Persistent Systems (persvs)

CMP: ¥ 4258

Target: ¥ 4920 (16%)

Target Period: 12 months
January 20, 2023

TCV up 20% QoQ; Top client recovery likely to help
sustain growth momentum

About the stock: Persistent Systems (Persistent) offers cloud, data, product &
design led services to BFSI, healthcare & hi-tech verticals.

e Persistent had a strong year (FY22) with revenue growth of 35.2% in dollar
terms, out of which organic growth was 32.8%

e Net debt free and healthy double digit return ratio (with RoCE of 20%)

Q3FY23 Results: Persistent reported steady revenue growth in Q3FY23.
e Revenue grew 3.5% QoQ in CC terms and 3.4% QoQ dollar terms
e EBIT margins improved ~80 bps QoQ to 15.4%
e Reported TCV was US$440.2 mn, up 19.7% QoQ & 31.7% YoY

What should investors do? Persistent’s share price has grown by ~5.5x over the
past five years (from ~% 770 in January 2018 to ~% 4,258 levels in January 2023).

e We maintain our BUY rating on the stock

Target Price and Valuation: We value Persistent at ¥ 4,920 i.e. 26x P/E on FY25E.

Key triggers for future price performance:

e The company has achieved US$1 bn revenue on a quarterly annualised
basis and is now aiming at US$2 bn annual revenue in the medium term

e Persistent acquired five companies in FY22, building capabilities in
payments, cloud, etc. It is not shying away from acquisitions in coming
years as well

e Strong deal win momentum will help improve its revenue growth. We
expect dollar revenue to grow at 24.2% CAGR in FY22-25E along with EBIT
margin expansion of ~180 bps to 15.6% over FY22-25E

Alternate Stock Idea: Apart from Persistent, in our IT coverage we also like Infosys.

e Key beneficiary of improved digital demand, industry leading revenue
growth and healthy capital allocation prompt us to be positive
e BUY with a target price of ¥ 1,730

Key Financial Summary

5 Year CAGR
(X Crore) FY21 FY22 (FY17-22) FY23E
Net Sales 4,188 5711 14.7% 8,188
EBITDA 683 958 16.1% 1,517
EBITDA Margins (%) 16.3 16.8 18.5
Net Profit 451 690 18.0% 1,064
EPS (]) 59.0 90.3 139.2
P/E (x) 72.2 471 315
RoCE (%) 21.6 23.1 29.9
RoE (%) 16.1 20.5 26.9
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Particular Amount
Market Cap (T Crore) 30,724
Total Debt (X Crore) 600
Cash & Invests (% Crore) 1,349
EV (% Crore) 29,975
52 week H/L 4954 /3092
Equity capital 76.4
Face value 10.0
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Recent event & key risks

Won highest ever TCV of
US$440.2 mn in Q3

e Key Risk: (i) Lower-than-
expected revenue growth, (ii)

Lower-than-expected margins
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3 Year CAGR
FY24E FY25E (FY22-25E)
9,594 10,951 24.2%
1,807 2,084 29.6%
18.8 19.0
1,259 1,441 27.8%
164.7 188.5
25.8 22.6
30.9 30.5
26.8 25.9

Source: Company, ICICI Direct Research
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0 Company Update | Persistent Systems ICICI Direct Research

Key takeaways of recent quarter & conference call highlights

e The company reported revenue growth of 3.5% to US$264.4 million (mn). - - "
In CC terms, growth was 3.5% QoQ. Persistent indicated that revenue Persistent - ESG Disclosure Score

growth in the quarter was impacted due to the seasonal furloughs in Q3. In Score FY20 FY21 FY22
rupee terms, the company reported revenue of ¥ 2,169.4 crore, up 5.9% Environmental 264 343 329
QoQ Social 26.4 248 254

Governance 76.1  76.1 76.1

G hy wise, North A ica (77% of the mi ted muted th of
. eography wise, Nor merica (77% of the mix) reported muted growth o Overall ESG Score  43.0 451 44.8

