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Sonata Software reported a poor quarterly performance as well as a topline de-growth YoY. This might be a case of
having issues with low scalability, when volume growth doesn't kick in soon enough and there is a downward margin
pressure. The most profitable business, SSL also showed an operating margin decline of 4%. The PAT margin seems
secured due to a larger than average otherincome, in this quarter.

An alarming thing in this quarter's disclosure, is a sudden increase in the contingent liabilities from Rs. 2.6 Crsin FY09
to Rs. 225 Crs. This is against a net worth of ~Rs. 360 Crs. An issue with small companies is that such a large liability
where the probability of any outcome cannot be guessed with reasonable confidence. This can potentially wipe out
several years of profits earned.

In the event of such an outcome taking place, the option to scale up their profitable business also gets jeopardized due
to cash & cash equivalents draining out to meet these liabilities. The cash position as of this quarter is Rs. 73 Crs &
liquid investments are at Rs. 45 Crs.

A fundamental problem with businesses where revenues are linked linearly to the number of employees deployed is
that when volume growth slows down, it doesn't necessarily decrease the cost of keeping these employees. In IT
businesses, companies might face margin pressure on increasing wage rates vis-a-vis a strong rupee, which can

instantly dissolve any chances of sustaining the “growth year”-like margins.

Sonata Software limited might be able to achieve its growth targets in the future, but it seems unjustified to face it with a
dangling sword of heavy contingent liabilities.

We recommend a Sell on Sonata Software.
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Sonata Software Limited: Q4FY10

Sonata: FY10 Performance Review

Particulars Standalone Consolidated

(Rs. Mn) FY10 FY09 Y-Y Chng FY10 FY09 Y-Y Chng
Sales & Service 2,360.4 2,435.8 -3.1% 13,804.4 15,912.7 -13.2%
Other Income 52.8 10.5 401.4% 128.5 109.5 17.3%
Total Revenues 2,413.2 2,446.3 -1.4% 13,932.9 16,022.2 -13.0%
Total Expenditure 1,718.9 1,795.7 -4.3% 12,222.0 14,394.3 -15.1%
RM Consumed 0.0 15.7 -100.0% 4,421.8 5,843.0 -24.3%
Other Expenditure 1,718.9 1,780.1 -3.4% 7,800.2 8,551.3 -8.8%
Operating Profit 694.3 650.6 6.7% 1,710.9 1,627.9 5.1%
Other Income 0.0 0.0 0.0 0.0

EBITDA 694.3 650.6 6.7% 1,710.9 1,627.9 5.1%
Misc Write off 0.0 0.0 0.0 0.0

Depreciation 77.7 81.3 -4.5% 491.7 435.0 13.0%
PBIT 616.6 569.2 8.3% 1,219.1 1,192.9 2.2%
Interest 0.0 3.9 -100.0% 67.0 66.9 0.1%
PBT 616.6 565.4 9.1% 1,152.1 1,126.0 2.3%
Tax 151 31.8 -52.5% 197.9 221.6 -10.7%
Current Tax 15.1 31.8 -52.5% 197.9 221.6 -10.7%
FringeBenefit Tax 0.0 0.0 0.0 0.0

Deferred tax 0.0 0.0 0.0 0.0

PAT before Ml 601.5 533.6 12.7% 954.3 904.4 5.5%
Share in Earnings of Affiliates 0.0 0.0 -15.4 2.5 -712.3%
Minority Interest - - (140.1) (141.3) -0.8%
PAT 601.5 533.6 12.7% 798.7 765.7 4.3%
Extra-ordinary Income 0.0 0.0 0.0 0.0

Reported PAT 601.5 533.6 12.7% 798.7 765.7 4.3%
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Sonata Software Limited: Q4FY10

