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Pains of trying to match Industry growth
= Birlasoft is trying to pivot to address both annuity and transformation
deals to remain on the growth path with decent margins

= The texture of the market has changed, and pain felt on the margin

front is largely to do with the pivot to address cost take out deals

= Birlasoft says that client budgets are on hold due to uncertainty on

upcoming elections in the US. Initiating coverage soon

/23 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

| 24 October 2024

Girish Pai
research@bobcaps.in

Pick-up in growth was weaker than expected: Revenue grew QoQ 2.2% in CC
terms against our estimate of 4% (there was a 2.7% CC QoQ decline in 1Q). It was
driven by initiation of postponed projects from 1Q, resulting in broad-based growth
across most industry verticals. The manufacturing and energy & E&U verticals grew
by ~4.7% QoQ, while BFSI increased by 1.4% QoQ. The life sciences vertical
(~21% of rev.) remained weak and is expected to stay soft for a few more quarters
before returning to growth.

Cost takeout deals impacting margins: EBITDA margin has contracted from
~16% in FY24 to ~13.5% in 1HFY25. New business is driven by cost take out deals
that typically require upfront investments and flexible pricing, impacting short- to
medium-term margins. But over time margins are expected to improve. There is a
higher onsite component to them which is expected to reduce over time.

3Q should be decent revenue wise but margins to pick up later: Despite
furloughs momentum is expected to continue. The annual salary hike to hit margins
further in 3Q before picking up from 4QFY25.

3Q TCV growth has been weak: US$136mn was down ~50% YoY and ~15%
Qo0Q. Net new TCV was down ~47% YoY and ~5% QoQ. BSOFT acknowledged
deal signings remain unsatisfactory and emphasized a strong focus on increasing
them. Pipeline includes humerous transformation deals where conversion has been
delayed due to "wait and watch" approach in the U.S which is 87% of the business.
There is an initiative to broaden the markets addressed and a new leadership is in
place to do that.

Focus on both growth and margins: BSOFT emphasized the need to address all
three key parameters: revenue, margins, and order book. The strategy includes
improving margins through efficiency gains and cost-cutting within existing
programs while pursuing market share through vendor consolidation and digital
deals.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
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Regarding the 260bps margin drop QoQ in EBITDA terms, it was attributed
approximately equally to the increase in onsite revenue, which typically has lower
margins, and to pricing flexibility associated with new deals.

Infrastructure business, which had a had strong 1Q (+36.8% Qo0Q), declined 18.9%
QoQ in 2Q. ERP grew 4.4% QoQ and pipeline is looking strong.

BSOFT confirmed that the underlying core business growth is indeed higher than
reported due to a significant reduction in pass-through revenues, estimating core growth
around 4.5% QoQ. This reflects the initiation of projects in the ERP space and indicates
that as the infrastructure business matures, pass-throughs will become integrated into
service deals, rather than being treated as separate items.

BSOFT expects transformation projects will resume post-election, likely with a six-month
lag. Six to seven quarters may be needed to see significant improvement in deal flow.

Management indicated that vendor consolidation deals range from US$10mn to
US$30mn in size.

In the healthcare vertical, growth has been muted over the past few quarters not due to
sector-specific issues but linked to project completion and timing of new project starts
which are anticipated to materialize in coming quarters.

The management is committed to cutting down the "long tail" of customers, aiming to
redeploy resources for growth considering current market uncertainties. They believe
further reductions are necessary to adapt to the changing environment.

BSOFT is of the view that the market is volatile and extremely competitive.

Shift of the onsite revenue ratio to nearly 51%, significantly impacted margins due to the
concentration of consolidation deals in the onsite space. The management indicated
that there is an intention to shift revenue from onsite to offshore over time. Decline in
offshore revenue QoQ was attributed to the conclusion of certain engagements.

BSOFT acknowledged that deal wins are currently below last year's levels, with
approximately ~US$300mn in signings for the half-year (down ~33% YoY). Believes it
has not lost deals, but that customer decision-making has been delayed to 3Q and 4Q
and expects an increase in deal flow during those quarters.

The management addressed concerns about TCV trends, noting that while YoY
declines are evident, win ratios currently range from 30% to 32%, with an aspiration to
reach 35% to 38%.

