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c Rs340 W Key Stock Data
Birlasoft
CMP Rs280  Bloomberg/Reuters BSOFT IN
Margins to improve led by lower attrition Potential upside/downside  21%  Sector IT Services
Summary Market cap. (Rs mn) 76,326
. o _ )
Birlasoft reported subdued Q2FY23 revenues mainly led by delay in deal signing, e e .

. ) . ) . ; -1m 3m -12m 3M daily average value (Rs mn) 43.1
offs‘hor.mg and hh.lghe; atzltl:?.‘ GO|nghf?rward, we be":‘.,;. thle con'\.:an'ys Absolute (73) (17.4) (328 Sxweekhigh / low Rs586 / 269
aspiration to achieve double digit growth in FY23E seems difficult considering Rel to Sensex (71) (23.6) (30.2) Sensex/Nifty 59.307 / 17,576
furloughs in Q3, softness in Lifescience & E&U and delay at clients end. Hence,
we have revised our revenue estimates downwards by 3% & 5% for FY23 & Shareholding Pattern (%)

FY24. However, we expect margins to remain resilient mainly led by higher EPS (Rs) FY23E FY24E  Promoters 41.5
realisation, offshoring, lower sub con cost, easing of supply side challenges and IDBI Capital 178 210 Fll 13.0

id rati lisati Thi led longer term tential of th mpany t Consensus 17.9 21.7 DIl 18.8
pyramid rationalisation. This coupled longer term potential of the company to % difference (03 (30) Public 26.7
generate strong growth (barring macro headwinds) and recent correction in
stock price; we maintain our BUY rating on the stock with revised target price of Financial snapshot (Rs mn)
Rs 340 (16x FY24E EPS). Year FY20 FY21 FY22 FY23E  FY24E

Revenue 32,910 35,557 41,304 47,964 52,277
Key Highlights and Investment Rationale Change (yoy, %) 29 8 16 16 9
= Revenue could taper: The company is seeing strong growth in BFSI (up 7.4% EBITDA 3,919 5,292 6,402 7,147 8,103
d M ; . 19%) led by st digital d d Th Change (yoy, %) 28 35 21 12 13
QoQ) and Manufacturing (up 1.2%) led by strong digital demand. The EBITDA Margin(%) 11.9 14.9 15.5 14.9 15.5
company is also witnessing healthy deal wins a growth of 32.6% YoY and Adj.PAT 2,243 3,208 4,637 4,822 5,686
22.8% QoQ. However, considering subdued H2FY23E performance, macro EPS (Rs) 8.1 11.5 16.7 17.8 21.0
headwinds, furloughs and headwinds in lifescience & Energy we expect the gl;(a/;ge (yoy, %) (3315) ;i [5 1; i‘:

X
company’s growth to soften in FY23E. In addition, we expect discretionary Dividend Yield (%) 1 1 1 1 )
spends like ERP implementation (~¥45% of revenues) could also slowdown. EV/EBITDA (x) 18 14 12 10 9
Hence, we now expect revenues to grow at a CAGR of 8.5% over FY22-FY24E. RoE (%) 12.4 15.8 195 19.0 21.1
RoCE (%) 17 22 24 25 27

m  Margins to improve in the long run: The easing of supply side challenges, Source: IDBI Capital Research
offshoring, lower sub con cost and pyramid rationalization are key drivers of
margins in long run. Hence, we expect margins to improve from Q2FY23E
onwards and expect improvement of 60 bps to 13.8% in FY24E.
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Con call Highlights

Company recorded growth of 1.1%/11% QoQ/YoY in CC. Dollar revenue at $148.8 mn grew 0.1% QoQ;
Rupee revenue grew 3.3% QoQ to Rs. 11,921 mn.

BFSI led the growth (+7.4% QoQ) on the back of deal wins and scaling up of existing customers followed by
Manufacturing vertical which grew 1.2% QoQ. However, Life-sciences vertical observed moderation of
7.4% QoQ on the back of furlough and client rationalization by the Company; energy & Utilities vertical
decreased by 1.3% QoQ.

