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STOCK PICKS

Birlasoft Ltd.

Company overview
Birlasoft Ltd. (BSOFT) was incor-

porated in 1990 as part of the 

diversified CK Birla Group, one of 
India’s premier commercial and 
industrial houses. Birlasoft is the 

global technology services division 

of the CK Birla Group, with strategic 

equity participation by GE Capital. 

Birlasoft combines the power of 

domain, enterprise and digital 

technologies to reimagine business 

processes for customers and their 

ecosystem. The company’s consul-
tative and design thinking approach 

makes societies more productive by 

helping customers run businesses. 

Birlasoft offers IT services worldwide 
from development centers in India 

and Australia. BSOFT and KPIT’s IT 
services business has merged to form 

a leading publicly listed Enterprise 

Digital and IT Services company. 

Birlasoft had strengths primarily 

on the non-ERP digital businesses, 

while KPIT IT services possessed core 

strengths on the enterprise software 

solutions and capabilities in digital 

transformation services.

Investment Rationale
Annuity revenues and deal wins 

to drive growth

Birlasoft is aiming to achieve a target 

of US$1 billion in revenues in the next 

four years (implying a CAGR of 20%). 

The company aims to achieve this 

via organic and inorganic revenues 
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(US$150-200 million). Higher spend-

ing on platform-based digital initia-

tives, Cloud adoption, and aggressive 

automation would be the company’s 
growth driver in FY22. On the plat-

form side, the company accelerated 

customers’ cloud adoption journey by 
achieving AWS advanced consulting 

partner status, which is expected to 

further strengthen its cloud portfolio. 

The management also highlighted 

that its SAP and ERP pipeline in 

terms of both transformation and 

implementation side increased. Birla-

soft has significantly improved its 
annuity revenues from 60% in FY20 

to 70% in FY21. The company expects 

the net new deal win momentum 

would improve once travel restric-

tions in US and Europe eased out. 

The company continued to maintain 

its annuity based revenue contribu-

tion at 71% during the quarter, while 

project based traction picked up 

especially in the enterprise IT area. 

Management expects this would lead 

to higher annuity based revenue at 

the later stages of the project and 

maintain the annuity-based revenue 

contribution at 70% by the end of 

FY22. Going forward, it is expected 

that the company to continue to 

improve annuity revenues, cross sell 

to clients and focus on niche verti-

cals. This coupled with Birlasoft’s 
focus on client mining, expansion in 

Europe & APAC, improving growth in 

top 30 accounts, healthy deal pipe-

line, healthy order book, increase in 

deal sizes, project ramp ups, reversal 

of discounts, and focused ERP 

channel sales bode well for revenue 

growth in coming years. BSOFT has 

also improved its partnership status 

with Microsoft Azure and AWS, 

while progress on Google cloud has 

been slow but may soon accelerate. 

Further, management indicated 

that BSOFT will continue to make 

investments to capitalize on demand. 

As part of its micro vertical strategy, 

BSOFT has identified medical devices 
(part of Life sciences), high tech 

(part of Manufacturing; growing at 
over 20%), heavy industries (Cement, 

Building Materials; part of Manu-

facturing), and lending and payment 

(part of BFSI) as key micro verticals 

to focus on in order to accelerate 

growth.

Margins to improve despite 

headwinds  

Birlasoft reported an improvement 

in margins due to revenue growth, 

higher billing and lower bad debt 

partially offset by higher wage 
hikes and higher recruitment. 

Going forward, there are margin 

headwinds due to higher employee 

cost, lower utilisation and reskilling 

of employees. Though the expenses 

would increase with opening of travel 

in H2FY22, management remains 

confident to maintain the margin 
level of Q1FY22 (i.e 16%) despite a 

200 bps impact of wage revision, by 

optimizing the cost structure. Given 

large deal wins, strong deal pipelines, 

healthy growth momentum in key 

verticals, strong growth across top 

20 accounts, and sharpening focus 

on top 30 accounts, management 

remains optimistic for 15% revenue 

growth in FY22E. The management 

expects operating profitable would 
be sustainable despite wage hike in 

Q2FY22 on the back of higher revenue 

growth and cost optimization mea-

sures. Management indicated that 

the company’s priority currently is 
to make the required investments to 

capture high demand and that it is 

comfortable with operating at ~15% 

margins in the near term.

