0.86) (0.86)
Long Term Provisions & Others 0.71 1.24 0.99 0.99 0.99 0.99
TOTAL SOURCES OF FUNDS 28.34 32.36 28.01 30.35 33.05 36.22
APPLICATION OF FUNDS
Net Block 6.34 5.58 4.90 453 4.12 3.70
CWIP 0.01 - - - - -
Goodwill & Other Intangible Assets 10.98 11.13 11.40 11.40 11.40 11.40
Investments 0.00 0.00 0.00 0.00 0.00 0.00
LT Loans & Advances, Others 1.95 3.01 3.05 3.49 4.00 4.59
Total Non-Current Assets 19.28 19.72 19.34 19.42 19.53 19.69
Inventories 0.29 0.98 047 0.54 0.62 0.72
Debtors 12.36 16.05 17.41 20.76 22.59 24.83
Cash & Equivalents 9.50 11.10 6.98 8.35 10.32 12.58
Other Current Assets 2.14 2.75 2.49 2.86 3.29 3.79
Total Current Assets 24.29 30.89 27.35 32.52 36.83 41.92
Creditors 12.95 14.16 15.57 18.30 19.85 21.72
Other Current Liabilities & Provns. 2.28 4.08 3.12 3.28 3.46 3.67
Total Current Liabilities 15.23 18.24 18.69 21.58 23.30 25.39
Net Current Assets 9.06 12.64 8.66 10.94 13.53 16.53
TOTAL APPLICATION OF FUNDS 28.34 32.36 28.01 30.35 33.05 36.22
Source: Company, HSIE Research
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Consolidated Cash Flow
YE March (INR bn) FY23 FY24 FY25 FY26E FY27E  FY28E
Reported PBT 5.97 4.61 5.74 6.04 6.99 8.22
Non-operating & EO items (0.54) 0.74 (0.56) (0.82) (0.90) (0.96)
Interest expenses 0.18 0.85 0.65 0.60 0.60 0.61
Depreciation 0.59 1.32 1.21 1.25 1.36 1.47
Working Capital Change (1.77) (2.09) 1.03 (1.35) (1.13) (1.32)
Tax paid (1.75) (2.62) (1.64) (1.54) (1.78) (2.10)
OPERATING CASH FLOW (a) 2.68 2.81 6.44 4.18 5.14 5.92
Capex (5.70) (0.73) (6.60) (0.88) (0.96) (1.05)
Free cash flow (FCF) (3.02) 2.08 (0.15) 3.30 4.19 4.87
Investments (0.46) (0.12) 0.06 - - -
Non-operating income (2.39) 0.31 218 0.82 0.90 0.96
INVESTING CASH FLOW (b) (8.55) (0.54) (4.36) (0.06) (0.06) (0.09)
Debt Issuance 421 1.39 (2.76) 0.09 0.10 0.10
Interest expenses (0.02) (0.32) (0.38) (0.60) (0.60) (0.61)
FCFE 1.17 3.15 (3.30) 2.80 3.68 4.37
Dividend (2.32) (2.19) (1.23) (2.25) (2.61) (3.06)
FINANCING CASH FLOW (c) 1.87  (1.09) (4.33) (2.75) (3.11) (3.57)
NET CASH FLOW (a+b+c) (4.00) 1.18 (2.25) 1.37 1.97 2.26
Non-operating and EO items 422 0.42 (1.87) - - -
Closing Cash & Equivalents 9.50 11.10 6.98 8.35 10.32 12.58
Source: Company, HSIE Research
Key Ratios

FY23 FY24 FY25 FY26E FY27E FY28E
PROFITABILITY (%)
EBITDA Margin 8.1 8.4 6.8 6.4 6.7 7.1
APAT Margin 6.1 3.6 42 4.1 44 4.7
RoE 37.7 35.7 27.3 24.7 25.3 26.1
RolC or Core RoCE 21.9 21.3 20.0 19.7 22.0 24.8
RoCE 19.9 14.9 13.9 14.8 15.7 16.9
EFFICIENCY
Tax Rate (%) 243 24.0 26.0 25.5 25.5 25.5
Fixed Asset Turnover (x) 79 8.6 9.7 9.7 9.7 9.8
Inventory (days) 1 4 2 2 2 2
Debtors (days) 61 68 63 69 69 69
Other Current Assets (days) 10 12 9 10 10 11
Payables (days) 69 66 60 65 65 65
Other Current Liab & Provns (days) 11 17 11 11 11 10
Cash Conversion Cycle (days) (8) 1 2 4 5 6
Net Debt/EBITDA (x) 0.8 0.9 0.6 0.4 0.1 0.2)
Net Debt/Equity (x) 0.4 0.5 0.2 0.1 0.0 0.1)
Interest Coverage (x) 29.4 7.0 8.7 9.7 11.1 12.9
PER SHARE DATA
EPS (INR/sh) 16.1 17.2 15.1 16.0 18.6 21.8
CEPS (INR/sh) 18.2 15.7 19.5 20.5 23.4 27.1
DPS (INR/sh) 7.9 7.9 57 8.0 9.3 10.9
BV (INR/sh) 46.4 50.1 60.8 68.9 78.1 89.1
VALUATION
P/E 23.6 22.0 25.1 23.7 20.4 17.4
P/BV 8.2 7.6 6.2 5.5 4.9 4.3
EV/EBITDA 18.8 15.9 16.4 15.8 13.6 11.5
OCF/EV (%) 24 24 5.7 3.7 4.7 5.5
FCF/EV (%) (2.7) 1.8 0.1) 3.0 3.8 4.5
FCFE/mkt cap (%) 1.1 3.0 (3.1) 2.6 3.5 4.1
Dividend Yield (%) 2.1 2.1 15 2.1 2.4 29

Source: Company, HSIE Research
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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.
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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 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 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.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.

HDEFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp.
Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg.
No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI
Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.

HDFC Securities

Institutional Equities

Unit No. 1602, 16th Floor, Tower A, Peninsula Business Park,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013

Board: +91-22-6171-7330 www.hdfcsec.com
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