CMS Info Systems - BUY

21 June 2023

We recently hosted Rajiv Kaul (Exec. Vice Chairman and MD) and
Pankaj Khandelwal (CFO) for investor meetings in Mumbai and the
US. After having achieved 17%/20% revenue/Ebitda Cagr over
FY09-23, CMS’ revenue aspiration of Rs34-38bn by FY27 entails
17% Cagr (at mid-point). The managed services (MS) business
should grow faster; 40-42% target contribution to overall revenue
vs. 32% in FY23. While CMS would endeavour to maintain margin,
the company's primary focus would be on ensuring revenue growth
amid increasing competitive intensity. It would continue to explore
inorganic opportunities which offer the right capabilities and meet
healthy IRR thresholds. The stock is attractive at ~14x 1YF PE
considering 20% EPS Cagr over FY23-25ii. Maintain BUY.

Cash management to benefit from ATM rollouts, more outsourcing
and market share gains: In ATM cash management, continued ATM
additions (3-4% pa), rising proportion of outsourcing (current 60% can
increase to 75-80% over time) and market share gains (47% can
potentially go to 60%) should drive volume growth. While regulatory
tailwinds will aid realisation in the next 3-4 years, CMS targets 10-15%
cash management revenue growth even in the medium-term.

Cash mgmt. revenue should be resilient even if cash in circulation
drops: Cash management revenue is linked to the number of points served
and not cash in circulation (CIC). Volume of cash handled by CMS grew
16% YoY in FY23; even if CIC comes off, higher velocity and movement of
cash from unorganized to organized channels should act as tailwinds.

Revenue growth to take precedence over margins: MS revenue can
potentially double as there are only 2-3 strong players. IoT-based remote
monitoring capabilities can be extended to other verticals such as
warehousing, retail, NBFC/insurance branches. Though CMS’ industry-
leading Ebitda margins could improve if competitive intensity is stable, the
primary focus would be on revenue growth amid rising competitive
intensity. Separately, risk costs (related to theft, pilferage and
reconciliation issues) could potentially fall by 0.5-1% as % of revenue from
the current ~5%, on cassette swap implementation.
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Market cap (USSm) 654
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Bloomberg CMSINFO IN
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Shareholding pattern (%)

Promoters 60.2
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Free float (%) 39.8
Financial summary (Rs m)

Y/e 31 Mar, Consolidated FY22A
Revenues (Rs m) 15,897
Ebitda margins ex ESOP charges (%) 25.7
Ebitda margins (%) 25.1
PAT ex ESOP charges (Rs m) 2,290
Reported PAT (Rs m) 2,240
Pre-exceptional EPS (Rs) 15.1
Growth (%) 32.3
IIFL vs consensus (%)

PER (x) 23.8
ROE (%) 20.0
Net debt/equity (x) (0.2)
EV/Ebitda (x) 12.7
Price/book (x) 4.2
OCF/Ebitda (x) 0.6
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Source: Company, IIFL Research. Priced as on 20 June 2023
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A play on formalisation of the economy: Formalisation (43% of the
economy is informal today), rising number of NBFC branches and retail
outlets, and need for higher efficiency in working capital cycle are growth
drivers for CMS. 18% annualized growth in organized retail would lead to
higher demand for treasury management. E-commerce where 60-70% of
transactions are still on cash-on-delivery (CoD) basis also adds a leg to
revenue growth.

Cash management to benefit from ATM rollouts, more outsourcing
and market share gains: ATM cash management revenue accounts for
60% of total cash management revenue. This business will be driven by:

e ATM rollouts - ATM count is expected to grow at 4% Cagr especially
with leading banks stepping up their rollouts. In the medium term,
ATM count should rise from the current 260k to 300k.

e Increased outsourcing - Currently, cash management is
outsourced in 150k of the 260k ATMs. The proportion of ATMs
outsourced for cash management is expected to increase to 70-75%
in the medium term.

e Market share gains - CMS’ market share has risen from 37% to
47% in the past three years. Since cash logistics is a high operating
leverage business which favours scale players, there is potential
headroom for CMS to take its market share close to 60%.

