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Persistent Systems
Strong bookings provide growth visibility

Persistent Systems (PSYS) posted an in-line revenue and a slightly better
operating performance. Key positives include (1) deal bookings, which were at
an all-time high—both renewals and net-new TCV, which provides adequate
growth visibility (IMFY23 net-new ACV ~55% of revenue-rate) and positive
commentary on Q4 order bookings; (2) focus on larger deals with annuity and
progress in client mining, reflected in USD 5mn+ client count increasing from
30 in Q2 to 34 in Q3 and continued increase in revenue per account (up 50%
since pre-covid); and (3) recovery expected in T2 accounts, which has been a
growth headwind in recent quarters (T50 accounts ex-T2 grew ~8% Qo0Q). PSYS
attaining its margin aspiration of 200-300bps increase in 2-3 years is an upside
risk to our estimates. Maintain BUY on PSYS (top pick in mid-tier IT) with a TP
of INR 5,230, valued at 32x Sep-24E EPS. Valuation drivers (currently at 28.5x
FY24E) include industry-leading 25% EPS CAGR over FY22-25E, ~50% RoIC
and improving FCF and payout.

® QB3FY23 highlights: (1) PSYS’ revenue came in at USD 264mn, +3.5% QoQ CC
and 33% YoY, led by healthy growth in both IP led (+8.6% QoQ) and services
revenue (+3% QoQ), but impacted by furlough (-2% impact). (2) Growth in
Q3FY23 was broad-based across verticals, led by technology & emerging
(+4.1% QoQ and 47.8% of revenue) followed by healthcare (+2.9% QoQ and
19.6% of rev) and BFSI (+2.8% QoQ and 32.6% of revenue). (3) EBITM
improved 78bps QoQ to 15.4% (14.8% est.), supported by a higher gross
margin (+33bps), SG&A leverage (+22bps impact), higher onsite utilisation,
FX tailwind and better segmental margin of BFSI vertical, offset by higher
sub-con. APAT growth was 47% YoY adjusted exceptions. (4) Client mining
continued to improve with USD 5mn+ client count increasing from 30 in Q2
to 34 in Q3. (5) Deal TCV at USD 440mn was up 20% QoQ and 32% YoY.

®  Qutlook: We have factored in USD revenue growth of +35.0/15.6/15.0% and
EBITM of 14.8/15.0/15.5% for FY23/24/25E, resulting in FY22-25E EPS CAGR
of 25%. At CMP, PSYS is trading at a PE of 28.5x FY24E and 23.9x FY25E EPS.

Quarterly Financial summary

YE March (INR bn) FY%; FY%; l;f;: FY%; Q(“’,g FY21 FY22| FY23E FY24E FY25E
Revenue (USD mn) 264 199 328 256 34 566  766| 1,034 1,195 1375
Net Sales 2169 1492 454 2049 59 4188 5711 8330 99.19 11548
EBIT 333 208 600 299 116 507 792| 1230 1483 17.84
APAT 260 176 473 220 181 451 690 945 1142 1364
Diluted EPS (INR) 340 231 473 288 181 590  903| 1237 1494 1784
P/E () 722 471| 344 285 239
EV / EBITDA (x) 448 318| 203 166 136
ROE (%) 174 224| 251 262 263
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CMP (as on 19 Jan 2023) INR 4,258

Target Price INR 5,230
NIFTY 18,108
KEY
CHANGES OLD NEW
Rating BUY BUY
Price Target INR 5,030 INR 5,230
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EPS %

+2.0 +4.3

KEY STOCK DATA
Bloomberg code PSYS IN
No. of Shares (mn) 76
MCap (INR bn) / ($ mn) 325/3,999

6m avg traded value (INR mn) 1,319

52 Week high / low INR 4,954/3,092

STOCK PERFORMANCE (%)
3M 6M 12M
Absolute (%) 163 279 (02)

Relative (%) 133 168  (1.5)

Source: Company, HSIE Research, Consolidated Financials

Change in Estimates

FY23E FY23E Change| FY24E FY24E Change| FY25E FY25E Change
YE March (INR bn) Old Revised g% 0Old Revised g% 0Old Revised g°/o
Revenue (USDmn) | 1,033 1,034 01| 1193 1,195 02| 1372 1375 0.2
Revenue 8317 8330 02| 9898  99.19 02| 11526 11548 0.2
EBIT 1221 1230 07| 1423 1483 42| 1663 17.84 7.3
EBIT margin (%) 147 148  9bps| 144 150 58bps| 144 155 103bps
APAT 915 945 34| 1119 1142 20| 1307  13.64 43
EPS (INR) 1197 1237 34| 1464 1494 20| 1711 1784 43

Source: Company, HSIE Research

SHAREHOLDING PATTERN (%)

Sep-22 Dec-22

Promoters 31.26 31.26
FIs & Local MFs 25.87 26.29
FPIs 19.69 20.28
Public & Others 23.18 22.17
Pledged Shares 0.00 0.00
Source : BSE

Pledged shares as % of total shares
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