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CMP: INR4,548 TP: INR5,500 (+21%) Buy

Strong collection growth to drive FY24 recovery
Catch-up on employee expenses largely behind; maintain Buy
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Bloomberg INMARTIN m  INMART delivered a strong performance in 3QFY23, with revenue up 33.7%

Equity Shares (m) 31 ® S [ . . 3

M.Cap.(INRb)/(USDb) 1392717 YoY and 4.5% QoQ (.|n line). Cc.JII.ec.:pons registered strong growth of 27% YoY

52-Week Range (INR) 6450 / 3676 to INR2.8b, suggesting good visibility on FY23 and FY24 revenue growth.

1,6, 12 Rel. Per (%) 3/0/-30 Deferred revenue rose 28% YoY to INR10.1b, which should support

12M Avg Val (INR M) 710 ~30%/25% revenue growth in FY23/FY24E. Paying subscriber additions (up
6.6k QoQ) were lower due to fewer working days. EBITDA margin remained

Financials & Valuations (INR b) flat QoQ, which was largely in line with our estimate.

Zéfe'swar 20293: 2012245 2012:'; m  We expect INMART to deliver a 23% revenue CAGR over FY23-25, aided by

EBITDA 2.7 3.6 47 sustained paying subscriber additions and strong growth in deferred

PAT 2.9 34 43 revenue. The management indicated that it has largely completed the sales

Ad’j EPS (INR) 786 1111 1416 investment needed to sustain client additions and that employee growth

Adj.EPSGr. (%)  -19%  41%  27% ) ) i

BV/Sh. (INR) 706.1  792.4 888.0 should be commensurate with revenue growth going forward. We believe

Ratios that INMART should benefit from operating leverage over FY23-25 and

EOE E(Q) Ei E‘i 1351’ estimate EBIDA margin of 27.3%/29.8%/31.8% for FY23/FY24/FY25. This, in

szout?%) 42 234 325 turn, should drive a 34% PAT CAGR (excluding one-time gain) over FY23-25E.

Valuations B With a healthy performance and growth visibility in BUSY on account of

P/E (x) 47.6 40.9 321 manpower investments, we continue to see expansion in its accounting

P/BV (x) 6.4 5.7 5.1

software as a positive long-term driver for INMART’s business. We remain
watchful of the performance of its other investments. While BUSY remains

Shareholdi tt % .. .
areholding pattern (%) synergistic to INMART’s customer base and can drive long-term

As On Dec-22 Sep-22 Dec-21 . L. . . .
differentiation, it needs to scale up to be a meaningful value addition.

Promoter 49.2 49.2 49.5 . . . i

DIl 58 52 53 ® INMART saw a significant de-rating due to margin concerns. We continue to

= 25.5 5.2 26.6 see the company as a key beneficiary of the technology adoption by India’s

Others 194 203 186 MSME universe, as well as of a shift to a formalized ecosystem. We believe

Fll Includes depository receipts that the company is poised to drive significant value owing to its industry-

leading position in the segment.

m  We largely maintain our estimates on a stable quarter. We value INMART on
a DCF basis to arrive at a TP of INR5,500 (a potential upside of 21%),
assuming 12% WACC and a 6% terminal growth rate, implying 49x FY24E
EPS. We reiterate our Buy rating.

In-line quarter; PAT beat driven by gains from ProcMart sale

B 3QFY23 revenue grew 34% YoY, EBITDA declined 11% YoY and PAT declined
13% YoY.

B For 9MFY23, revenue rose 30%, whereas EBITDA/Ad]. PAT declined 20%/27%.

B Revenue increased 33.7% YoY and 4.5% QoQ to INR2.5b (in line with our
estimate). Collections remained strong at INR2.8b (+27% YoY), while
deferred revenue rose 28% YoY to INR10.1b.

B The subscriber addition was low QoQ at +6.6k paying subscribers.

m EBITDA margin was flat QoQ at 27.9% (in line).

B Adj. PAT was down 13% YoY at INR 612m, below our estimate of INR810m
after adjusting for one-time gain of INR670m from the valuation and sales of
Investments.
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Highlights from the management commentary

B Collections saw strong growth of 27% YoY in 3QFY23. INMART should maintain a
20% CAGR in collections in the long term.

B The company added 6.6k paid customers in 3QFY23. It expects customer
additions to be in the upward of 8k going forward while maintaining the churn.

B The performance of BUSY is in line with the expectation and the company will
evaluate integration plans in FY24.

B The management is nearing completion of the catch-up on employee hiring,
which was not done in Covid (another 200 employees left; should be completed
in 4QFY23). The employee addition should commensurate with growth going
forward.

