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Targeting USD 5bn revenue by FY31

Persistent System’s (PSYS IN) Q3 performance was strong on both revenue and margin.
Revenue growth was aided by broad-based growth across verticals, and margin
performance was helped by rationalization of costs and improved utilization. Deal wins
improved and may help keep revenue growth momentum strong, going forward. PSYS
maintained revenue guidance of USD 2bn by FY27 — It went one step ahead and is now
targeting USD 5bn revenues by FY31l. Growth levers for USD 5bn revenues are further
mining of top-100 accounts, special focus on sub-verticals in three main verticals and
continued partnership with hyperscalers to jointly develop Al solutions. PSYS also
maintained that 200-300bps margin expansion is possible in the next 2-3 years. We do
not see any risk to the USD 2 bn revenue, considering consistent strong performance in
both revenue and margin. So, we raise TP to INR 6,090 (from INR 5,880), based on 40x
FY27E EPS of INR 152. We recommend Accumulate.

Broad-based growth across verticals and geographies: PSYS reported strong growth of
4.6% QoQ in CC and 4.3% in USD, in Q3. In INR terms, growth was 5.7% QoQ and 22.6%
YoY. Q3 growth was led by North America and Europe, as revenue from these markets
rose 3.2% and 8.2% sequentially. RoW market recovered after weak growth in Q2 (up by
9.1% QoQ in Q3). Vertical-wise, BFSI and Healthcare aided growth, up by 4.9% and 4.3%
QoQ respectively. TCV came in at USD 594.1mn, up 12% QoQ. LTM attrition was up 60bps
QoQ to 12.6%. PSYS reported a net addition of 705 employees in Q3, taking its employee
strength to 23.9K.

Margin improved, led by operating leverage: Q3 EBIT margin was up by 90bps to 14.9%.
Headwinds for the quarter were furlough impact (-60bps), and lower earnout reversal
(-100bps) - the absolute amount was INR 150mn. Tailwinds were improved utilization
as also reduction in subcon cost (together +140bps), and depreciation in Rupee (+50bps).
Additional tailwinds were 40bps and 20bps (pertained to lower ESOP costs). The
management maintained that it is aiming for 200-300bps EBIT margin improvement
in the next 2-3 years. Tailwinds are: i) pricing in terms of COLA adjustments ii) right-
shoring of contracts and iii) rationalization of SG&A and sub con costs.

Recommend Accumulate with TP raised to INR 6,090: PSYS continues to impress with
strong broad-based growth. We expect strong growth momentum to continue, barring
quarterly fluctuations. We are now building in ~19% USD revenue and 20% INR revenue
CAGR in FY24-27E, taking the total revenue to USD 2bn in FY27E (similar to guidance).
We believe that rationalization of costs with strong revenue growth may help operating
leverage. We build in 27% EBIT CAGR over the same period, factoring in ~17%% EBIT
margin in FY27E. With strong revenue and earnings in FY24-27E , probably the best in
the industry, PSYS should command a premium multiple, in our view.

PSYS is trading at 48x/37x FY26E/27E earnings. We recommend Accumulate with TP
raised to INR 6,090 (from INR 5,880, led by strong 9MFY25 performance in revenue and
margins ), based on 40x FY27E EPS of INR 147. Key downside risks are lower-than-
expected revenue growth and margin expansion not panning out as per expectations.

Key Financials

YE March FY23 FY24 FY25E FY26E FY27E
Revenue (INR mn) 83,506 98,216 118,808 142,355 169,761
YoY (%) 46.2 17.6 21.0 19.8 19.3
EBITDA (INR mn) 15,192 17,243 20,501 25,547 32,123
EBITDA margin (%) 18.2 17.6 17.3 17.9 18.9
Adj PAT (INR mn) 9,211 10,935 13,974 17,842 23,450
YoY (%) 33 19 28 28 31
Fully DEPS (INR) 61.9 72.4 90.7 118.2 152.2
RoE (%) 23.2 22.1 23.3 24.3 25.8
RoCE (%) 24.1 25.1 29.3 36.6 46.6
P/E (x) 91.9 78.5 62.7 48.1 37.3
EV/EBITDA (x) 29.0 25.2 20.8 16.2 12.4

Note: Pricing as on 22 January 2025; Source: Company, Elara Securities Estimate
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Rating: Accumulate
Target Price: INR 6,090
Upside: 7%
CMP: INR 5,683
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Key data
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Avg daily volume 3M (INR mn/USD mn) 2,765/32
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Financials (YE March)