Management Outlook

Management remains confident of 
accelerating revenue growth on the 

back of broad-based demand and 

increased traction in the areas of 

Cloud, Digital and Cybersecurity. 

While the shortage of talent is a 

constraint on achieving higher 

growth (20%), BSOFT is confident 
of delivering revenue growth in the 

mid-teens in FY22. Birlasoft is plan-

ning to expand its presence in the 

Europe region to drive growth in the 

BFSI vertical. The company expects 

revenue growth of the Lifesciences 

vertical to recover from Q2. The deal 

Birlasoft 3Yr. Price Chart
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Higher spending 
on platform-based 
digital initiatives, 
Cloud adoption, 
and aggressive 
automation would 
be the company’s 
growth driver in 
FY22.
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pipeline at the end of Q1 was 15% 

higher than Q4FY21 levels. BSOFT 

expects strong growth in deal ACV 

(Annual Contract Value); however, 
Total Contract Value (TCV) growth 

may remain even as the company is 

signing many digital transformation 

deals, which are by nature small 

in size. The deal pipeline remains 

robust. Management expects to 

sustain EBITDA Margin at the current 

level with an upward bias in FY22 as 

it anticipates headwinds stemming 

from wage hikes and investments 

in capability building and talent, 

which would be partially offset 
by revenue growth-led operating 

leverage, higher offshoring and other 
efficiencies. Higher spending on 
platform-based digital initiatives, 

Cloud adoption, and aggressive 

automation would be the company’s 
growth driver in FY22. The company 

witnessed strong demand in digital 

transformation, enterprise solutions, 

application modernization, and 

acceleration of workload migration to 

cloud, cyber security and infrastruc-

ture. The management also high-

lighted that its SAP and ERP pipeline 

in terms of both transformation 

and implementation side increased. 

The company expects the net new 

deal win momentum would improve 

once travel restrictions in US and 

Europe eased out. The management 

expects operating profitable would 

be sustainable despite wage hike in 

Q2FY22 because of higher offshor-

ing revenue and cost-efficiency 
measures.

Key risks
  Deterioration of demand for IT 

services in the wake of second wave 

of COVID-19

  Softness in SAP and IES 

  Loss of any large clients

Valuation
Management has reiterated the 

strong demand environment and 

that demand will continue to remain 

robust for the next 3-4 years. The 

company is benefitting from its 
strong partnership with hyperscalers 

like AWS, Microsoft Azure and Google 

Cloud. It has also signed partnership 

with Azure US, which is a significant 
milestone. Management remains 

confident of accelerating revenue 
growth on the back of broad-based 

demand and increased traction 

in the areas of Cloud, Digital and 

Cybersecurity. Further, management 

indicated that BSOFT will continue 

to make investments to capitalize on 

demand. Given strong demand recov-

ery for ERP services, acceleration in 

digital technologies, improving client 

mining, healthy deal pipeline, cross 

selling opportunities, increase in deal 

sizes, healthy order book, focus on 

niche verticals, reversal of discounts 

and expansion in Europe & APAC, it 

is expected that the company would 

register healthy growth in earn-

ings going ahead. In addition, cost 

rationalisation is expected to drive 

margins. Further, robust margins 

and healthy cash balance could lead 

to inorganic expansion or healthy 

dividend payout. Thus, we recom-

mend our investors to BUY the scrip 

with target of Rs. 485 from 12 months 

investment perspective. At the CMP, 

the scrip is valued at P/E multiple of 

20.8x on FY23E Bloomberg consensus 

EPS of Rs. 19.7.

Particulars (in Rs Cr) FY20 FY21 FY22E FY23E

Net Sales 3291.0 3555.7 4063.8 4649.9

Growth (%) -16.5 8.0 14.3 14.4

EBITDA 390.2 518.2 651.3 761.8

EBITDA Margin (%) 11.9 14.6 16.0 16.4

Net profit 224.3 320.8 457.9 546.6

Net Profit Margin (%) 6.8 9.0 11.3 11.8

EPS (Rs) 8.1 11.6 16.5 19.7

Consensus Estimate: Bloomberg, Ashika Research

Management has 
reiterated the 
strong demand 
environment 
and that demand 
will continue to 
remain robust for 
the next 3-4 years. 
The company is 
benefitting from its 
strong partnership 
with hyperscalers 
like AWS, Microsoft 
Azure and Google 
Cloud.
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Ashika Stock Broking Ltd.