Realisation to see near-term boost from compliance related
tailwinds: In the next few years, realization per ATM per month would
also be boosted by compliance related tailwinds.

e Route compliance entails van and vault upgrade (65% of CMS’ routes
have achieved compliance).

e (Cassette swap compliance will continue for 3-4 years and result in 10-
15% higher realization. <10% of CMS’ footprint has seen cassette
swap implementation since banks have been reluctant to incur costs.
With RBI mandating that implementation should be completed in top
30 cities in the next six months, the rollout is set to see some
acceleration.

CMS Info Systems - BUY

Cash mgmt. revenue should be resilient even if cash in circulation
drops: Cash management revenue is linked to the number of points
served and not cash in circulation (CIC). Volume of cash handled by CMS
grew 16% YoY in FY23; even if CIC comes off, higher velocity and
movement of cash from unorganized to organized channels should act as
tailwinds.

Direct relationships with retailers should boost RCM: CMS provides
RCM services to ~52k retail touchpoints. It has so far provided RCM
services through banks rather than having direct relationships with
retailers. The company intends to reach out to retailers directly. This will
enable CMS to better tap the addressable market.

Significant scope to grow in MS: CMS has an order book worth
Rs31.5bn in the MS segment. This business offers good revenue visibility
since the contracts are for 5-7 years. MS revenue can potentially double
as there are only 2-3 strong players.

ATM managed services would benefit from PSU bank refresh cycle (80k+
ATM refresh cycle), private sector bank branch expansion (which will
result in 20k+ ATM deployments) and total outsourcing deals (~100k
ATMs to shift from bank capex to brown-label).

AloT-based remote monitoring can be expanded to other
verticals: CMS has developed 40 AI modules for remote monitoring of
ATMs and bank branches. With >60% of ATMs and bank branches yet to
have remote monitoring, the runway for growth is long. IoT-based remote
monitoring capabilities can be extended to retail, NBFC, insurance offices,
telecom towers, etc over time.

Revenue growth to take precedence over margins in the near
term: 10ppt Ebitda margin expansion in the past three years was aided
by a tuck-in acquisition, operating leverage, automation and efficiency
improvements (3-4% pa in the past 4-5 years). Though CMS’ industry-
leading Ebitda margins could improve if competitive intensity is stable,
the primary focus would be on revenue growth amid rising competitive
intensity.
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Cassette swap implementation can shave off risk costs by 50-
100bps: Risk costs (related to theft, pilferage and reconciliation issues)
could potentially fall by 0.5-1% as of revenue from the current ~5%, on
cassette swap implementation.

Figure 1: CMS has delivered 17%/20% revenue/Ebitda Cagr between FY09-23

Revenue: ¥ 1,915 Cr
Adj. PAT margin: 15.9%
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Source: Company, IIFL Research

Figure 2: Growth drivers

Cash + 100,000 ATMs yet to be outsourced for Cash Mgmt.
Logistics »  Growth in organised retail; Direct2Retail and Cash-X solutions

PSU banking refresh cycle: 80,000+ ATM refresh cycle
Pvt. Sector branch expansion: 20,000+ new ATMs
Total outsourcing deals: ~100,000 ATMs will shift from bank capex to BLA
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Source: Company, IIFL Research

Figure 3: Large TAM
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Figure 4: CMS is on target to achieve Rs25bn-Rs27bn revenue by FY25. The company’s
aspiration is to reach Rs34-38bn revenue by FY27. Potential revenue breakup in FY27
could be Cash Logistics (57-60%) Software (8-10%) and MS (30%)
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Figure 5: Consolidated P&L
Rsmn FY22 FY23 FY24ii FY25ii FY26ii