In terms of geography, America led the growth (+11.2% QoQ); growth in ROW and Europe moderated by
6.2% and 0.6% respectively. Despite challenging macro conditions, there were no cancellations. However
there is delay in decision making by customers and deferment of projects.

Revenue from Top 5, Top 10 and Top 20 clients grew YoY by 13.8%, 13.4% and 13.1% respectively.
Signed deal TCV of $166 mn during the quarter; new deal TCV stood at $138 mn (vs $111.9 mn in Q1FY23)

Going forward, BFSI and Manufacturing vertical are expected to continue on the strong growth run; focus
in life-science vertical would be to increase the share of annuity revenue. Digital and enterprises solutions
are expected to do well.

Despite challenging macro conditions, management is confident of achieving double digit growth for FY23
(to be closer to 10%) led by strong demand environment, better realization, reduction in attrition levels
and healthy deal wins. Aspiration of reaching $1 bn revenues by FY25 remains intact.

Despite wage hikes rolled out during the quarter which impacted margin to the tune of 2.1%, EBIT margin
expanded by 5 bps QoQ as lower delivery and travel cost, increase in offshore and reduction in attrition
helped negate margin pressure.

Going forward, furloughs and increase in support cost are expected to impact Q3 margins. However this
will be negated by pyramid correction, increased utilization and fresher hiring. Company is of the view that
margin will see improvement when attrition trends lower to around 20%. LTM attrition down 50 bps qoq
at 27.4%; still at elevated levels; seeing reduction in Q3.
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Exhibit 1: Financial snapshot

Year-end: March

Revenues (USS mn)
Revenues

COGS

Gross profit

SG&A

EBITDA
Depreciation & amortization
EBIT

Other income

PBT

Tax

Minority interest
Adjusted net profit
Exceptional item
Reported net profit
Diluted EPS (Rs)

As % of net revenue
Gross profit

SG&A

EBITDA

EBIT

Reported net profit

Tax rate

Source: Company; IDBI Capital Research

Q2FY23

148.8
11,921
6,938
4,983
3,219
1,764
207
1,557
(85)
1,472
321

1,151
0
1,151
4.1

41.8
27.0
14.8
131

9.7
21.8

Q1FY23

148.6
11,544
6,579
4,966
3,268
1,698
196
1,502
122
1,624
417

1,207
0
1,207
4.3

43.0
28.3
14.7
13.0
10.5
25.7

QoQ (%)

0.1
3.3
55
0.3

(1.5)
3.9
5.2
3.7

n.m.

(9.4)

(22.9)

n.m.

(4.7)

n.m.

(4.7)

(4.0)

(Rs mn)
Q2FY22 YoY (%)
136.9 8.7
10,117 17.8
5,764 20.4
4,353 14.5
2,835 13.5
1,518 16.2
194 6.5
1,324 17.6
60 n.m.
1,384 6.4
351 (8.5)
n.m.
1,033 11.4
(1) n.m.
1,031 11.6
3.6 12.4

43.0
28.0
15.0
13.1
10.2
25.4
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Exhibit 2: Earnings Revision

Year-end: March
Revenue (USS mn)
Revenue (Rs mn)
EBIT (Rs mn)

EBIT margin (%)
EPS (Rs)

Source: Company; IDBI Capital Research

Exhibit 3: Actual vs. estimates

Year to March

Revenue (USS mn)
Revenue (Rs mn)

EBIT (R smn)

EBIT margin (%)
Recurring PAT (Rs mn)
Recurring PAT margin (%)
EPS (Rs)

Source: Company; IDBI Capital Research

Exhibit 4: Large clients trend

Year-end: March Q3FY21
USS1 mn+ 81
USS5 mn+ 21
USS$10 mn+ 9

Source: Company; IDBI Capital Research

FY23F FY24F
New (o] [¢] Chg (%) New (o] [} Chg (%)
605 623 -2.9% 653 686 -4.7%
47,964 48,107 -0.3% 52,277 53,486 -2.3%
6,331 6,398 -1.0% 7,214 7,381 -2.3%
13.2% 13.3% (10) bps 13.8% 13.8% (0) bps
17.9 19.1 -6.3% 21.2 21.9 -3.3%
Q2FY23 Q2FY23E Variance (%)
148.8 152.6 -2.5%
11,921 12,178 -2.1%
1,557 1,472 5.8%
13.1% 12.1% 97 bps
1,151 1,174 -2.0%
9.7% 9.6% 1 bps
4.1 4.1 -1.3%

