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Persistence is the Key in a Soft quarter... 24 July 2023
Persistent Systems growth momentum slows in Q1FY24 Rating TP Rs) Up/Dn 09
amidst tough macro situation. HOLD 4,864 2

$ revenue: $282.9 Mn, +3% qoq / +17.1% yoy and -0.2% vs our Market data
estimates Current price Rs 4,750
Market Cap (Rs.Bn) (Rs Bn) 365
INR revenue at 23,212 Mn, +3% qoq / +23.6% yoy and -0.3% VS OUr'  warket Cap (US $ Mn) US$ Mn) 4,456
estimates Face Value Rs 10
EBITDA: INR 3,743 Mn, -10.1% qoq / +12.3% yoy and -11.7% 52 Weeks High/Low Rs  4,986/2813
Average Daily Volume (000) 336
EBITDA margins: 16.1%, vs 18.5% / 17.7% in Q4FY23 / Q1FY23 gsecode 533179
respectively Bloomberg PSYS.IN
Source: Bloomberg
EBIT: INR 2,980 Mn, -14% qoq / +10.9% yoy
EBIT margins: 12.8%, vs 15.4% / 14.3% in Q4FY23 / Q1Fy23 One YearPerformance
respectively, the margins are including the 1bn dollar celebration 150
expenses (INR 486.16 Mn).
130 -
PAT: INR 2,288 Mn, -9% qoq / +8.1% yoy and 14.7% below our 10
estimates
90 -
EPS at INR 29.9 in Q4FY23 vs 329 / 27.7 in Q4FY23 / Q1FY23 0
respectively and versus our estimate of INR 35.1 J22  Oct22 Jan-23  Apr23  Jul-23

New TTM Deal wins TCV were also encouraging at $237.2 Mn vs
$250.3 Mn Q4FY23

Total TCV now stands at $380.3 Mn in Q1FY24 versus $421.6 Mn in

e Persistent Systems Ltd Nifty Index

Source: Bloomberg

Q4FY23
% Shareholding Jun-23 Mar-23

Segment-wise Performance Promoters 31.06 31.26

BFSI (33.30% of services revenue) reported +6.2% qoq / +15.8% yoy  Public 66.53 66.67

Healthcare & Lifesciences (18.6% of revenue) reported -2.7% qoq/ Others 2.00 2.00

+9.5% yoy Total 100 100

Tech Companies (48.1% of revenue) reported +3.3% qoq / +21.4% source: Bloomberg

yoy

Financial Summary

Y /E Mar (Rs mn) FY 21 FY 22 FY 23 FY 24E FY 25E
Net sales 41,879 57,107 83,506 96,647 1,12,360
EBITDA 6,830 9,582 15,191 18,228 21,936
Adjusted net profit 4,507 6,904 9,507 11,598 14,298
Free cash flow 5,670 4,169 10,016 13,581 13,735

EPS (Rs) 59.0 90.3 124.4 151.8 187.1

growth (%) 32% 53% 38% 22% 23%
P/E (x) 81.3 53.0 39.8 31.6 25.6
P/B (x) 81.3 53.0 39.8 31.6 25.6
EV/EBITDA (x) 52.3 379 239 20.3 16.4
ROCE %) 14.1 17.2 21.4 21.5 21.5
RoE (%) 17.4 22.4 25.9 26.6 27.3
Dividend yield (%) 0.3 0.4 0.6 0.7 0.9

Source: Dalal & Broacha Research, Company
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Concall Highlights

The Next 2 quarters the management expect market to remain tough with projects getting delayed and
growth resuming post that. They have been working on strengthening their partnerships with leading
Hyperscallers in Generative Al. They target to train 16k of their employees over the next several quarters
in Gen Al.

Geographically & verticals: North America saw a healthy growth of 4.9% qoq, Europe declined 2.8% qoq
& India revenue grew 1.5% gog. BFSI have done well this quarter but the management expect this vertical
to remain soft over the next couple of quarters. Health care and life sciences was weak this quarter but
they expect this vertical to do well going forward.

*Margin Walk*: -210 bps impact due to 1Bn dollar celebrations, -40 bps impact from H1B visa costs & -20
bps impact due to opening up of offices & -10 bps impact due to slight increase of doubtful debts, overall
the margins declined by 30 bps excluding the 1 bn dollar celebration costs. The management expects
margins to improve by 200-300 bps on account of improvement in utilization, lower attrition and improved
employee pyramid. This quarter saw a FX loss of Rs 64.09 mn (vs 189.09 mn loss in Q4).

Headcount: addition of 241 employees. Utilization for the quarter was 78.3% (vs 77.3% in Q3FY23). There
is still room to improve fresher Utilization which remains a key lever to improve the margins in the next
few quarters.