Sonata: Financials

Q3FY10 Standalone Standalone (Rs. Mn) Mar10  Dec09 Q-QChng  Mar 09 Y-Y Chng
Reported Sales & Service 587.7 605.2 -2.9% 589.3 -0.3%
Other Income 39.2 4.3 808.8% 1.2 3166.6%
Total Revenues 627.0 609.5 2.9% 590.5 6.2%
Total Expenditure 458.2 420.6 8.9% 440.2 4.1%
RM Consumed 0.0 0.0 3.9 -100.0%
Staff Cost 315.0 294.9 296.6
Other Expenditure 143.2 125.7 13.9% 139.7 2.5%
Operating Profit 168.8 188.9 -10.7% 150.3 12.3%
Other Income 0.0 0.0 0.0
EBITDA 168.8 188.9 -10.7% 150.3 12.3%
Misc Write off 0.0 0.0 0.0
Depreciation 20.3 19.8 2.5% 18.0 13.0%
PBIT 148.5 169.1 -12.2% 132.3 12.2%
Interest 0.0 0.0 0.0
PBT 148.5 169.1 -12.2% 132.3 12.2%
Tax 9.4 54 -273.2% 3.6 -362.2%
PAT 157.9 163.7 -3.5% 128.7 22.6%
Extra-ordinary Income 0.0 0.0 0.0
Reported PAT 157.9 163.7 -3.5% 128.7 22.6%
Q3FY10 Consolidated Consolidated (Rs. Mn) Mar10 Dec09 Q-QChng  Mar09 Y-Y Chng
Reported Sales & Service 3,191.0 3,360.4 -5.0% 3,683.8 -13.4%
Other Income 73.8 18.1 308.0% 25.5 189.7%
Total Revenues 3,264.8 3,378.4 -3.4% 3,709.2 -12.0%
Total Expenditure 2,865.6 2,913.9 -1.7% 3,348.9 -14.4%
RM Consumed 958.1 950.3 0.8% 1,356.6 -29.4%
Other Expenditure 1,907.6 1,963.6 -2.9% 1,992.3 -4.3%
Operating Profit 399.1 464.5 -14.1% 360.3 10.8%
Other Income 0.0 0.0 0.0
EBITDA 399.1 464.5 -14.1% 360.3 10.8%
Misc Write off 0.0 0.0 0.0
Depreciation 120.0 125.2 -4.2% 107.7 11.4%
PBIT 279.1 339.3 -17.7% 252.6 10.5%
Interest 16.9 16.4 3.1% 16.6 1.5%
PBT 262.2 322.9 -18.8% 235.9 11.1%
Tax 32.0 61.0 -47.6% 39.3 -18.7%
PAT before Ml 230.3 261.9 -12.1% 196.6 17.1%
Share in Earnings of Affiliates -15.4 0.0 2.7
Minority Interest (27.1) (41.8) -35.2% (27.1)
PAT 187.8 220.1 -14.7% 172.2 9.1%
Extra-ordinary Income 0.0 0.0 0.0
Reported PAT 187.8 220.1 -14.7% 172.2 9.1%
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Sonata Software Limited: Q4FY10

Sonata : Financials

Earnings Statement Balance Sheet

YE March (Rs. Mn.) FYO7 FYO08 FY09 FY10 YE March (Rs. Mn.) FYO7 FY08 FY09 FY10

Sales & Services 8,977.2 14,283.7 15,912.7 13,804.4 Equity Capital 105.2 105.2 105.2 105.2

Total Expenditure 8,189.2 13,169.0 14,394.3 12,222.0 Reserves 1,762.4 2,183.4 2,662.9 3,533.7

- Purchase of traded goods 3,764.0 5,422.2 5,843.0 4,421.8 Shareholders Funds 1,867.6 2,288.5 2,768.0 3,638.9

- Operating expenses 4,425.2 7,746.8 8,551.3 7,800.2 Minority Interest 184.9 269.1 308.1 396.7

Operating Profit 788.0 11,1147 15184 15824 Borrowed Funds 581.2 283.4 33.7 299.4

Other Income 198.6 310.6 109.5 128.5 Deferred Tax Liabilities 0.6 11 1.0 0.1

EBITDA 986.6 1,4253 16279 1,710.9 Total Liabilities 2,634.2 2,842.2 3,1109 4,335.0

Depreciation 297.4 433.5 435.0 491.7 Fixed Assets

EBIT 689.2 991.8 1,192.9 1,219.1 Gross Block 6,922.4 7,173.7 77,4749 7,921.6

Interest 27.7 49.6 66.9 67.0 Accumulated Depn. 5,074.8 5,4105 5,621.3 6,078.6

PBT 661.5 942.2 1,126.0 1,152.1 Net Block 1,847.7 1,763.2 1,853.6 1,843.0

Tax 83.5 125.2 221.6 197.9 Capital WIP 49.5 74.1 56.3 4.0

PAT before Ml 578.0 817.0 904.4 954.3 Investments 143.1 238.7 81.0 457.9

Minority Interest 107.3 237.8 141.3 140.1 Current Assets

Profit from Affiliates 9.6 6.0 25 - 15.4 Inventory 56.1 144.7 54.7 147.3

PAT before El 480.3 585.2 765.7 798.7 Sundry Debtors 19419 2,386.9 27775 1,939.3

Reported PAT 480.3 585.2 765.7 798.7 Loans & Advances 432.1 4245 11,2789 1,866.8
Cash & Bank Balance 1,212.5 764.4 817.4 731.1

Ratio Analysis Current Liabilities

YE March FYO7 FYO08 FY09 FY10 Sundry Creditors 3,141.7 3,096.2 3,994.7 2,193.9

OPM (%) 8.8% 7.8% 9.5% 11.5% Provisions 77.9 85.4 12.8 707.8

EBITDA (%) 11.0% 10.0% 10.2% 12.4%|| Net Current Assets 423.0 539.0 921.1 1,873.6