1.5% QoQ while Europe & India reported strong growth of 12.2% & 10.7%

. H H - H Source: Blomberg, ICICI Direct Research, *Score ranges
QoQ, respectively. The company indicated that I\’lorth America region from 0 - 100 with a higher score indlicating higher ESG
growth was muted due to a decline in top customer’s revenue and impact disclosures
of furlough

e Vertical wise the company reported broad-based growth albeit at a slower
pace compared to previous quarters with hi-tech, BFSI & lifescience
reporting growth of 4.1%, 2.8% & 2.9%, respectively

e EBIT margin of the company improved 80 bps QoQ to 15.4%. The company
indicated that margin improvement was due to the tailwind of currency
benefit (60 bps) and higher IP revenues mitigated by the headwind of impact
of furloughs along with higher travel & facility expenses

e The company indicated that growth for the quarter was impacted by lower
growth in top two clients. As far as the top client is concerned, Persistent
indicated that it did some contract restructuring with this client a few
quarters back wherein it has changed a five-year contract with this client
from revenue sharing to T&M on account of declining profitability in the deal.
The planned ramp down from the client in Q2 had an impact on Q3 revenues
as well. Persistent also indicated that due to restructuring, impact in the few
quarters was to the tune of US$24-24 mn spread across quarters, resulting
in the top client mix coming down from 25% to 7.4% now. The company
believes that due to its 18-year association with this company as well as the
client’s stable performance in the recent past, the client spending is likely
resume again. Persistent expects revenue from the top client to see an
upward trend, going forward. As far as top two client is concerned, where
the company has been associated since 2011 across multiple services and
multiple geographies, revenue growth was impacted due to client specific
furloughs. The company expects revenue recovery from this client from Q4
onwards. Persistent also said it continues to work on the client
concentration optimisation strategy

e  The company during the quarter won its highest ever TCV of US$440.2 mn,
up 19.7% QoQ & 31.7% YoY. It also reported ACV of US$326.3 mn, up
20.3% QoQ & 12% YoY

e Persistent continues to aspire to reach quarterly annualised revenues of
US$2 billion (bn), going ahead, without specifying any timeline and also
indicated that it did not see any difficulty in growing at least 3-4% on a
sequential basis, going ahead. The company also said that vendor
consolidation, large deals, recovery from top two clients and acquisition
would be building blocks for this revenue aspiration

e The company indicated that since integration of all its acquisitions is now
complete, which is now helping it to participate in the large deal pipeline, it
has started looking for any inorganic opportunity available in the market.
Persistent is also seeing vendor consolidation opportunities in the market.
It won a large deal of TCV US$70 mn spread across three years with one of
the largest retail player in the US wherein part of the work of the deal is
being moved from one of its peers there while part of the work is due to
niche vendor opting out

e On the demand outlook, the company indicated that it is seeing some
headwinds in terms of reprioritising work by a few of its clients especially
on the cloud transformation deals instead of cutting down the spending.
Enterprises globally trying to conserve cash in terms of challenges of
inflation and uncertainties on geopolitical risks while companies are looking
to shift as much as work in offshore mode where Persistent stands to
benefit. As a thumb rule, if US$100 were spent by clients, they are currently
looking to spend US$85, saving 15% of the cost. Hence, cost optimisation
deals are also coming in large numbers

ICICI Securities | Retail Research 2
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e The company mentioned that Europe growth for the quarter was strong due
to large deals it won in the previous quarters. Large deal wins over the last
few quarters were to the tune of TCV of US$100mn+. Persistent also
indicated that it has been investing to strengthen the sales team in the last
few quarters and it has been yielding results. It has also seen leadership
changes there recently. The company mentioned that it is watchful on this
geography over the next few quarters due to the war situation but hopeful
of continued strong growth, going forward, even above company average

e Persistent indicated it had been pursuing price hike with continuous
dialogue with its customers and received satisfactory price hikes during that
period. The company indicated it is unlikely to pursue a price hike for the
next six to 12 months as the environment is not favourable for the same

e The company’s net addition during the quarter was 122 taking the total
employee strength to 22.598

e Persistent mentioned that subcontracting costs for it normally varies in the
range of 12-14% of sales. The company mentioned that it was high in this
quarter due to unavailability of company people for projects on account of
furloughs. Persistent also mentioned that it still faces challenges from
people movement (even within US region) despite market opening. Hence,
it has to continue deploying subcontractors. Hence, it does not think it
(moderation of subcontractor costs) is one of the margin levers. The
company outlined the following levers for margin expansions: a) continued
strong revenue growth, ii) fresher deployment, iii) client mining, sale of
more services to the same client, iv) continue to win large deals. Persistent
also made it clear that it is not compromising growth for margin and growth
remains a top priority