Attrition dropped to 15.5% (drop of 430 bps qoq) it has come down to a comfortable band.
ETR for the quarter was 26.2 is expected to be in the range of 25.5-26.5%.

Order book with TCV at $ 380.3 mn in Q1FY24 (-9.8% YoY). On a TTM basis was $1.609.9 bn, due to
uncertain macro environment some deals were delayed.

The DSO improved by a day, but due to long weekend in the US coinciding with the end of the quarter the
collections spilled (USD 9.8 mn) over to July which could have brought done the DSO and helped the
cashflows.

All their acquisitions are fully integrated and they are winning deals jointly. The company is looking for
M&A in the consumer technology, Cyber security, Generative Al space and expand their presence in
Europe.

Outlook:
The management endeavors to deliver 2-4,3-5% CQGR in the uncertain macros in FY24.

Management aspires to improve the margins by 200-300 bps on account of improvement in utilization,
lower attrition and improved employee pyramid.
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Quarterly Deviation Sheet

Q-0-Q Y-0-Y Lo
1 4 1 1 FY24 Deviation
YE March (Rs. Mn) FY(%4 FY33 chang; FY(§3 chang; es(t)imates %
(] (4
Net Sales (US$ Mn) 282.9 274.6 3.0% 241.5 17.1% 283.4 0.2%)
Net Sales (INR Mn) 23,212 22,545 3.0% 18,781 23.6% 23,292 (0.3%)
Less:
Employees Remuneration & Benefits 16,312 15,787 3.3% 13,710 19.0% 16,492 (1.1%)
SG&A Expenses 3,156 2,595 21.6% 1,739 81.5% 2,562 23.2%
Total Operating Expenditure 19,468 18,382 5.9% 15,448 26.0% 19,055 2.2%
EBITDA 3,743 4,163 (10.1%) 3,333 12.3% 4,238 (11.7%)
EBIT 2,980 3,466 (14.0%) 2,688 10.9% 3,509 (15.1%)
Less: Depreciation 763 697 645 729
Less: Interest 126 148 (15.1%) 79 59.8% 69 82.7%
Add: Other income 216 88 145.2% 210 3.2% 186 16.2%
Extraordinary Income 0 0 0 0
Profit Before Tax 3,070 3,406 (9.8%) 2,819 8.9% 3,626 (15.3%)
Adjusted Profits 3,070 3,406 (9.8%) 2,819 8.9% 3,626
Less: Total Tax 783 891 703 943
PAT 2,288 2,515 (9.0%) 2,116 8.1% 2,683 (14.7%)
Adjusted PAT 2,288 2,515 2,116 2,683
Reported Diluted EPS (Rs.) 29.9 32.9 27.7 35.1
Adjusted Diluted EPS (Rs.) 29.9 32.9 27.7 35.1
No of Shares Diluted (mn) 76 76 76 76
. . Q1 Q4 Change Q1 Change Ql1 FY24 Deviation
AR ATE e FY24 FY23 in bps FY23 in bps estimates in bps
EBIT margin 12.8% 15.4% (254) 14.3% (147) 15.1% (223)
EBIDTA Margin 16.1% 18.5% (234) 17.7% (162) 18.2% (207)
NPM 9.9% 11.2% (130) 11.3% (141) 11.5% (166)
Adjusted NPM 9.9% 11.2% (130) 11.3% (141) 11.5% (166)
Effective Tax Rate % 25.5% 26.2% 66) 24.9% 57 26.0% 51)
. Q1 Q4 Change Q1 Change Q1 FY24 Deviation
(SR L E WIS FY24 FY23 in bps FY23 in bps estimates in bps
Employee Cost/Net Sales 70.3% 70.0% 25 73.0% (272) 70.8% (53)
SG&A/Net sales 13.6% 11.5% 209 9.3% 434 11.0% 260

Source: Dalal & Broacha Research, Company

Valuation & Outlook

Persistent Systems growth momentum continues, margins to improve further by 200-300 bps in the future.
With focus on Generative Ai, cloud new deal wins are encouraging despite the macro concerns in North
America. Attrition has come down to comfortable levels and improvement of fresher’s Utilizations should
improve going further. We expect the company to continue its strong execution rate coupled with healthy
momentum in deal wins over the next 2 years.