PBIT (%) 7.7% 6.9% 7.5% 8.8% Deferred Tax Assets 171.0 227.2 198.9 156.6

PAT (%) 5.3% 4.1% 4.8% 5.8%| | Total Assets 2,634.2 2,842.2 3,110.9 4,335.0

EPS (Rs.) 46 5.6 7.3 7.6

P/E (x) 12.9 10.6 8.1 7.8

P/BV (X) 3.3 2.7 2.2 1.7

BVPS (Rs.) 17.8 21.8 26.3 34.6

Market Cap (Rs. Mn.) 6,204.4 6,204.4 6,204.4 6,204.4

M Cap/Sales (x) 0.7 0.4 0.4 0.4

EV (Rs. Mn.) 6,785.6 6487.8 6,238.1 6,503.8

EV/EBITDA (X) 6.9 4.6 3.8 3.8

EV/Sales (x) 0.8 0.5 0.4 0.5

ROCE (%) 26.2% 34.9% 38.3% 28.1%

RONW (%) 25.7% 25.6% 27.7% 22.0%

Inventory T/o Days 2.3 3.7 1.3 3.9

Debtors T/o Days 79.0 61.0 63.7 51.3

Advances T/o Days 17.6 10.8 29.3 49.4

Creditors T/o Days 127.7 79.1 91.6 58.0

Working Cap T/o Days 17.2 13.8 211 49.5

Fixed Assets T/o (Gross) 1.3 2.0 2.1 2.1

DPS (Rs.) 1.1 1.1 1.5 -

Dividend Payout (%) 24.1% 19.8% 20.6% 0.0%

Dividend Yield (%) 1.9% 1.9% 2.5% 0.0%
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Disclaimer

Disclosure of Interest Statement Sonata
1. Analyst Ownership of the scrip YES
2. PPFAS ownership of the scrip YES
3. PMS ownership of the scrip YES

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Parag Parikh Financial Services Ltd. (PPFAS).
PPFAS is disseminated and available primarily electronically, and, in some cases, in printed form. Additional information on recommended securities is
available onrequest.

PPFAS is a Stock Broker registered with Securities and Exchange Board of India Limited (SEBI) and so it is regulated by SEBI. This report is not and should
notbe construed as an investment advice to any client to acquire, subscribe, purchase, sell, dispose of, retain any securities or an offer to sell or the solicitation
of an offer to purchase or subscribe for any investment or as an official endorsement of any investment.

If'Buy’, 'Sell', or 'Hold' recommendation is made in this report such recommendation or view or opinion expressed on investments in this report is notintended
to constitute investment advice and should not be intended or treated as a substitute for necessary review or validation or any professional advice. The views
expressed in this report are those of the analyst which are subject to change and do not represent to be an authority on the subject. PPFAS may or may not
subscribe to any and/ or all the views expressed herein.

PPFAS makes best endeavour to ensure that the analyst(s) use current, reliable, comprehensive information and obtain such information from sources,
which the analyst(s) believes to be reliable. However, such information has not been independently verified by PPFAS or the analyst(s).

The information, opinions and views contained within this report are based upon publicly available information and rates of taxation at the time of publication,
which are subject to change from time to time without any prior notice. reports may be updated anytime without any prior notice to any and/ or all client(s).

PPFAS makes no guarantee, representation or warranty, express or implied; and accepts no responsibility or liability as to the accuracy or completeness or
currentness of the information in this report.

Please note that past performance is not necessarily a guide to evaluate future performance.

PPFAS and its affiliates and their respective officers directors and employees may hold positions in any securities mentioned in this report (or in any related
investment) and may from time to time add to or dispose of any such securities (or investment).

This report should be read and relied upon at the sole discretion and risk of the client.

The value of any investment made at your discretion based on this report or income therefrom may be affected by changes in economic, financial and/ or
political factors and may go down as well as up and you may not get back the full or the expected amount invested. Some securities and/ or investments
involve substantial risk and are not suitable for all investors.

This reportis being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person
or published, copied in whole or in part, for any purpose. Neither this report nor any copy of it may be taken or transmitted or distributed, directly or indirectly
within India or into any other countries or to any resident thereof. The distribution of this report in other jurisdictions may be strictly restricted and/ or prohibited
by law, and persons into whose possession this report comes should inform themselves about such restriction and/ or prohibition, and observe any such
restrictions and/ or prohibition.

Neither PPFAS nor its affiliates or their directors, employees, agents or representatives, shall be responsible or liable in any manner, directly or indirectly, for
views or opinions expressed in this report or the contents or any errors or discrepancies herein or for any decisions or actions taken in reliance on the report or
inability to use or access our service or this report or for any loss or damages whether direct or indirect, incidental, special or consequential including without
limitation loss of revenue or profits or any loss or damage that may arise from or in connection with the use of or reliance on this report or inability to use or
access our service or this report.
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