e The company hired 3200 freshers in the last many quarters, has already
given offers to 1200 freshers and confirmed 100% adherence of the same.
Persistent has been investing in training & development of talent resulting
in pyramid optimisation aiding margin expansion. The company indicated
that it is looking for 200-300 bps margin improvement over the next two to
three years. Persistent also mentioned that attrition is moderating and that
trend is likely to continue, going forward. The company indicated that net
additions are likely to see some uptick on account of its office opening in
some places in Bengaluru, Indore and London. It is planning to open a few
more offices in Jaipur, Kochi and New Jersey. The company also indicated
that it continues to provide flexible working model for its employees

e The company’s LTM attrition declined 210 bps QoQ to 21.6%. This is the
fourth successive quarter of attrition moderation marking the decline of 530
bps from the peak of 26.9% reported in Q3FY22. It also indicated that
attrition is expected to decline further as the hiring environment across
sectors is easing. The company’s utilisation declined 230 bps QoQ to 77.6%
while blended utilisation excluding freshers was at 83.3%

e The company declared an interim dividend of ¥ 28 per share and informed
that the record date for determining eligible shareholders for payment of
dividend will be January 27

e The company said it had appointed Rajesh Gharpure as the Chief Delivery
Officer for Services business. He is an industry veteran with over 27 year of
experience in Finance, Consulting, Digital Transformation, Global delivery &
Operations with L&T, LTI and LTIMindtree
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Exhibit 1: P&L

Q3FY23 03FY22 (oY (%) Q2FY23loQ (%) Comments
Revenue growth impacted by decline in revenue of top 2 clients and

Revenue (USD mn) 264.4 199.1 32.8 255.6 3.5 .
seasonal furlough impact
Revenue 2,169.4 1,491.7 45.4  2,048.6 5.9
Employee expenses 1,419.3 982.5 445 1,349.5 5.2
Gross Margin 750.0 509.3 47.3 699.1 7.3
Gross margin (%) 34.6 34.1 44 bps 34.1 45 bps
Other expenses 348.5 258.2 35.0 331.2 5.2
EBITDA 401.6 251.1 59.9 368.0 9.1
EBITDA Margin (%) 18.5 16.8 168 bps 18.0 55 bps
Depreciation & amortisatio 68.4 42.8 59.8 69.3 -1.4
EBIT 333.2 208.3 60.0 298.7 11.6
Margin grew due to tailwind of currency benefit & higher IP revenue
EBIT Margin (%) 15.4 14.0 140 bps 14.6 78 bps mitigated by headwinds of higher travel expense, higher facility expense &
impact of furlough
Other income 19.2 28.1 -31.6 -3.1 -730.2 Other income higher due to forex gain in Q3 compared to forex loss in Q2
PBT 352.4 236.4 49.1 295.6 19.2
Tax paid 84.8 60.0 41.3 75.6 12.2
PAT 238.0 176.4 34.9 220.0 8.2

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY23E FY24E FY25E Comments
[ Crore) Old New % Change Old New % Change Old New 9% Change
Revenue 8,188 8,188 0.0 9,705 9,594 -1.1 10,808 10,951 1.3
EBIT 1,149 1,239 7.8 1,391 1,480 6.4 1,581 1,712 8.3
EBIT Margin (%) 140 151 110bps 143 154 110bps 146 156 100bps rgins increased on management focus on margin
improvement
PAT 954 1,064 11.5 1,147 1,259 9.8 1,288 1,441 11.9
EPS (%) 125 139 11.5 150 165 9.8 168 189 11.9

Source: Company, ICICI Direct Research
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Key Metrics

Exhibit 3: Top 2 clients, furloughs impact revenue growth

Exhibit 4: CC growth trend
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Exhibit 5: Rupee revenue grows 5.9% in Q3 Exhibit 6: NA impacted by furloughs & top client decline
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Exhibit 7: India region grows steadily Exhibit 8: Strong TCV aiding growth in Europe
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Exhibit 9: Hi-Tech vertical YoY growth steady Exhibit 10: BFSI vertical sees some moderation
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Exhibit 11: As does lifescience & healthcare Exhibit 12: Contract restructuring led decline continues
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Exhibit 13: Top 2 client sees furlough impact Exhibit 14: While Top 6-10 showing recovery
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ICICI Direct Research

Exhibit 15: Net additions lower

Exhibit 16: TCV wins highest in Q3, New TCV healthy
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Exhibit 17: ACV trend Exhibit 18: Utilisation to improve after fresher deployment
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Exhibit 19: LTM attrition moderating consistently Exhibit 20: S&M expenses continue to moderate
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Exhibit 21: Sub costs likely remain elevated Exhibit 22: Ease of supply pushing employee cost down
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Exhibit 23: Aiding margin expansion Exhibit 24: Revenue mix trend skewed toward services
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Financial summary

