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Companion to the Expleo Solutions investment report (68/100, Selective Positive). This piece grades the business against the
five-pillar engine: Sunrise, Leadership, Moat, Iron Fortress, and Free Cash Flow.

Reference price: Rs 866 (NSE close, October 12, 2026). Two pass, three partial.

Grades at a glance

Sunrise (testing and engineering demand) PARTIAL
Leadership PARTIAL
Moat PARTIAL
Iron Fortress (balance sheet) PASS
Free Cash Flow PASS

Overall fit verdict: two pass, three partial. Expleo clears the five-pillar bar on balance sheet and cash
generation, while sunrise, leadership and moat all grade partial on Al pressure, group control and limited
pricing power. Full investment report score: 68/100, Selective Positive.
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Pillar 1: Sunrise, PARTIAL
GRADE: PARTIAL

Split the demand picture and the grade explains itself. The broad current is favourable: banks and insurers
run ever more software under ever tighter regulation, every release must be assured, and the merged
company's engineering markets (aerospace, automotive, transportation) face their own software-heavy
transitions. Q1 FY27 revenue rose 12.3% to Rs 292 cr, a six-quarter high, and management guides to
sustainable double-digit growth for FY27 on earnings commentary.

But this is not a clean sunrise industry. Independent testing is one of the most mature and most
automatable corners of IT services: the same Al wave that lifts demand for assurance also lets clients
generate tests themselves, compressing the billable hours the industry sells. Expleo's own three-year
revenue CAGR is only about 7%, operating margin has thinned from 22% in FY23 to about 15%, and its
core market is BFSI (roughly three-quarters of revenue on the last detailed mix) in Europe (roughly half),
both slow-growth pools. A structural tailwind exists; the company's share of it is contested and its pricing is
under technology pressure. PARTIAL.
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Pillar 2: Leadership, PARTIAL
GRADE: PARTIAL

Operational delivery earns real credit. The leadership consolidated four group companies into the listed
firm with effect from April 2023 without breaking the P&L;, held ROE near 19% and ROCE near 24%, cut
debtor days from 94 in FY24 to 76 in FY26, recovered PAT growth to 20.1% in FY26, and opened new
footholds in Dubai, Saudi Arabia and GIFT City. Managing Director Phani Tangirala was reappointed at the
August 2026 AGM with near-unanimous support.

The pillar fails to pass on capital stewardship and independence, which are leadership tests too. The
dividend record is erratic (effectively none from FY20 to FY24, then about 138% of PAT for FY26), and the
FY26 decision was first a refusal on July 9, 2026 and then a Rs 110 recommendation on July 28. Group
loans peaked at about Rs 472 cr outstanding to a French group entity. A Rs 24 cr management fee to that
group appeared in FY26. And the current postal ballot asks minorities to approve up to Rs 2,800 cr a year
of group lending. Delivery inside the fence is competent; the fence itself is the group's, and leadership has
not shown it will defend minority capital against group convenience. PARTIAL.
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Pillar 3: Moat, PARTIAL
GRADE: PARTIAL

What Expleo has is tenure and trust in a risk-averse niche: testing for banks and insurers since 1998, a
pedigree inherited from SQS, roughly 210 active clients, top 5 concentration of only about 31% on the last
detailed mix, and a group channel supplying about 30% of revenue without sales cost. In regulated BFSI
programmes, an incumbent testing partner with domain knowledge is genuinely sticky; programmes run
for years and switching mid-flight is risky.

What it does not have is pricing power or an irreplaceable asset. Contracts are contestable by every large
IT firm and by specialist testers, the merged engineering businesses compete head-on with larger listed
mid-tiers, and the core skill, structured testing, is exactly what Al tooling commoditises fastest.
Management's claim that about 15% of revenue is already Al-influenced, if it holds, is the beginning of a
new moat in Al-led assurance; it is commentary today, not evidence. A real but narrow moat, with its width
being renegotiated by technology. PARTIAL.

© DalalBytes Educational purposes only, not financial advice.