Renewal rates are expected to increase in the third and fourth quarters, as the renewal
cycle typically occurs between October and March. Consequently, net new and existing
new business will represent a lower percentage of the overall order inflow. Ongoing
discussions with clients are in progress, but it is unclear whether renewal work will face
pricing pressure.
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Fig 1 — Quarterly results: Comparison of actuals with estimates
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Y/E Mar (Rs mn) 2QFY24 1QFY25 2QFY25 YoY (%) QoQ (%) 2QFY25E  Deviation (%)
Net Sales (US$ mn) 158 159 163 32 2.6 166 (1.5)
Net Sales 13,099 13,274 13,682 45 31 13,925 (1.7)
Employee Cost 7,441 7,602 8,296 11.5 91 8,024 34
% of Sales 56.8 57.3 60.6 57.6

Gross Margin 5,657 5,673 5,386 (4.8) (5.1) 5,901 (8.7)
% of Sales 432 427 394 424

Operating Expenses 3,586 3,722 3,732 41 0.3 3,797 (1.7)
% of Sales 274 28.0 27.3 273

EBIT 1,856 1,745 1,431 (22.9) (18.0) 1,883 (24.0)
EBIT Margin (%) 14.2 131 10.5 135

Other Income 156 345 334 113.8 (3.4) 383 (12.8)
PBT 1,955 2,049 1,697 (13.2) (17.2) 2,200 (22.9)
Provision for Tax 504 547 422 (16.3) (22.8) 587 (28.2)
Effective Tax Rate 258 26.7 249 26.7

Minority share in Profit / Loss 0 0 0 0

PAT (Reported) 1,451 1,502 1,275 (12.2) (15.1) 1,613 (21.0)
NPM (%) 1141 113 9.3 11.6

Source: Company, BOBCAPS Research
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Fig 2 — Revenue Growth QoQ in INR terms
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Fig 3 - EBIT Margin trend
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Fig 4 — Vertical Mix — 2QFY25
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Fig 5 - Time and Material vs Fixed Price mix
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Fig 6 — Net New TCV

(US$ mn)

180
160
140
120
100
80
60
40
20
0

162

—=O— Net new TCV

167

4QFY20

1QFY21

2QFY21

3QFY21

4QFY21

1QFY22

2QFY22

3QFY22

4QFY22

1QFY23

2QFY23

3QFY23

4QFY23

1QFY24

2QFY24

3QFY24

4QFY24

1QFY25
2QFY25

Source: Company, BOBCAPS Research

EQUITY RESEARCH

24 October 2024



BIRLASOFT

Fig 7 — Quarterly Snapshot

/23 BOBCAPS

INNOVATION | EXCELLENCE

TRUST

Year to 31 March 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24 1QFY25 2QFY25
INR/US$ 7 80.1 82.3 82.3 82.2 82.7 83.3 83.1 83.4 83.8
Revenue (in US$ mn) 149 149 148 149 154 158 161 164 159 163
(Rs mn)

Revenue 11,544 11,921 12,219 12,264 12,628 13,099 13,430 13,625 13,274 13,682
Gross margin 4,966 4,983 4,899 4,970 5,200 5,657 5,495 5,946 5,673 5,386
SGA 3,268 3219 4,826 3,300 3,268 3,586 3,352 3,729 3,722 3,732
EBITDA 1,698 1,764 74 1,670 1,931 2,071 2,143 2217 1,951 1,653
Depreciation 196 207 210 210 214 215 21 211 206 222
EBIT 1,502 1,557 (136) 1,460 1,717 1,856 1,932 2,006 1,745 1,431
Other income 155 (27) 124 (23) 141 156 282 457 345 334
PBT 1,624 1,472 (68) 1,397 1,816 1,955 2,154 2,422 2,049 1,697
Tax 417 321 95 276 440 504 544 621 547 422
PAT 1,207 1,151 (164) 1,122 1,375 1,451 1,611 1,801 1,502 1,275
Number of shares 280 272 273 275 275 276 276 276 278 278
EPS 43 42 (0.6) 41 5.0 5.3 5.8 6.5 54 46
YoY Growth (%)

US$ Revenue 15.7 8.7 35 1.8 34 6.4 8.7 9.9 36 32
INR Revenues 22.1 17.8 14.0 1.3 9.4 9.9 9.9 1.1 5.1 45
Gross profit 276 145 53 53 47 135 122 19.6 9.1 (4.8)
EBIT 132 17.6 (109.5) (5.5) 144 192 (1,517.1) 374 1.6 (22.9)
Net profit 6.2 11.6 (114.4) (15.6) 139 262  (1,084.4) 60.5 9.2 (12.2)
QoQ Growth (%)

US$ Revenues 1.5 0.1 (0.3) 047 3.02 3.06 19 1.6 (2.9) 26
INR Revenues 48 33 25 04 3.0 37 25 1.5 (2.6) 3.1
EBIT (2.9) 37 (108.8) (1,170.8) 176 8.1 41 38 (13.0) (18.0)
Net profit 9.2) 4.7) (114.2) (785.7) 226 55 11.0 11.8 (16.6) (15.1)
Margins (%)