Revenue 15,897 19,148 22,581 26,023 29,723
Growth YoY % 21.7% 20.4% 17.9% 15.2% 14.2%
Cost of goods sold 1,538 1,162 1,242 1,431 1,635
As % of revenue 9.7% 6.1% 5.5% 5.5% 5.5%
Employee costs 2,315 2,649 3,046 3,503 3,853
As % of revenue 14.6% 13.8% 13.5% 13.5% 13.0%
Service and security charges 3,207 3,816 4,403 5,075 5,796
As % of revenue 20.2% 19.9% 19.5% 19.5% 19.5%
Vehicle cost 1,509 1,584 1,806 2,082 2,378
As % of revenue 9.5% 8.3% 8.0% 8.0% 8.0%
Other expenses 3,330 4,559 5,685 6,607 7,758
As % of revenue 20.9% 23.8% 25.2% 25.4% 26.1%
Total Cost 11,899 13,770 16,183 18,698 21,420
Ebitda 3,998 5,378 6,398 7,326 8,303
Ebitda % 25.1% 28.1% 28.3% 28.2% 27.9%
Depreciation 918 1,318 1,429 1,547 1,573
Ebit 3,079 4,059 4,969 5,779 6,730
Ebit % 19.4% 21.2% 22.0% 22.2% 22.6%
Finance Charges 144 196 200 200 200
Other income 79 147 228 351 483
Profit before Tax 3,014 4,010 4,998 5,930 7,013
Tax expenses 774 1,038 1,259 1,494 1,767
Tax rate 25.7% 25.9% 25.2% 25.2% 25.2%
PAT 2,240 2,973 3,738 4,436 5,246
# shares* (mn) 149 154 157 160 163
EPS (Rs) 15.1 19.3 23.8 27.7 32.3

CMS Info Systems - BUY

Figure 6: We use 13.4% cost of equity and WACC

Item Value
Risk free rate 7.4%
Adjusted beta 1.0
Equity Risk Premium 6.0%
Cost of Equity 13.4%

Source: IIFL Research

Figure 7: Terminal growth rate assumptions

Item Value
Terminal growth rate for Cash Management 3.0%
Terminal growth rate for Managed Services 5.0%
Contribution from Cash Management in terminal year 55%
Terminal growth rate % 3.9%

Source: Company, IIFL Research; we assume that 11mn ESOPs are exercised equally over
the next four years

balaji.subramanian@iiflcap.com

Source: IIFL Research

Note that we use the fully-diluted share count of 165mn (vs the current
share count of 154mn) for TP calculation; assuming all ESOPs are
exercised. CMS trades at ~14x 1YF PER, quite attractive considering 20%
EPS Cagr over FY23-25ii.

Figure 8: Our DCF yields June-2024 TP of Rs419

EV (March 2025) 65,970
Net debt (March 2025) -9,658
Equity Value (March 2025) 75,627
Equity Value (June 2024) 68,821
#shares (mn) 165
TP (Rs) 419
CMP (Rs) 348
Upside 21.4%
Dividend per share (Rs) 4.7
Total Return 22.7%

Source: IIFL Research
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Background: CMS Info Systems is is one of India's leading business services companies and India’s largest cash management company based on number
of ATM points and number of retail pick-up points , and offers its customers a wide range of tailored cash management and managed services solutions,
including ATM network management, retail management and managed services. The Company manages the entire flow and management of money for
the 1,50,000 business points that it serves every day - from when the RBI initially deposits cash in the bank’s currency chests, to when cash is deposited

back in banks after going through the various stages of the cash cycle.

Management Segment-wise Ebit break-up
Name Designation Segment-wme(:;e;:)nue break- (FY23)
u
Raiiv Kaul Executive Vice Chairman, Whole P Managed
) Time Director and CEO y ; services &
anage o
Pankaj Khandelwal President and CFO services & cards, 26'%
cards,
Anush Raghavan President — Cash Management 339
Manjunath Rao President - Managed Services
u Cash
Customers: Banks, organised retail players, managed service providers B Cash man:;eme
for banks: managem nt, 74.0%
Competitors: AGS Transact, Brinks, FIS, FSS, NCR: ent, 67%
Assumbptions PE Chart EV/Ebitd
/e 31 Mar, Consolidated FY22A FY23A FY24ii FY25ii FY26ii 12m fwd PE Avg +/-1SD 12m fwd EV/EBITDA Avg +/- 1SD

