
 

 

Persistent Systems 
Quarter in line, Growth to pick‐up in H2FY12 

October 17, 2011 

Prabhudas Lilladher Pvt. Ltd. and/or its associates (the 'Firm') does and/or seeks to do business with companies covered in its research reports. As a result investors should be aware that 
the Firm may have a conflict of interest that could affect the objectivity of the report. Investors should consider this report as only a single factor in making their investment decision. 

Please refer to important disclosures and disclaimers at the end of the report 
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Rating BUY 

Price Rs323 

Target Price Rs440 

Implied Upside  36.2% 

Sensex  17,025 

(Prices as on October 17, 2011) 

Trading data 

Market Cap. (Rs bn) 12.8 

Shares o/s (m) 40.0 

3M Avg. Daily value (Rs m) 9.7 

 

Major shareholders 

Promot38.95%ers  38.89% 

Foreign 5.66% 6.49% 

Domestic Inst.26.45% 25.06% 

Public & O28.94%ther  29.56% 

 

Stock Performance 

(%)  1M  6M  12M 

Absolute 7.3 (20.8) (23.6) 

Relative 6.7 4.5 (9.1) (10.3) 

 

Price Performance (RIC: PERS.BO, BB: PSYS IN) 

 
Source: Bloomberg 
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Persistent Systems (Persistent) reported in line quarter. The company cited tough 
environment ahead; however, retains guidance for FY12. We believe that the asking 
rate in H2FY12 is too high to meet guidance. We revise our estimates downwards as 
we see project delays in FY12. We reiterate ‘BUY’ rating, with revised TP of Rs440 
(from Rs490), as we revise our multiples in line with discount to larger peers. 

 Q2FY12  quarter  in  line: Persistent’s Q2FY12 results were in line with our 
expectation, but touch below consensus. Revenue grew 6.4% QoQ to Rs2.38bn 
(PLe: Rs2.38bn Cons: Rs2.40bn) and 3.1% QoQ in USD terms to $51.5m (PLe: 
$52m). EBITDA margins expanded by 112bps to 19% (PLe: 17.6%, Cons: 17.5%) 
due to currency depreciation, despite a wage hike of 9%. EPS grew by 17.6% 
QoQ to Rs8.06 (PLe: Rs6.02, Cons: Rs6.75) due to forex gain. 

 Growth expectation  lowered  for FY12: The management cited caution on the 
current guidance of USD revenue of ~$220m (29% YoY growth), with flat PAT. 
We believe that Persistent would find it tough to meet targets despite a good 
deal pipeline. We lower our volume growth estimates by 400bps to 21% for 
FY12 and pricing by 200bps to 2%. We also revise our currency estimates for 
FY12 and FY13. Consequently, we revise our rupee revenue estimates by -0.5% 
and -2.9% and EPS estimates by 0.8% and -6.7% for FY12 and FY13, respectively. 

 Other  Highlights: 1) Entered partnership with Salesforce, Cisco and Dassault 
Systemes 2) Fresher additions in Q2: 632 (FY12g: 1k, FY13g: 1k) 3) Revenue from 
acquisition of Agilent Technologies at US$0.45m (expect to contribute US$2.5-
3m) 4) Rationalizing S&M cost by adding more technical guys in its sales team 
and using channel partners to save on cost 5) Hedge US$89.25m (@Rs47.4/$) 6) 
Delay in large project activities due to uncertainty and M&A activity of client. 

 Valuation  &  Recommendation: We remain optimistic about the volume 
momentum and realization improvement aiding cost absorption, from unutilized 
margin levers in H2FY12. We reiterate ‘BUY’ rating, with revised TP to Rs440, 
13x (from 14x) FY13e earnings estimates.  