Strong collections to sustain; growth story intact

B Strong collections are testimony to the recovery in demand momentum. We
anticipate the momentum in collections to remain intact in the near term.

m  We are confident of strong fundamental growth in operations, propelled by: 1)
higher growth in Digitization among SMEs (~25%), 2) the need for out-of-the-
circle buyers, 3) a strong network effect, 4) over 70% market share in the
underlying industry, 5) the ability to improve ARPU on low price sensitivity, and
6) higher operating leverage.

®m  We have arrived at our DCF-based TP of INR5,500, assuming 12% WACC and a
terminal growth rate of 6%. Our TP implies a 21% upside on the CMP. We
reiterate our Buy rating.

Consolidated quarterly earnings (INRm)
Y/E March FY22 FY23 FY22 FY23E FY23E Var.
1Q 2Q 3Q aQ 1Q 2Q 3Q  4QE 3QE  (%/bp)
Gross Sales 1,816 1,824 1,881 2,014 2,246 2,406 2,514 2,648 7,535 9,814 2,526 -0.5
Change (YoY %) 18.6 11.8 8.4 12.1 23.7 31.9 33.7 31.5 12.5 30.2 34.3 -60bp
Total Expenditure 930 992 1,093 1442 1,604 1,734 1,812 1,988 4,457 7,138 1,814 -0.1
EBITDA 886 832 788 572 642 672 702 661 3,078 2,677 712 -1.4
Margin (%) 48.8 45.6 41.9 28.4 28.6 27.9 27.9 24.9 40.8 27.3 28.2 -30bp
Depreciation 32 28 30 29 63 76 86 76 119 301 75 15
Interest 14 14 13 13 12 26 22 22 54 82 26 -15
Other Income 294 314 219 295 10 466 352 299 1,122 1,127 447 -21
PBT before EO expense 1,134 1,104 964 825 577 1,036 946 862 4,027 3,421 1,059 -10.6
Extra-Ord. expense 0 0 0 0 0 0 -516 0 0 0 0
PBT 1,134 1,104 964 825 577 1,036 1,462 862 4,027 3,421 1,059 38.1
Tax 240 264 231 193 40 243 240 218 928 741 248 -3
Rate (%) 21.2 239 24.0 234 6.9 23.5 16.4 25.4 23.0 21.7 23.5 -700bp
Ml and P/L of Asso. Cos. 15 18 31 58 70 109 94 0 122 273 0
Reported PAT 879 822 702 574 467 684 1,128 643 2,977 2,922 810 39.2
Adj. PAT 879 822 702 574 467 684 612 643 2,977 2,406 810 -24.5
Change (YoY %) 18.6 17.8 -125 -13.8 -46.9 -16.8 -12.8 12.0 2.4 -19.2 15.4 -2820bp
Margin (%) 48.4 45.1 37.3 28.5 20.8 28.4 24.3 24.3 39.5 24.5 32.1 -770bp

Key performance indicators

Y/E March FY22 FY23 FY22 FY23E
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4QE

Revenue indicators

Paid suppliers ('000) 146.0 150.0 156.0 169.0 179.0 188.0 194.4 206.0 621.0 654

ARPU ('000) 49.7 48.4 48.0 47.4 47.6 48.7 49.0 50.2 44.6 46

Cost indicators

Employees 2982 2959 3185 3672 3835 4088 4413 3672

Other expenses (INR m) 250 252 273 278 359 484 482 1053
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IndiaMART

Highlights from the management commentary

Collections and customer additions

Collections saw strong growth of 27% YoY in 3QFY23. INMART should maintain a
20% CAGR in collections over the long term.

The performance was driven by a recovery across industries. Traffic remained
healthy. 90-day repeat buyers stood at 54% for 3QFY23.

Deferred revenue rose 28% YoY to INR10.1b.

The company added 6.6k paid customers in 3QFY23. It expects customer
addition to be in the upward of 8k going forward while maintaining the churn.
Other income was stronger on account of INR670m in realized and unrealized
gains from the sale and re-measurement of investments. Out of this, INR500m
was from the ProMart sale.

Accounting ecosystem

Busy Infotech clocked INR124m in billing and INR104m in revenue for 3QFY23.
EBITDA margin stood at 16% with INR20m in PAT as it continued to ramp up the
headcount in BUSY.

The company is nearing completion of its hiring plans for BUSY.

It added 5k licenses, taking the total licenses to 323k.

It is well on track to double the growth rate by the end of FY23.

The performance is in line with the expectation and INMART will evaluate
integration plans in FY24.

The management expects double-digit growth with a strong ARPU increase in
the account space in the next decade. This could become a USD1b opportunity
over the next decade as compliance needs to increase.

Cost and margin

The management is nearing completion of the catch-up on employee hiring,
which was not done in Covid (another 200 employees left; should get completed
in 4QFY23). The employee addition should be commensurate with growth going
forward.

On average INMART needs to add one employee for every 66 customer
additions.