Persistent Systems is currently trading at 31.6x / 25.6x FY24e/FY25e EPS respectively. Taking the above
factors into consideration, we recommend a HOLD rating and our target multiple of 26x FY25e EPS to arrive
at TP of INR 4,864.
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Financials
Profit & Loss A/c

YE March (Rs. mn) FY 21 FY 22 FY 23 FY 24E FY 25E
Net Sales 41,879 57,107 83,506 96,647 1,12,360
Growth % 17.4% 36.4% 46.2% 15.7% 16.3%
Total Revenue 41,879 57,107 83,506 96,647 1,12,360
Employee Cost & Re| 30,722 42,567 60,122 67,184 77,235
Miscellaneous Expel 4,327 4,958 8,193 11,234 13,189
Total Operating E: 35,049 47,526 68,315 78,418 90,424
EBIDTA 6,830 9,582 15,191 18,228 21,936
Growth % 38.8% 40.3% 58.5% 20.0% 20.3%
Less: Depreciation 1,756 1,660 2,719 3,059 3,513
EBIT 5,075 7,922 12,472 15,170 18,423
Growth % 55.5% 56.1% 57.4% 21.6% 21.4%
Interest Paid 58 118 473 504 0
Non-operating Incon 1,078 1,440 706 901 899
Profit Before tax 6,094 9,243 12,409 15,567 19,322
Tax 1,588 2,339 3,198 3,969 5,024
Net Profit 4,507 6,904 9,211 11,598 14,298
Adjusted Profit 4,507 6,904 9,507 11,598 14,298
Reported Diluted

EPS Rs 59.0 90.3 120.5 151.8 187.1
Growth % 32.4% 53.2% 33.4% 25.9% 23.3%
Adjusted Diluted

EPS Rs 59.0 90.3 124.4 151.8 187.1
Growth % 32.4% 53.2% 37.7% 22.0% 23.3%

Free Cash Flow Analysis
FY 21 FY 22 FY23 FY 24E FY 25E
EBITDA 6,830 9,582 15,191 18,228 21,936
Add: Depreciatior 457 420 701 780 913
Working Capital C 485 -2,408 288 3,505 -3,091
Less: Inc in FC Inv 515 1,085 2,966 4,964 1,000
Taxes Paid 1,588 2,339 3,198 3,969 5,024
Total Free Cash FI 5,670 4,169 10,016 13,581 13,735
Balance Sheet (Consolidated)

YE March( Rs. mn) FY 21 FY 22 FY 23 FY 24E FY 25E
Liabilities

Equity Capital 764 764 764 764 764
Reserves & Surplus 27,192 32,918 38,887 46,750 56,444
Equity 27,957 33,682 39,651 47,514 57,208
Net Worth 27,957 33,682 39,651 47,514 57,208
Total Loans 760 6,004 6,587 10,504 10,504
Capital Employed 28,958 39,931 46,610 58,435 68,239
Assets

Gross Block 7,885 8,970 11,936 16,900 17,900
Less: Depreciation 5,483 6,052 7,076 10,135 13,648
Net Block 2,401 2,918 4,860 6,765 4,251
Investments 4,089 4,409 5,237 4,977 5,224
Intangible Assets 1,315 11,060 16,355 20,656 20,656
Current Assets

Sundry Debtors 5,709 9,484 15,705 13,239 15,392
Current Investments 6,375 4,347 1,880 11,598 13,483
Cash and Bank Balan 9,809 9,145 9,033 7,218 15,959

Total Current Asse 26,838 32,202 36,251 41,768 56,126
Less:Current Liabilities & Provisions

Sundry Creditors 2,733 5,823 7917 6,230 7,184
Total Current Liab 7,697 14,210 19,581 19,444 22,334
Capital Applied 28,958 39,931 46,610 58,435 68,239
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Key Ratios (Consolidated)

YE March (Rs. mn) FY 21 FY 22 FY 23 FY 24E FY 25E
Key Operating Ratios

EBITDA Margin (%) 16.3% 16.8% 18.2% 18.9% 19.5%
Tax / PBT (%) 26.1% 25.3% 25.8% 25.5% 26.0%
Net Profit Margin (%) 10.8% 12.1% 11.0% 12.0% 12.7%
RoE (%) 17.4% 22.4% 25.9% 26.6% 27.3%
RoCE (%) 14.1% 17.2% 21.4% 21.5% 21.5%
Current Ratio (x) 3.5x 2.3x 1.9x 2.1x 2.5x
Dividend Payout (%) 39.0% 39.4% 32.2% 32.2% 32.2%
Book Value Per Share 365.8 440.7 518.8 621.7 748.6

Growth Indicators %

Growth in Gross Bloc 7.0% 13.8% 33.1% 41.6% 5.9%
Sales Growth (%) 17.4% 36.4% 46.2% 15.7% 16.3%
EBITDA Growth (%) 38.8% 40.3% 58.5% 20.0% 20.3%
Net Profit Growth (%) 32.4% 53.2% 33.4% 25.9% 23.3%
Diluted EPS Growth ( 32.4% 53.2% 33.4% 25.9% 23.3%

Cash Flows (Consolidated)