Gross margin 430 418 40.1 405 41.2 432 40.9 43.6 42.7 394
EBITDA margin 14.7 14.8 0.6 13.6 15.3 15.8 16.0 16.3 14.7 12.1
EBIT 13.0 13.1 (1.1) 1.9 136 14.2 144 14.7 131 10.5
PAT 105 9.7 (1.3) 9.1 109 1.1 12.0 13.2 11.3 9.3
SGA 283 270 39.5 269 259 274 25.0 274 28.0 273
Source: Company, BOBCAPS Research
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Fig 8 — Key Metrics
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1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24 1QFY25 2QFY25
P and L (Rs mn)
Revenue 11,544 11,921 12,219 12,264 12,628 13,099 13,430 13,625 13,274 13,682
EBIT 1,502 1,557 (136) 1,460 1,717 1,856 1,932 2,006 1,745 1,431
PAT 1,207 1,151 (164) 1,122 1,375 1,451 1,611 1,801 1,502 1,275
Vertical Mix (%)
Manufacturing 47 47 46 47 41 41 41 42 39 40
BFSI 18 19 20 21 21 21 21 21 24 23
Energy & Utilities 14 14 14 15 14 14 15 15 16 16
Lifesciences 21 20 20 18 24 24 24 22 21 21
Services (%)
Business & Technology Transformation 39 40 42 43 35 34 34 33
Enterprise Solutions 40 38 35 36 33 32 32 34
Cloud & Base Services 21 23 23 22 32 34 34 33
Services - Reclassified (%)
Digital and Data 54 56 55 54 53 55
ERP 37 36 36 38 35 36
Infra 9 8 9 9 12 10
Geographic Mix (%)
USA 85 84 84 85 84 86 86 87 84 87
Rest of the world 6 6 6 6 6 6 14 14 16 13
Europe 9 10 10 9 10 8 0 0 0 0
Revenue Mix (%)
Onsite 51 48 49 49 49 49 46 48 44 51
Offshore 49 52 51 51 51 51 54 52 57 50
Revenue Contract Type (%)
Time & Material 41 40 39 38 39 39 37 38 37 36
Fixed Price 59 60 61 62 62 61 63 62 63 64
Utilization (%) 83 82 84 85 85 87 87 86 82 82
Clients Concentration (%)
Top 5 clients 31 31 32 33 33 34 35 35 36 37
Top 10 Clients 47 47 48 49 50 51 52 52 53 53
Top 20 Clients 63 64 64 64 64 64 65 65 65 65
No of millions $ clients
US$ 1mn clients+ 82 76 83 83 86 85 83 87 88 89
US$ 5mn clients+ 25 27 24 26 27 27 26 26 23 24
US$ 10mn clients+ 13 14 13 13 13 1 1 12 12 12
Total Headcount 12,565 12,758 12,530 12,193 12,235 12,322 12,356 12,595 12,865 12,578
Net Addition 361 193 (228) (337) 42 87 34 239 270 (287)
Attrition (%) 279 274 255 221 18.8 15.0 126 124 116 11.8
INR/US$ 7.7 80.1 82.3 82.3 82.2 82.7 83.3 83.1 834 83.8
Financials (in US$ mn)
Revenue 148.6 148.8 148.4 1491 153.6 158.3 161.3 163.9 159.1 163.3
EBIT 19.3 194 (1.7) 17.8 209 224 232 241 209 17.1
PAT 155 144 (2.0) 136 16.7 175 19.3 217 18.0 15.2
Source: Company, BOBCAPS Research
EQUITY RESEARCH 24 October 2024
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Fig 9 — QoQ and YoY performance on various parameters

(Us$) 1QFY23  2QFY23  3QFY23  4QFY23  1QFY24 2QFY24  3QFY24  4QFY24  1QFY25 2QFY25
QoQ Growth (%)

Revenue 1.5 0.1 (0.3) 05 3.0 31 1.9 1.6 (2.9) 26
Geographical Data (%)

USA 48 (0.8) (0.7) 24 14 5.3 1.8 26 (5.7) 6.7
Europe (16.6) 45 7.0 (12.2) 14.5 (15.5) - - - -
Rest of the world 9.3) 6.9 (5.0) (4.6) 8.4 31 142.9 4.1 15.0 (18.5)
Verticals (%)