The management indicated that slower growth in ARPU was due to a faster
expansion of the base.

Other highlights

The stagnation in traffic was due to the demand normalization for medical
equipment, which had jumped during Covid. This is neutralizing traffic growth in
other parts of the business.
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Exhibit 2: Paid suppliers addition was low

IndiaMART

Exhibit 1: Traffic moderated by 11m in 3QFY23
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Exhibit 3: ARPU saw good improvement in 3QFY23
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Strong collections to sustain; growth story intact

Exhibit 4: Revisions to our estimates

Strong collections are testimony to the recovery in demand momentum. We
anticipate the momentum in collections to remain intact in the near term.

We are confident of strong fundamental growth in operations, propelled by: 1)
higher growth in Digitization among SMEs (~25%), 2) the need for out-of-the-
circle buyers, 3) a strong network effect, 4) over 70% market share in the
underlying industry, 5) the ability to improve ARPU on low price sensitivity, and
6) higher operating leverage.

We have arrived at our DCF-based TP of INR5,500, assuming 12% WACC and a
terminal growth rate of 6%. Our TP implies a 21% upside on the CMP. We
reiterate our Buy rating.

Revised estimate Old estimate Change (%/bp)
Standalone business FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue (INR m) 9814.2 12249.9 14899.8 9,886.2 12,267.2 14,756.7 -0.7 -0.1 1.0
YoY (%) 30.2 24.8 21.6 31.2 24.1 20.3 -100bp 70bp 130bp
EBITDA (%) 27.3 29.8 31.8 27.6 28.8 30.7 -30bp 100bp 110bp
EBIT (%) 24.2 27.1 29.1 24.7 26.1 28.0 -50bp 100bp 110bp
EPS (INR) 95.5 111.1 141.6 86.5 110.4 139.6 10.4 0.6 1.5

Source: MOFSL
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Financials and valuations
Consolidated Income Statement (INR m)
Y/E March FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Total Income from Operations 5,070 6,386 6,696 7,535 9,814 12,250 14,900
Change (%) 23.4 26.0 4.9 12.5 30.2 24.8 21.6
Employees Cost 2,290 2,670 2,052 2,676 4,082 5,251 6,383
Outsourced sales cost 570 724 534 728 1,318 1,501 1,681
Other Expenses 1,370 1,310 828 1,053 1,737 1,849 2,096
Total Expenditure 4,230 4,704 3,414 4,457 7,138 8,602 10,160
As a percentage of Sales 83.4 73.7 51.0 59.2 72.7 70.2 68.2
EBITDA 840 1,682 3,282 3,078 2,677 3,648 4,740
Margin (%) 16.6 26.3 49.0 40.8 27.3 29.8 31.8
Depreciation 40 207 161 119 301 335 400
EBIT 800 1,475 3,121 2,959 2,375 3,314 4,340
Int. and Finance Charges 650 29 67 54 82 88 88
Other Income 410 683 866 1,122 1,127 1,321 1,546
PBT bef. EO Exp. 560 2,129 3,920 4,027 3,421 4,547 5,797
EO Items 0 229 -109 0 516 0 0
PBT after EO Exp. 560 2,358 3,811 4,027 3,936 4,547 5,797
Total Tax 350 872 986 928 741 1,153 1,470
Tax Rate (%) 62.5 37.0 25.9 23.0 18.8 25.4 25.4
Minority Interest 0.0 14.0 27.0 122.0 273.0 0.0 0.0
Reported PAT 210 1,472 2,798 2,977 2,922 3,394 4,327
Adjusted PAT 210 1,243 2,907 2,977 2,406 3,394 4,327
Change (%) -61.8 491.9 133.9 2.4 -19.2 41.1 27.5
Margin (%) 4.1 19.5 43.4 39.5 24.5 27.7 29.0
Consolidated Balance Sheet (INRm)
Y/E March FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Equity Share Capital 286 289 303 306 306 306 306
Total Reserves 1,313 2,462 15,806 18,435 21,304 23,903 26,824
Net Worth 1,599 2,751 16,109 18,741 21,610 24,209 27,130
Other Liabilities 2,300 3,312 3,318 3,934 4,726 5,410 6,038
Total Loans 0 0 0 0 0 0 0
Deferred Tax Liabilities -964 -536 -244 -234 -254 -274 -294
Capital Employed 2,935 5,527 19,183 22,441 26,082 29,344 32,874
Net Fixed Assets 85 52 22 31 51 71 91
Goodwill on Consolidation 6 5 3 2 2 2 2
Capital WIP 2 2 2 2 2 2 2
Other Assets 44 1,514 1,054 4,818 4,818 4,818 4,818
Total Investments 6,450 8,719 22,174 23,008 26,008 29,008 32,008
Curr. Assets, Loans, and Adv. 657 401 1,616 1,394 3,847 5,702 7,838
Inventory 0 0 0 0 0 0 0
Account Receivables 6 17 13 13 27 34 41
Cash and Bank Balance 402 169 401 495 2,874 4,663 6,732
Loans and Advances 250 215 1,202 886 946 1,006 1,066
Curr. Liability and Prov. 4,308 5,166 5,688 6,814 8,646 10,259 11,886
Account Payables 450 179 154 184 336 432 525
Other Current Liabilities 3,709 4,682 5,210 6,348 8,018 9,525 11,049
Provisions 149 305 324 282 292 302 312
Net Current Assets -3,650 -4,765 -4,072 -5,420 -4,799 -4,557 -4,048
Misc. Expenditure 0 0 0 0 0 0 0
Appl. of Funds 2,936 5,527 19,183 22,441 26,082 29,344 32,873
22 January 2023 5
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Financials and valuations
Ratios