ICICI Direct Research

Exhibit 25: Profit and loss statement % crore M Exhibit 26: Cash flow statement g crore

Particulars FY22
Total Revenues 5711

Growth (%) 36.4
Employee & Subcon costs 3,763
Total Operating Expenditure 4,753
EBITDA 958
Growth (%) 40.3
Depreciation & Amortization 166
Other Income 132
Interest

PBT before Excp ltems 924
Growth (%) 51.7
Tax 234
PAT before Excp Items 690
Exceptional items

PAT before Ml 690
Minority Int & Pft. frm asso

PAT 690
Growth (%) 53.2
EPS 90
EPS (Growth %) 53.2

FY23E
8,188
43.4
5,281
6,671
1,517
58.4
278
140

1,379
49.2
345
1,034
30
1,064

1,064
54.1
139
54.1

FY24E
9,594
17.2
6,140
1,187
1,807
19.1
326
176

1,656
20.1
398
1,259

1,259

1,259
18.3
165
18.3

FY25E
10,951
14.1
6,987
8,867
2,084
15.4
372
184

1,896
14.4
455
1,441

1,441

1,441
14.4
189
14.4

PBT

Depreciation & Amortization

WC changes

Other non cash adju.

CF from operations

Capital expenditure

Ain investments

Other investing cash flow

CF from investing Activities
Issue of equity

Ain debt funds

Dividends paid

Other financing cash flow

CF from Financial Activities
Ain cash and cash bank balance
Effect of exchange rate changes
Opening cash

Cash c/f to balance sheet

FY22
924
166
(41)

32
845
(996)

(53)

72

(977)
428

(199)

(47)
182
50
981
914

FY23E

1,379

2178

12
(110)

1,215
(270)

140
(130)

(412)

(30)
(442)
643

914
1,557

FY24E
1,656
326
(16)
(176)
1,393
(317)

176
(141)

(516)

(30)
(546)
707

1,557
2,264

FY25E
1,896
372
(15)
(184)
1,614
(361)

184
(177)

(591)

(30)
(621)
816

2,264
3,080

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 27: Balance sheet % crore M Exhibit 28: Key ratios Z crore

Liabilities

Equity

Reserves & Surplus

Networth

Minority Interest

Long term Liabilties & provisions
Source of funds

Assets

Net fixed assets

Net intangible assets
Goodwill

Other non current assets
Investments

Debtors

Current Investments
Cash & Cash equivalents
Other current assets
Trade payables

Current liabilities
Application of funds

FY22

76
3,292
3,368

625
3,993

539
823
279
552
388
948
435
914
536
430
991
3,993

FY23E

76
3,885
3,961

647
4,608

567
816
219
552
388
1,122
435
1,557
599
538
1,108
4,609

FY24E

76
4,627
4,704

656
5,359

596
808
279
552
388
1,314
435
2,264
644
631
1,229
5,360

FY25E

76
5,477
5,554

663
6,217

799
279
552
388
1,500
435
3,080
687
720
1,346
6,217

Source: Company, ICICI Direct Research
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(Year-end March) FY22
Per share data (%)

EPS 90.3
Cash Per Share 119.7
BV 440.7
DPS 31.0
Operating Ratios (%)

EBITDA Margin 16.8
PBT Margin 16.2
PAT Margin 121
Turnover Ratios

Debtor days 61
Creditor days 27
Return Ratios (%)

RoE 20.5
RoCE 23.1
RolC 10.3
Valuation Ratios (x)

P/E 471
EV /EBITDA 33.3
Market Cap / Sales 5.7
Solvency Ratios

Current Ratio 1.0
Quick Ratio 1.0

FY23E

135.3
203.7
518.3

44.7

18.5
16.8
13.0

50
24

26.9
29.9
20.4

315
20.2
4.0

1.0
1.0

FY24E

164.7
296.2
615.5

56.1

18.8
17.3
13.1

50
24

26.8
30.9
33.0

25.8
16.6
3.4

1.1
1.1

FY25E

188.5
402.9
126.7

64.2

19.0
17.3
13.2

50
24

25.9
30.5
59.1

22.6
14.0
3.0

1.1
1.1

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬁlClCh irect.com 1 1 :
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ICICI Securities Ltd, 75 sTaRMINE | ,
90“’ o ‘EA;‘a\»sm vard 2012 “§=-—
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Sameer Pardikar, MBA, Sujay Chavan, MMS, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the
subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned
Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment busil may make i decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or

use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in

all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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