Cash management 221 194 169 15.0 12.7

revenue growth (%) 21.0 9.0

Managed services revenue 345 248 213 161 17.8 8.0

growth (%) 19.0 W\\

Cash management Ebit 239 254 256 255 26.0 17.0 0 \\f,f\“ N V\«m |
N ‘ .

margin (%) . 15.0 [y 6o LM | pla vy Nl

Managed services Ebit 165 198 218 226 231 U W' ¥

margin (%) 13.0 \}f‘h‘“ vy, JLM'\A,. .A..Jf'/ >0

Cash conversion cycle 61.5 616 614 614 614 110 ‘W ¥ 4.0

(days)

Capex to sales (%) 17.8 10.1 6.7 6.0 6.5 9.0 3.0

Source: Company data, IIFL Research

Jan-22  Apr-22  Jul-22 Nov-22 Feb-23 Jun-23

Jan-22  Apr-22  Jul-22 Nov-22 Feb-23 Jun-23
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Income statement summary (Rs m)

CMS Info Systems - BUY

Balance sheet summary (Rs m)

Y/e 31 Mar, Consolidated FY22A FY23A FY24ii FY25ii FY26ii Y/e 31 Mar, Consolidated FY22A FY23A FY24ii FY25ii FY26ii
Revenues 15,897 19,148 22,581 26,023 29,723 Cash & cash equivalents 2,653 4,355 6,999 9,995 12,989
Ebitda 3,998 5,378 6,398 7,326 8,303 Inventories 635 742 875 1,008 1,151
Depreciation and amortisation (918)  (1,318) (1,429) (1,547) (1,573) Receivables 4,993 5,260 6,186 7,130 8,143
Ebit 3,079 4,059 4,969 5,779 6,730 Other current assets 1,264 763 768 774 779
Non-operating income 79 147 228 351 483 Creditors 2,459 2,252 2,656 3,061 3,496
Financial expense (144) (196) (200) (200) (200) Other current liabilities 1,599 1,096 1,096 1,096 1,096
PBT 3,014 4,010 4,998 5,930 7,013 Net current assets 5,487 7,772 11,077 14,750 18,471
Exceptionals 0 0 0 0 0 Fixed assets 5,706 6,662 6,749 6,774 7,132
Reported PBT 3,014 4,010 4,998 5,930 7,013 Intangibles 2,235 2,235 2,235 2,235 2,235
Tax expense (774) (1,038) (1,259) (1,494) (1,767) Investments 0 0 0 0 0
PAT 2,240 2,973 3,738 4,436 5,246 Other long-term assets 1,071 996 996 996 996
Minorities, Associates etc. 0 0 0 0 0 Total net assets 14,499 17,664 21,056 24,755 28,833
Attributable PAT 2,240 2,973 3,738 4,436 5,246 Borrowings 0 0 0 0 0
Other long-term liabilities 1,938 2,040 2,040 2,040 2,040