Y/E March FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Basic (INR)
EPS 7.7 51.8 96.6 97.1 95.5 111.1 141.6
Cash EPS 7.7 51.8 96.6 97.1 95.5 111.1 141.6
BV/Share 58.6 96.8 556.2 611.6 706.1 792.4 888.0
DPS 0.0 10.1 15.4 2.0 4.0 26.0 46.0
Payout (%) 0.0 22.7 16.0 2.1 4.2 23.4 32,5
Valuation (x)
P/E ratio 590.6 87.8 47.1 46.8 47.6 40.9 32.1
Cash P/E ratio 590.6 87.8 47.1 46.8 47.6 40.9 32.1
P/BV ratio 77.6 47.0 8.2 7.4 6.4 5.7 5.1
EV/Sales ratio 24.4 20.2 19.6 18.4 13.9 11.0 8.9
EV/EBITDA ratio 147.2 76.8 40.0 45.1 50.9 36.8 27.9
Dividend Yield (%) 0.0 0.2 0.3 0.0 0.1 0.6 1.0
FCF per share 91.7 90.1 111.4 129.9 118.5 142.4 164.2
Return Ratios (%)
RoE -26.0 57.2 30.8 17.1 11.9 14.8 16.9
RoCE -56.2 62.5 31.3 18.0 14.1 15.1 17.1
RolC 9.1 -25.5 -68.5 -102.2 -99.7 -69.4 -63.5
Working Capital Ratios
Fixed Asset Turnover (x) 59.8 122.8 304.4 243.1 192.4 172.5 163.7
Asset Turnover (x) 1.7 1.2 0.3 0.3 0.4 0.4 0.5
Debtor (Days) 0 1 1 1 1 1 1
Creditor (Days) 32 10 8 9 12 13 13
Leverage Ratio (x)
Current Ratio 0.2 0.1 0.3 0.2 0.4 0.6 0.7
Interest Coverage Ratio 1.2 50.9 46.6 54.8 29.0 37.7 49.3
Net Debt/Equity ratio -4.3 -3.2 -1.4 -1.3 -1.3 -1.4 -1.4
Consolidated Cash Flow Statement (INR m)
Y/E March FY19 FY20 FY21 FY22 FY23E FY24E FY25E
OP/(Loss) before Tax 539 2,114 3,893 3,904 3,421 4,547 5,797
Depreciation 41 211 161 119 301 335 400
Interest and Finance Charges -30 33 67 54 82 88 88
Direct Taxes Paid -52 -186 -588 -971 -741 -1,153 -1,470
(Inc.)/Dec. in WC 1,684 1,022 471 1,800 2,530 2,210 2,168
CF from Operations 2,183 3,194 4,004 4,906 5,592 6,027 6,983
Others 368 -589 -779 -883 -1,643 -1,321 -1,546
CF from Operations incl. EO 2,551 2,605 3,225 4,023 3,949 4,706 5,438
(Inc.)/Dec. in FA -51 -45 2 -42 -321 -355 -420
Free Cash Flow 2,500 2,560 3,227 3,981 3,628 4,351 5,017
(Pur.)/Sale of Investments -2,591 -2,047 -13,379 -356 -3,000 -3,000 -3,000
Others -116 -233 1 -2,956 1,956 1,321 1,546
CF from Investments -2,758 -2,325 -13,376 -3,354 -1,365 -2,033 -1,875
Issue of Shares 144 19 10,520 5 0 0 0
Interest Paid -3 -199 -122 -125 -82 -88 -88
Dividend Paid 0 -333 -15 -455 -123 -795 -1,406
CF from Fin. Activity 141 -513 10,383 -575 -205 -883 -1,494
Inc./Dec. in Cash -65 -233 232 94 2,379 1,789 2,069
Opening Balance 467 402 169 401 495 2,874 4,663
Closing Balance 402 169 401 495 2,874 4,663 6,732
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