YE March (Rs. Mn) FY 21 FY 22 FY23 FY 24E FY 25E
PAT 4,507 6,904 9,211 11,598 14,298
Add: Depreciation 1,756 1,660 2,719 3,059 3,513
Add: Interest Paid 58 118 473 504 0
Operating Profit b 5,242 7,243 11,994 14,260 16,913
(Inc)/Dec in Current -359 -8,057 -6,628 2,386 -3,732
Inc/(Dec) in Current 1,223 6,512 5,372 -137 2,890
Net Cash Generate 6,107 5,699 10,737 16,509 16,070
Cash Flow from Investing Activities

(Inc)/Dec in Fixed As -515 -1,085 -2,966 -4,964 -1,000
Add: Non Operating | 1,078 1,440 706 901 899
Cash Flow from Im 2,098 -10,746 -7,479 -10,526 951
Cash Flow from Financing Activities

Dividend Paid -1,529 -2,368 2,579 -3,248 -4,003
Net Cash Flow froi -1,472 2,860 -4,997 -278 -4,493
Net Inc/Dec in cas 6,733 2,187 -1,739 5,705 10,626
Opening Balance 4,572 9,809 9,145 9,033 7,218
Closing Cash Balar 11,305 7,622 7,406 14,738 17,844

Source: Dalal & Broacha Research, Company
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Disclaimer

Dalal & Broacha Stock Broking Pvt Ltd, hereinafter referred to as D&B (CINU67120MH1997PTC111186) was established
in 1997 and is an integrated financial services player offering an extensive range of financial solutions and services to a
wide spectrum of customers with varied needs ranging from equities to mutual funds to depository services.

D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited
(NSE). D&B along with its affiliates offers the most comprehensive avenues for investments and is engaged in the
securities businesses including stock broking (Institutional and retail), depository participant, portfolio management and
services rendered in connection with distribution of primary market issues and financial products like mutual funds, fixed
deposits. Details of associates are available on our website i.e. www.dalal-broacha.com

D&B is registered as Research Analyst with SEBI bearing registration Number INHO00001246 as per SEBI (Research
Analysts) Regulations, 2014.

D&B hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock
exchange with whom it is registered in any time in the past. It has not been debarred from doing business by any Stock
Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled by SEBI at any point of time.
SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice
letters or levied minor penalty on D&B for certain operational deviations in routine course of business.

D&B offers research services to clients as well as prospects. The analyst for this report certifies that all of the views
expressed in this report accurately reflect his or her personal views about the subject company or companies and its or
their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific
recommendations or views expressed in this report.

Other disclosures by D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014
with reference to the subject company(s) covered in this report-:

D&B or its associates may have financial interest in the subject company.
D&B or its associates do not have any material conflict of interest in the subject company.
The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the subject company.

D&B or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end
of the month immediately preceding the date of publication of Research Report.

Disclosures in respect of Research Analyst:

Whether Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities | No
of the subject company at the end of the month immediately preceding the date of publication of
Research Report:

Whether the Research Analyst or his/her relative’s financial interest in the subject company. No
Whether the research Analyst has served as officer, director or employee of the subject company No
Whether the Research Analyst has received any compensation from the subject company in the past | No
twelve months
Whether the Research Analyst has managed or co-managed public offering of securities for the subject | No
company in the past twelve months
Whether the Research Analyst has received any compensation for investment banking or merchant | No
banking or brokerage services from the subject company in the past twelve months
Whether the Research Analyst has received any compensation for products or services other than | No
investment banking or merchant banking or brokerage services from the subject company in the past
twelve months

Whether the Research Analyst has received any compensation or other benefits from the subject | No
company or third party in connection with the research report
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D&B and/or its affiliates may seek investment banking or other business from the company or companies that are the
subject of this material. Our salespeople, traders, and other professionals may provide oral or written market
commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein,
and our proprietary trading and investing businesses may make investment decisions that may be inconsistent with the
recommendations expressed herein.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to
real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important
information regarding our relationships with the company or companies that are the subject of this material is provided
herein. This report is not directed to, 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 or regulation or which would subject D&B or its group companies to any registration or
licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation
to any U.S. person for the purchase or sale of any financial instrument or as an official confirmation of any transaction to
any U.S. person. Unless otherwise stated, this message should not be construed as official confirmation of any
transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom. All
material presented in this report, unless specifically indicated otherwise, is under copyright to D&B. None of the material,
nor its content, nor any

copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express
written permission of D&B. All trademarks, service marks and logos used in this report are trademarks or registered
trademarks of D&B or its Group Companies. The information contained herein is not intended for publication or
distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or
copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read
“Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board
of India before investing in Indian Securities Market. In so far as this report includes current or historic information, it is
believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Address: - 508, Maker Chambers V, 221 Nariman Point, Mumbai 400 021.

Tel: 91-22- 2282 2992 | : equity.research@dalal-broacha.com
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