Ratio analysis Shareholders equity 12,561 15,625 19,016 22,715 26,794
Y/e 31 Mar, Consolidated FY23A FY24ii FY25ii FY26ii Total liabilities 14,499 17,664 21,056 24,755 28,833
Per share data (Rs)
Pre-exceptional EPS 14.6 19.3 23.8 27.7 32.3 Cash flow summary (Rs m)
DPS 1.5 1.0 4.7 7.0 9.5 Y/e 31 Mar, Consolidated FY22A FY23A FY24ii FY25ii FY26ii
BVPS 82.0 101.2 121.0 142.1 164.7 Ebit 3,079 4,059 4,969 5,779 6,730
Growth ratios (%) Tax paid (976)  (1,085) (1,259) (1,494) (1,767)
Revenues 21.7 20.5 17.9 15.2 14.2 Depreciation and amortization 918 1,318 1,429 1,547 1,573
Ebitda 36.2 34.5 19.0 14.5 13.3 Net working capital change (1,366) (1,318) (661) (677) (728)
EPS 28.5 31.6 23.6 16.6 16.3 Other operating items 909 1,093 0 0 0
Profitability ratios (%) Operating cash flow before interest 2,565 4,068 4,478 5,154 5,809
Ebitda margin 25.1 28.1 28.3 28.2 27.9 Financial expense (144) (196) (200) (200) (200)
Ebit margin 19.4 21.2 22.0 22.2 22.6 Non-operating income 79 147 228 351 483
Tax rate 25.7 25.9 25.2 25.2 25.2 Operating cash flow after interest 2,500 4,019 4,506 5,305 6,092
Net profit margin 14.1 15.5 16.6 17.0 17.6 Capital expenditure (2,833) (1,933) (1,516) (1,573) (1,931)
Return ratios (%) Long-term investments (144) 0 0 0 0
ROE 20.0 21.1 21.6 21.3 21.2 Others (350) (387) 0 0 0
ROCE 24.7 26.2 26.8 26.8 26.9 Free cash flow (826) 1,699 2,991 3,733 4,161
Solvency ratios (x) Equity raising 638 157 385 385 385
Net debt-equity (0.2) (0.3) (0.4) (0.4) (0.5) Borrowings 0 0 0 0 0
Net debt to Ebitda (0.7) (0.8) (1.1) (1.4) (1.6) Dividend (226) (154) (732)  (1,221) (1,552)
Interest coverage 21.4 20.7 24.8 28.9 33.6 Net chg in cash and equivalents (415) 1,702 2,644 2,996 2,993
Source: Company data, IIFL Research Source: Company data, IIFL Research
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Disclosure : Published in 2023, © IIFL Securities Limited (Formerly ‘India Infoline Limited’) 2023

India Infoline Group (hereinafter referred as IIFL) is engaged in diversified financial services business including equity broking, DP services, merchant banking, portfolio management services, distribution of Mutual Fund,
insurance products and other investment products and also loans and finance business. India Infoline Ltd (“hereinafter referred as IIL") is a part of the IIFL and is a member of the National Stock Exchange of India
Limited ("NSE”) and the BSE Limited ("BSE"). IIL is also a Depository Participant registered with NSDL & CDSL, a SEBI registered merchant banker and a SEBI registered portfolio manager. IIL is a large broking house
catering to retail, HNI and institutional clients. It operates through its branches and authorised persons and sub-brokers spread across the country and the clients are provided online trading through internet and offline
trading through branches and Customer Care.
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This research report (“Report”) is for the personal information of the authorized recipient(s) and is not for public distribution and should not be reproduced or redistributed to any other person or in any form without
IIL's prior permission. The information provided in the Report is from publicly available data, which we believe, are reliable. While reasonable endeavors have been made to present reliable data in the Report so far
as it relates to current and historical information, but IIL does not guarantee the accuracy or completeness of the data in the Report. Accordingly, IIL or any of its connected persons including its directors or
subsidiaries or associates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained, views and opinions expressed
in this publication.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and
estimates contained in this report reflect a judgment of its original date of publication by IIFL and are subject to change without notice. The price, value of and income from any of the securities or financial
instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income
of such securities or financial instruments.

The Report also includes analysis and views of our research team. The Report is purely for information purposes and does not construe to be investment recommendation/advice or an offer or solicitation of an offer
to buy/sell any securities. The opinions expressed in the Report are our current opinions as of the date of the Report and may be subject to change from time to time without notice. IIL or any persons connected
with it do not accept any liability arising from the use of this document.

Investors should not solely rely on the information contained in this Report and must make investment decisions based on their own investment objectives, judgment, risk profile and financial position. The recipients
of this Report may take professional advice before acting on this information.

IIL has other business segments / divisions with independent research teams separated by 'Chinese walls' catering to different sets of customers having varying objectives, risk profiles, investment horizon, etc and
therefore, may at times have, different and contrary views on stocks, sectors and markets.