Q4FY21 QI1FY22 Q2FY22 Q3FY22 Q4FY22 Q1FY23 Q2FY23

76 77 76 77 80 82 76
22 22 20 21 25 25 27
9 10 12 12 13 13 14
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Exhibit 5: Q2FY23 revenue growth was below our forecast

200 -

6.6%

Q3FY21 Q4FY21 Q1FY22 Q2FY22 Q1FY23 Q2FY23

Emm Revenue (LHS)

Q3FY22 QAFY22
—e—QoQ Ch (%)

7.5%

6.0%

4.5%

3.0%

1.5%

0.0%

Source: Company; IDBI Capital Research

Exhibit 6: Q2FY23 EBIT margin was higher than our estimate

16.0% -
15.0% A
14.0% A
13.0% A
12.0% A
11.0% -

13.4%

13.1% 13.0%

13.1%

10.0% T T .
Q3FY21 Q4FY21 Q1FY22

Q2FY22 Q3FY22 Q4FY22 Q1FY23
—eo— EBIT Margin

Source: Company; IDBI Capital Research

Q2FY23
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Exhibit 7: Revenue growth across various segments (%)

Parameters % of revenue QoQ growth (in CC) YoY growth (in CC)
Total revenue 2.1% 15.7%
Geography

us 84.90 4.8% 21.8%
Europe 9.20 -16.6% -9.8%
ROW 5.90 -9.3% -9.0%
Manufacturing 46.70 2.8% 22.3%
BFSI 17.80 5.0% 17.7%
Energy & utility 14.30 -3.9% 11.1%
Lifescience 21.20 -0.4% 4.9%

Source: Company; IDBI Capital Research

Exhibit 8: Utilisation including trainees declined marginally

15,000 - - 87.00
’ 85.80

85.60 85.40 85.20 . 86.00

10,000 - - 85.00

- 84.00

- 83.00

5,000 - - 82.00

10,841 11,033 11,351 - 81.00

0 - . - 80.00

Q3FY21 Q4FY21 Q1FY22 Q2FY22 Q3FY22 Q4FY22 Q1FY23 Q2FY23
B Software professionals ~ —e— Linear Utlization (Blended) (%)

Source: Company; IDBI Capital Research
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Exhibit 9: One-year forward PER trend
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Financial Summary

Profit & Loss Account
Year-end: March
Net sales

Change (yoy, %)
Operating expenses
EBITDA

Change (yoy, %)

Margin (%)
Depreciation
EBIT
Interest paid
Other income
Pre-tax profit
Tax

Effective tax rate (%)
Minority Interest
Net profit
Exceptional items
Adjusted net profit

Change (yoy, %)
EPS
Dividend per share

Dividend Payout %

FY19
25,507

(22,443)
3,064

12
(499)
2,565
(108)
261
2,717
(539)
20
2,178
(176)
2,354

11.7

24

FY20
32,910
29
(28,991)
3,919
28

12

(826)
3,093
(161)
430
3,362
(1,119)
33

2,243
2,243
(5)

8.1

44

FY21
35,557
8
(30,265)
5,292
35

15

(804)
4,488
(130)
190
4,548
(1,340)
29

3,208
3,208
43

11.5

17

FY22
41,304
16
(34,902)
6,402
21

15

(766)
5,636
(130)
662
6,168
(1,531)
25

4,637
4,637
45

16.7

24

FY23E
47,964
16
(40,817)
7,147
12

15

(815)
6,331
(207)
365
6,489
(1,668)
26

4,822

4,822

17.8

11

(Rs mn)
FY24E
52,277
9
(44,174)
8,103
13

16
(889)
7,214
(207)
646
7,653
(1,967)
26

5,686
5,686
18

21.0

28
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Balance Sheet
Year-end: March
Shareholders' funds
Share capital
Reserves & surplus
Total Debt
Other liabilities
Curr Liab & prov