Ashika Stock Broking Limited (“ASBL”) 

started its journey in the year 1994 and 

is presently offering a wide bouquet of 
services to its valued clients including 

broking services, depository services 

and distributorship of financial prod-

ucts (Mutual funds, IPO & Bonds). It 

became a “Research Entity” under 

SEBI (Research Analyst) Regulations 

2014 in the year of 2015 (Reg No. 

INH000000206).

ASBL is a wholly owned subsidiary of 

Ashika Global Securities (P) Ltd., a RBI 

registered non-deposit taking NBFC 

Company. ASHIKA GROUP (details 

enumerated on our website www.

ashikagroup.com) is an integrated 

financial service provider inter alia 
engaged in the business of Investment 

Banking, Corporate Lending, Com-

modity Broking, Debt Syndication & 

Other Advisory Services.

There were no significant and mate-

rial disciplinary actions against ASBL 

taken by any regulatory authority 

during last three years except routine 

matters.

DISCLOSURE

Research reports are being prepared 

and distributed by ASBL in the sole 

capacity of being a Research Analyst 

under SEBI (Research Analyst) Regu-

lations 2014. The following disclosures 

and disclaimer are an essential part 

of any Research Report so being 

distributed.

1) ASBL or its associates, its Research 

Analysts (including their relatives) 

may have financial interest in the 
subject company(ies). And, the said 

financial interest is not limited to 
having an open stock market position 

in /acting as advisor to /having a loan 

transaction with the subject com-

pany(ies) apart from registration as 

clients.

2) ASBL or its Research Analysts 

(including their relatives) do not have 

any actual / beneficial ownership of 
1% or more of securities of the subject 

company(ies) at the end of the month 

immediately preceding the date of 

publication of the source research 

report or date of the concerned 

public appearance. However, ASBL’s 

associates may have actual / beneficial 
ownership of 1% or more of securities 

of the subject company(ies).

3) ASBL or its Research Analysts 

(including their relatives) do not 

have any other material conflict of 
interest at the time of publication of 

the source research report or date 

of the concerned public appearance. 

However, ASBL’s associates might 

have an actual / potential conflict of 
interest (other than ownership).

4) ASBL or its associates may have 

received compensation for investment 

banking, merchant banking, broker-

age services and for other products 

and services from the subject compa-

nies during the preceding 12 months. 

However, ASBL or its associates or its 

Research analysts (forming part of 

Research Desk) have not received any 

compensation or other benefits from 
the subject companies or third parties 

in connection with the research 

report/ research recommendation. 

Moreover, Research Analysts have not 

received any compensation from the 

companies mentioned in the research 

report/ recommendation in the past 

twelve months.

5) The subject companies in the 

research report/ recommendation 

may be a client of or may have been 

a client of ASBL during the twelve 

months preceding the date of con-

cerned public appearance for invest-

ment banking/ merchant banking / 

brokerage services.

6) ASBL or their Research Analysts 

have not managed or co–managed 

public offering of securities for the 
subject company(ies) in the past 

twelve months. However, ASBL’s 

associates may have managed or co–

managed public offering of securities 
for the subject company(ies) in the 

past twelve months.

7) Research Analysts have not served 

as an officer, director or employee 
of the companies mentioned in the 

report/ recommendation.

8) Neither ASBL nor its Research 

Analysts have been engaged in 

market making activity for the 

companies mentioned in the report / 

recommendation.

DISCLAIMER

The research recommendations and information are solely for the personal information of the authorized recipient and does not con-

strue to be an offer document or any investment, legal or taxation advice or solicitation of any action based upon it. This report is not 
for public distribution or use by any person or entity, where such distribution, publication, availability or use would be contrary to law, 

regulation or subject to any registration or licensing requirement. We will not treat recipients as customer by virtue of their receiving 

this report. The report is based upon the information obtained from public sources that we consider reliable, but we do not guarantee 

its accuracy or completeness. ASBL shall not be in anyways responsible for any loss or damage that may arise to any such person from 

any inadvertent error in the information contained in this report. The recipients of this report should rely on their own investigations.