Pillar 4: Iron Fortress, PASS
GRADE: PASS

On the balance sheet as it stands, this is unambiguous. Borrowings were Rs 8 cr at March 2026 against
reserves of Rs 761 cr and equity capital of about Rs 16 cr. Net cash was about Rs 353 cr at June 2026,
about 26% of the market cap, up from about Rs 238 cr a year earlier. The company survived the
post-merger margin compression, the Labour Codes exceptional item and a soft FY24 without borrowing,
and funded a Rs 110 per share dividend (about Rs 171 cr) from its own resources in September 2026.

The fortress has one gate, and it is named in the other pillars: cash has previously been lent to the group
in size (about Rs 472 cr outstanding at March 2024, since repaid down), and the pending Rs 2,800 cr
lending approval would formalise that gate as a road. The pillar grades the fortress that exists today, which
is debt-free and cash-rich. It passes, with the explicit warning that the October 30, 2026 vote is a vote
about whether it stays one. PASS.
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Pillar 5: Free Cash Flow, PASS
GRADE: PASS

The recent cash record is strong and verifiable. Operating cash flow was Rs 179 cr in FY25 and Rs 119 cr
in FY26, against PAT of Rs 103 cr and Rs 124 cr respectively, and Screener free cash flow was Rs 172 cr
in FY25 and Rs 117 cr in FY26. An asset-light services firm with debtor days improving to 76 days should
convert profit to cash, and for the last two years it has, at or above 100% of operating profit on Screener's
CFO to operating profit ratio (133% in FY25, 95% in FY26).

Two deductions keep the pass honest rather than enthusiastic. First, FY23 conversion was poor (operating
cash flow of Rs 23 cr against PAT of Rs 134 cr), so the clean record is two years long, not five. Second,
free cash flow is only minority value if it stays in the company or is paid out; this company's cash has a
history of group loans and now faces the Rs 2,800 cr proposal. Judged on generation, which is what the
pillar tests, the cash shows up. PASS, with deployment graded under Leadership, where it belongs.
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Summary

e Pillar 1. Sunrise: PARTIAL, assurance demand is structural but testing is mature and Al-exposed;
three-year revenue CAGR about 7%

e Pillar 2. Leadership: PARTIAL, competent delivery and consolidation, weak marks for dividend
reversals, group loans and minority defence

e Pillar 3. Moat: PARTIAL, 28 years of BFSI testing trust and sticky programmes, no pricing power, Al
commaoditising the core skill

e Pillar 4. Iron Fortress: PASS, Rs 8 cr borrowings, about Rs 353 cr net cash, dividend funded
internally; the pending lending vote is the threat

e Pillar 5. Free Cash Flow: PASS, Rs 172 cr and Rs 117 cr of free cash flow in FY25 and FY26; FY23
conversion was the weak year

Two of five pass, three partial. The engine's read: a cash-generative, debt-free niche operator whose
industry, moat and leadership all grade in the middle because the business is sound and the control
structure caps what minorities can claim on it. That matches the investment report's 68/100 Selective
Positive: at about 9.8x trailing earnings the price already pays you for much of the governance risk, but it
does not pay you to ignore the October 30, 2026 vote.

What changes the grade: Leadership and Iron Fortress both upgrade in substance if the Rs 2,800 cr
proposal is rejected, lapses, or is approved only with a far smaller, time-bound limit and published
loan-by-loan disclosure. Leadership downgrades if large group lending resumes under the new limit.
Sunrise upgrades if double-digit growth is delivered for two full years with Al-led assurance as disclosed
revenue, and Moat upgrades with it. Free Cash Flow downgrades if operating conversion falls back toward
FY23 levels.
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Sources

e Screener.in consolidated data for Expleo Solutions: financials FY22 to FY26 and TTM to June 2026,
balance sheet, cash flows, ratios and shareholding to June 2026

e Company filings and annual reports: composite merger scheme disclosures, related-party loan,
repayment and management fee disclosures, FY26 results and dividend announcements of July
2026, AGM outcomes of August 26, 2026, postal ballot notice of September 2026

* Earnings presentation (Q2 FY25) for the last detailed revenue mix, and earnings-call summaries for
FY27 commentary

* Market data around October 9 to 12, 2026 (Screener, Finnhub, MoneyWorks4Me, ICICI Direct and
ET Money summaries)

e Full source list in the companion investment report.
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