Current liabilities
Provisions
Total liabilities

Total equity & liabilities

Net fixed assets
Investments

Other non-curr assets
Current assets

Inventories

Sundry Debtors

Cash and Bank

Loans and advances

Total assets

FY19
17,135
548
16,587
381

7,459
6,648
811
7,840
24,976

5,881
84
2,176
16,835

8,077
3,772
2,058
24,976

FY20
18,924
553
18,371

7,949
5,609
2,340
7,949
26,873

7,533
35
2,273
17,032

8,140
6,301
499
26,873

Fy21
21,799
555
21,245

8,145
5,821
2,324
8,145
29,944

7,047
353
1,492
21,053
6,318
5,274
5,710
29,944

FY22
25,831
559
25,272

8,003
5,886
2,117
8,003
33,833

7,274
162
1,524
24,874
8,488
3,828
8,402
33,833

FY23E
24,915
543
24,371

9,095
6,835
2,260
9,095
34,010

7,082
188
1,669
25,070
9,856
1,898
8,489
34,010

(Rs mn)
FY24E
28,989
543
28,446

9,803
7,450
2,353
9,803
38,792

6,873
205
1,955
29,759
10,743
5,210
8,545
38,792
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Cash Flow Statement (Rs mn)
Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E
Pre-tax profit 2,717 3,362 4,548 6,168 6,489 7,653
Depreciation 1,726 347 804 184 571 622
Tax paid (1,573) (702) (1,051) (1,781) (1,695) (2,111)
Chg in working capital (3,075) 1,802 (3,164) (4,793) (419) (271)
Other operating activities 1,981 1,558 3,204 - (979) (1,061)
Cash flow from operations (a) 1,776 6,368 4,341 (221) 3,968 4,832
Capital expenditure (7,607) (2,000) (318) (411) (379) (413)
Chg in investments (84) 49 (318) 191 (26) (17)
Other investing activities 10,848 (91) (3,729) 222 151 112
Cash flow from investing (b) 3,157 (2,041) (4,365) 1 (254) (318)
Equity raised/(repaid) 548 5 1 4 (5,200) -
Debt raised/(repaid) 381 (381) - - - -
Dividend (incl. tax) (554) (996) (554) (1,1112) (537) (1,612)
Chg in minorities - - - - - -
Other financing activities (1,537) (425) (416) (120) (120) (120)
Cash flow from financing (c) (1,162) (1,797) (969) (1,226) (5,857) (1,732)
Net chg in cash (a+b+c) 3,772 2,530 (993) (1,446) (2,144) 2,782

10
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Financial Ratios

Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E

Book Value (Rs) 85 68 78 93 92 107
Adj EPS (Rs) 12 8 12 17 18 21
Adj EPS growth (%) -31 42 45 7 18
EBITDA margin (%) 12 12 15 15 15 16
Pre-tax margin (%) 11 10 13 15 14 15
Net Debt/Equity (x) 0 0 0 0 0 0
ROCE (%) 29 17 22 24 25 27
ROE (%) 27.5 12.4 15.8 19.5 19.0 21.1
DuPont Analysis
Asset turnover (x) 2.0 1.3 1.3 1.3 1.4 1.4
Leverage factor (x) 1.5 1.4 1.4 1.3 1.3 1.4
Net margin (%) 9.2 6.8 9.0 11.2 10.1 10.9
Working Capital & Liquidity ratio
Inventory days 0 0 0 0 0 0
Receivable days 116 90 65 75 75 75
Payable days 35 24 16 22 22 22
Valuations

Year-end: March

PER (x) 23.9 34.6 24.3 16.8 15.7 13.3
Price/Book value (x) 33 41 3.6 3.0 3.0 2.6
EV/Net sales (x) 2.1 2.2 2.0 1.8 1.5 1.3
EV/EBITDA (x) 17 18 14 12 10 9
Dividend Yield (%) 1 1 1 1 1 2

Source: Company; IDBI Capital Research
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