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 local law, regulation or which would subject IIL and its 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 Report may come are required to inform themselves of and to observe such restrictions.

As IIL along with its associates, are engaged in various financial services business and so might have financial, business or other interests in other entities including the subject company(ies) mentioned in this
Report. However, IIL encourages independence in preparation of research report and strives to minimize conflict in preparation of research report. IIL and its associates did not receive any compensation or other
benefits from the subject company(ies) mentioned in the Report or from a third party in connection with preparation of the Report. Accordingly, IIL and its associates do not have any material conflict of interest at
the time of publication of this Report.

As IIL and its associates are engaged in various financial services business, it might have:-

(a) received any compensation (except in connection with the preparation of this Report) from the subject company in the past twelve months; (b) managed or co-managed public offering of securities for the
subject company in the past twelve months; (c) received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (d) received
any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) engaged in market making activity
for the subject company.

IIL and its associates collectively do not own (in their proprietary position) 1% or more of the equity securities of the subject company mentioned in the report as of the last day of the month preceding the publication
of the research report.

The Research Analyst engaged in preparation of this Report or his/her relative:-

(a) does not have any financial interests in the subject company (ies) mentioned in this report; (b) does not own 1% or more of the equity securities of the subject company mentioned in the report as of the last
day of the month preceding the publication of the research report; (c) does not have any other material conflict of interest at the time of publication of the research report.

The Research Analyst engaged in preparation of this Report:-

(@) has not received any compensation from the subject company in the past twelve months; (b) has not managed or co-managed public offering of securities for the subject company in the past twelve months;
(c) has not received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (d) has not received any compensation for products
or services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) has not received any compensation or other benefits from the subject
company or third party in connection with the research report; (f) has not served as an officer, director or employee of the subject company; (g) is not engaged in market making activity for the subject company.

IIFLCAP accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor. The analyst
whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority ("FINRA") and may not be an associated person of IIFLCAP and,
therefore, may not be subject to applicable restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research analyst account.

We submit that no material disciplinary action has been taken on IIL by any regulatory authority impacting Equity Research Analysis.
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This research report was prepared by IIFL Securities Limited (Formerly ‘India Infoline Limited’) Institutional Equities Research Desk (‘IIFL"), a company to engage activities is not dealer United States and, therefore, is
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personal information of the authorized recipient and is not for public distribution. This should not be reproduced or redistributed to any other person or in any form. This report is for the general information of the
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We have exercised due diligence in checking the correctness and authenticity of the information contained herein, so far as it relates do not or completeness. The opinions expressed are our current opinions as of the
date appearing in the material and may be subject to from to time without notice. or any persons connected it accept any liability arising from the use of this document. The recipients of this material should rely on their
own judgment professional advice on this information. IIFL or any of its connected persons including its directors or or not in way for any or damage that may arise to any from any inadvertent error the information
contained, views and opinions expressed in this publication.

IIFL and/or its affiliate companies may deal in the securities mentioned herein as a broker or for any transaction as a Maker, Investment Advisor, to issuer persons. IIFL generally prohibits its analysts from having
financial interest in the securities of any of the companies that the analysts cover. In addition, company its employees from conducting Futures & Options transactions or holding any shares for a period of less than 30
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in the research report.
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Key to our recommendation structure

BUY - Stock expected to give a return 10%+ more than average return on a debt instrument over a 1-year horizon.
SELL - Stock expected to give a return 10%+ below the average return on a debt instrument over a 1-year horizon.
Add - Stock expected to give a return 0-10% over the average return on a debt instrument over a 1-year horizon.

Reduce - Stock expected to give a return 0-10% below the average return on a debt instrument over a 1-year horizon.
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SECURITIES CMS Info Systems — BUY
CMS Info Systems: 3 year price and rating history Date  Close p(::‘; Target p(::‘; Rating
(Rs) ——Price O TP/Reco changed date 26 May 2023 320 420 BUY
500 31 Jan 2023 304 417 BUY
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