Income Statement (INR mn) FY23 FY24 FY25E FY26E FY27E
Net Revenues 83,506 98,216 118,808 142,355 169,761
EBITDA 15,192 17,243 20,501 25,547 32,123
Less :- Depreciation & Amortization 2,719 3,094 3,088 3,076 3,076
EBIT 12,473 14,149 17,413 22,471 29,047
Add:- Non operating Income 366 728 651 853 1,407
PBT 12,409 14,476 18,308 23,323 30,454
Less :- Taxes 3,198 3,541 4,334 5,481 7,004
Adjusted PAT 9,211 10,935 13,974 17,842 23,450
Reported PAT 9,211 10,935 13,974 17,842 23,450
Balance Sheet (INR mn) FY23 FY24 FY25E FY26E FY26E
Share Capital 764 770 770 770 770
Reserves 38,887 48,807 59,287 72,669 90,256
Borrowings 6,539 2,073 2,073 2,073 2,073
Total Liabilities 46,192 51,653 62,134 75,515 93,103
Gross Block 23,306 19,236 21,236 23,236 25,236
Less:- Accumulated Depreciation 7,076 7,934 11,022 14,098 17,173
Net Block 16,230 11,302 10,215 9,139 8,063
Investments 11,830 13,808 13,808 13,808 13,808
Cash & cash equivalents 4,673 6,628 14,913 27,348 43,658
Net Working Capital 4,985 6,921 10,204 12,226 14,580
Other Assets 8,474 12,995 12,995 12,995 12,995
Total Assets 46,192 51,653 62,134 75,515 93,103
Cash Flow Statement (INR mn) FY23 FY24E FY25E FY26E FY26E
Cash profit adjusted for non-cash items 11,684 14,061 16,167 20,066 25,119
Add/Less : Working Capital Changes (4,377) (2,052) (3,283) (2,022) (2,354)
Operating Cash Flow 9,556 12,213 12,883 18,043 22,765
Less:- Capex (4,321) (2,791) (2,000) (2,000) (2,000)
Free Cash Flow to Firm 5,235 9,423 10,883 16,043 20,765
Financing Cash Flow (4,039) (5,937) (3,493) (4,461) (5,862)
Investing Cash Flow (4,213) (4,695) (1,105) (1,147) (593)
Net change in Cash 1,690 1,955 8,285 12,435 16,309
Ratio Analysis FY23 FY24E FY25E FY26E FY26E
Income Statement Ratios (%)

Revenue Growth 35.3 14.5 18.8 18.9 19.3
EBITDA Growth 58.5 13.5 18.9 24.6 25.7
PAT Growth 33.4 18.7 27.8 27.7 31.4
EBITDA Margin 18.2 17.6 17.3 17.9 18.9
Net Margin 11.0 11.1 11.8 12.5 13.8
Return & Liquidity Ratios

Net Debt/Equity (x) 0.0 (0.2) (0.2) (0.3) (0.5)
ROE (%) 23.2 221 23.3 24.3 25.8
ROCE (%) 24.1 25.1 29.3 36.6 46.6
Per Share data & Valuation Ratios

Diluted EPS (INR/Share) 61.9 72.4 90.7 118.2 152.2
EPS Growth (%) (31.5) 17.1 25.2 30.3 28.8
Book Value 266.3 328.4 389.9 486.5 590.9
DPS (INR/Share) 15.9 18.1 22.7 29.5 38.1
P/E Ratio (x) 91.9 78.5 62.7 48.1 37.3
EV/EBITDA (x) 29.0 25.2 20.8 16.2 12.4
Price/Book (x) 21.3 17.3 14.6 11.7 9.6
Dividend Yield (%) 0.3 0.3 0.4 0.5 0.7

Note: Pricing as on 22 January 2025; Source: Company, Elara Securities Estimate
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Quarterly financials

(INR mn) Q3FY25 Q3FY24 YoY (%) Q2FY25 QoQ (%) Q3FY25E  Variance (%)
Revenue (USD mn) 360.2 300.6 19.8 345.5 4.3 356 1.2
Revenue (INR mn) 30,623 24,982 22.6 28,972 5.7 30,071 1.8
Operating expenditure 25,245 20,564 22.8 24,164 4.5 24,898 1.4
Cost of revenues 20,000 16,539 20.9 19,294 3.7 19,997 0.0
SG&A expenses 5,244 4,025 30.3 4,870 7.7 4,902 7.0
EBITDA 5,378 4,418 21.7 4,807 11.9 5,172 4.0
Depreciation 821 787 4.3 745 10.2 809 1.5
EBIT 4,557 3,631 25.5 4,062 12.2 4,363 4.5
Other income 263 262 283 229 14.6
PBT 4,820 3,893 23.8 4,345 10.9 4,592 5.0
Total tax 1,091 1,032 5.7 1,095 (0.4) 1,171 (6.9)
Adjusted PAT 3,730 2,861 30.3 3,250 14.8 3,421 9.0
Reported EPS 24.2 18.6 30.3 211 14.8 22.2 9.0

Source: Company, Elara Securities Estimate

Conference call highlights
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Revenue target at USD 5bn by FY31: The top management as well as 300 global leaders from
PSYS met for annual planning in Pune in Q3. The company reiterated its near-term target to
reach USD 2bn revenues in FY27. PSYS is also finalizing its next roadmap to reach USD 5bn
revenues by FY31. As per PSYS, building blocks to reach USD 5bn revenue are: i) continuation of
strategy called T100 (further mining of focus 100 clients). PSYS generates 80% of its revenue from
these clients, ii) further focus on its three verticals (focus on 12-15 sub verticals therein), iii)
deepening relationship with hyperscalers to jointly develop industry-specific Al solutions iv)
strengthening channel partner’s network, including private equity for identifying and chasing
deals.