Manufacturing 28 1.2 (2.6) 27 (11.1) 42 1.9 36 9.2) 47
BFSI 5.0 74 5.0 25 38 5.3 (0.5) 46 8.1 1.3
Energy & Utilities (3.9) (1.3) (1.7) 77 (1.1) (1.3) 78 37 36 46
Lifesciences (0.4) (7.4) 1.3 (11.1) 42.8 14 1.5 (6.0) (6.0) (1.2)
Services (%)

Business & Technology Transformation 7.3 34 55 15 (15.1) (1.6) 31 (1.4)

Enterprise Solutions (0.2) (6.2) (7.0 25 (3.9) (0.3) 0.6 7.3

Cloud & Base Services (4.8) 6.3 0.8 (4.6) 50.2 11.9 19 (0.8)

Services - Reclassified (%)

Digital and Data 55 1.7 (1.9 (4.4) 6.5
ERP 0.8 1.9 6.1 (10.1) 44
Infra (2.7) 3.1 52 36.8 (18.9)
YoY Growth (%)

Revenue 15.7 8.7 35 1.8 34 6.4 8.7 9.9 36 32
Geographical Data (%)

USA 218 11.2 45 57 2.3 8.5 113 115 36 5.0
Europe 9.8) (0.6) (0.4) (18.2) 124 9.1) - - - -
Rest of the world 9.0) (6.2) (3.0 (12.0) 5.1 1.3 159.1 160.4 176.2 118.4
Verticals (%)

Manufacturing 223 18.2 5.5 4.1 (10.0) (7.4) (3.1) (2.2) 0.1) 04
BFSI 17.7 14.7 175 214 19.9 17.5 114 13.7 184 139
Energy & Utilities 1.1 7.2 (2.8) 05 34 34 134 9.2 144 21.2
Lifesciences 49 (12.0) (7.7) (17.0) 19.0 303 305 38.0 9.2) (11.5)
Services (%)

Business & Technology Transformation 204 174 18.9 18.9 (6.0) (10.6) (12.6) (15.1)

Enterprise Solutions 79 (0.2) (12.7) (10.9) (14.1) (8.7) (1.2) 35

Cloud & Base Services 239 10.7 8.5 (2.7) 53.6 61.7 63.4 70.0

Services - Reclassified (%)

Digital and Data 0.7 1.7
ERP (2.0) 14
Infra 443 204

Source: Company, BOBCAPS Research
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Other disclaimers

BOBCAPS and MAYBANK (as defined below) make no representation or warranty, express or implied, as to the accuracy or completeness of any information obtained
from third parties and expressly disclaim the merchantability, suitability, quality and fitness of this report. The information in this report has not been independently
verified, is provided on an “as is” basis, should not be relied on by you in connection with any contract or commitment, and should not be used as a substitute for
enquiries, procedures and advice which ought to be undertaken by you. This report also does not constitute an offer or solicitation to buy or sell any securities referred
to herein and you should not construe this report as investment advice. All opinions and estimates contained in this report constitute BOBCAPS’s judgment as of the
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which BOBCAPS and/or MAYBANK may incur or suffer in any jurisdiction including but not limited to those Losses incurred by BOBCAPS and/or MAYBANK as a
result of any proceedings or actions brought against them by any regulators and/or authorities, and which in any case are directly or indirectly occasioned by or result
from or are attributable to anything done or omitted in relation to or arising from or in connection with this report.

Distribution into the United Kingdom (“UK”):

This research report will only be distributed in the United Kingdom, in accordance with the applicable laws and regulations of the UK, by Maybank Securities (London)
Ltd) (“MSL”) who is authorised and regulated by the Financial Conduct Authority (‘FCA”) in the United Kingdom (MSL and its affiliates are collectively referred to as
“MAYBANK”). BOBCAPS is not authorized to directly distribute this research report in the UK.

This report has not been prepared by BOBCAPS in accordance with the UK’s legal and regulatory requirements.

This research report is for distribution only to, and is solely directed at, selected persons on the basis that those persons: (a) are eligible counterparties and professional
clients of MAYBANK as selected by MAYBANK solely at its discretion; (b) have professional experience in matters relating to investments falling within Article 19(5) of the
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at their costs and consequences and BOBCAPS and MAYBANK shall not have any liability of whatsoever nature in this regard.

No distribution into the US:

This report will not be distributed in the US and no US person may rely on this communication.

Other jurisdictions:

This report has been prepared in accordance with SEBI (Research Analysts) Regulations and not in accordance with local regulatory requirements of any other
jurisdiction. In any other jurisdictions, this report is only for distribution (subject to applicable legal or regulatory restrictions) to professional, institutional or sophisticated
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By accepting this report, you agree to be bound by the foregoing limitations.

EQUITY RESEARCH 10 24 October 2024