Target mostly organic: The journey towards USD 5bn revenue target will mostly be via the
organic route. PSYS may seek some acquisitions in Europe, where the current revenue mix is 7-
8%. It is planning to take it to ~15% in the next 2-3 years’ timeframe. Per PSYS, historically, it has
never acquired any company for revenue purposes — ARKAA was acquired to strengthen data
privacy capability and Starfish to get contract management capability. Prior acquisitions were to
fill capability gaps or enhance TAM.

Margin improvement levers: PSYS has maintained its margin improvement target of 200-250bps
in the next 2-3 years. Its utilization is higher than the comfortable range of 83-85%. So, utilization
may not be an immediate lever for margin expansion. PSYS's SG&A expenses are higher than
peers and there is scope to rationalize it further. Also, there is an opportunity in cost of living
adjustments (COLA) in contract prices. PSYS has been jointly developing IP for some of its Al
products and can command premium pricing (being leveraged for many years now).

Macros improving: Per PSYS, macros are improving. It has been performing consistently post
Covid, capturing cost optimization opportunities (especially, when the environment was tough)
and revenue enhancement opportunities (when the market has improved). PSYS collaborated
closely with its top-100 accounts, thus leveraging growth even during tough times.
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Persistent Systems

INR revenue trend

Exhibit 2

Consistent USD revenue growth
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Europe - Market trend

Exhibit 6

- Market trend

Asia Pacific
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Hi-tech growth seen an uptick

Exhibit 8
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Exhibit 9: Employee cost trend

Exhibit 10: LTM attrition has picked up
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Exhibit 11: SG&A cost trend
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Exhibit 13: Employee base
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Exhibit 12: Margin continue to improve
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Exhibit 14: Net add after decline in H1
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Exhibit 15: Valuation summary
(INR)
Current trailing 12 months (TTM) EPS 86
Current market price (CMP) 5685
Target EPS 152
Target EPS period FY27E
Target multiple (x) 40
Target price (per share) 6090
Upside (%) 7
Note: Pricing as on 22 January 2025; Source: Elara Securities Estimate
Exhibit 16: Change in estimates
(INR mn) Earlier Revised % Change

FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Revenue in USD 1,407 1,650 1,931 1,409 1,675 1,997 0.1 15 3.4
Revenue in INR 117,916 138,629 162,177 118,808 142,355 169,761 0.8 2.7 4.7
EBIT 17,490 22,085 27,680 17,413 22,471 29,047 (0.4) 1.7 4.9
EBIT margin (%) 14.8 15.9 17.1 14.7 15.8 17.1
PAT 13,849 17,594 22,658 13,974 17,842 23,450 0.9 1.4 3.5
EPS (INR) 89.9 116.6 147.1 90.7 118.2 152.2 0.9 14 3.5
TP (INR) 5,880 6,090 ] 3.5
Source: Elara Securities Estimate
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Guide to Research Rating
BUY Absolute Return >+20%

ACCUMULATE  Absolute Return +5% to +20%

REDUCE Absolute Return -5% to +5%

SELL Absolute Return < -5%
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note is to provide preliminary information on the
business activities of the company and the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this document should be construed as an advice to buy
or sell or solicitation to buy or sell the securities of companies referred to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and risks of such an
investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy to provide any
information in response to specific client queries. Elara Securities (India) Private Limited or any of its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability
for any errors and/or omissions, representations or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private
Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in or deal as principal or agent in or for the securities mentioned in this
document. They may perform or seek to perform investment banking or other services for or solicit investment banking or other business from any company referred to in this Note. Each of these entities functions
as a separate, distinct and independent of each other. This Note is strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This Note 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 Elara Securities (India)
Private Limited or any of its affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose
possession this document comes, should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or the Advisors
without retaining any copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This
Information is subject to change without any prior notice. Elara Securities (India) Private Limited or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required
from time to time. However, Elara Securities (India) Private Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection
with the use of the information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an indication that there has been no change in the business or state of affairs
of the company since the date of publication of this Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest
in the securities or derivatives of any companies that the analysts cover. 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.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private Limited. It is important to note that any dispute with
respect to this research report, would not have access to stock exchange investor redressal forum or arbitration mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India Limited [NSE], in the Capital Market Segment of
BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in last five years. However, during the routine course
of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities
(India) Private Limited has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are registered or proposed to be registered.
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