  Key financials (Y/e MarchMarch)    2010 2011  2012E 2013E

Revenues (Rs m) 6,012 7,758 9,581 11,824

     Growth (%)  1.2 29.1  23.5 23.4

EBITDA (Rs m) 1,464 1,583 2,015 2,126

PAT (Rs m) 1,150 1,396 1,270 1,366

EPS (Rs) 28.8 34.9 31.7 34.2

     Growth (%)  59.6 21.3  (9.0) 7.6

Net DPS (Rs) 0.7 1.4 1.6 1.9

Source: Company Data; PL Research 

 
Profitability & Valuation    2010 2011  2012E 2013E

EBITDA margin (%)  24.3 20.4  21.0 18.0

RoE (%)  22.2 19.7  15.2 14.2

RoCE (%)  22.2 19.7  15.2 14.2

EV / sales (x) 1.8 1.3 1.0 0.7

EV / EBITDA (x) 7.5 6.4 4.5 3.8

PE (x) 11.2 9.3 10.2 9.5

P / BV (x) 2.0 1.7 1.4 1.3

Net dividend yield (%)  0.2 0.4  0.5 0.6

Source: Company Data; PL Research 
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Exhibit 1: Currency depreciation yields positive surprise (Rs m) 

Y/e March  Q2FY12  Q1FY12  QoQ Q4FY11 YoY Cons  PLe Var (Act. Vs Est.)

Sales ($ m)  51.5  50.0 3.1%  40.5 27.2% 52.0 ‐0.9%

Period Average Rate  46.22  44.76 3.3%  46.16 0.1%  45.80 

Sales  2,381.7  2,238 6.4%  1,870 27.4%  2,400 2,381.6 0.0%

  

EBITDA  453.5  401.1 13.1%  430.3 5.4%  419 419.2 8.2%

EBITDA Margin  19.0%  17.9%  112 bps 23.0% ‐397 bps 17.5%  17.6% 144 bps

  

PBT   451.2  400.3 12.7%  389.0 16.0%  369.3 345.8 30.5%

Tax  127.0 124.7 1.9% 30.7 313.4%  104.2 103.7 22.5%

  Tax Rate  28.2%  31.1%  ‐298 bps 7.9% 2026 bps 28.2%  30.0% ‐184 bps

  

PAT  324  276 17.6%  358 ‐9.5%  265 242 33.9%

EPS (Rs)  8.06 6.86 17.6% 8.91 ‐9.5% 6.75 6.02 33.9%

Source: Company Data, Bloomberg, PL Research 

Exhibit 2: Downward revision of FY12 and FY13 estimates 

   
New  Old  Revised 

FY12 FY13 FY12  FY13  FY12 FY13

Volume 21.0% 24.0% 25.0% 24.0% -400 bps 0 bps

Realization 2.0% 2.0% 4.0% 2.0% -200 bps 0 bps

Revenue (US$ m) 210.1 265.7 221.3 279.9 -5.1% -5.1%

Revenue (Rs m)     9,580.6   11,823.7    9,626.6  12,175.7 -0.5% -2.9%

EBTIDA Margin 21.0% 18.0% 20.8% 18.6% 24 bps -66 bps

EPS 31.59 33.99 31.35 36.42 0.8% -6.7%

Multiple 13.0x 14.0x -7.1% 

Target Price  440  490  ‐10.2% 

Source: PL Research 

Exhibit 3: Europe and APAC contributed to growth, America disappoints 

By Geography ($m)  Q2FY12 Q1FY12  QoQ  Q4FY11 YoY

America  42.3  41.4 2.1%   34.6 22.0%

Europe  4.0  3.7 8.9%   2.4 65.8%

APAC  5.2  4.9 6.8%   3.4 52.0%

  

% of Total 

America 82.0% 82.8% ‐78 bps  85.5% ‐348 bps

Europe 7.8% 7.4% 42 bps  6.0% 182 bps

APAC 10.2% 9.8% 36 bps  8.5% 166 bps

Source: Company Data, PL Research 
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Exhibit 4: Strong growth in Life Sciences vertical  

By Vertical Offering ($ m)  Q2FY12 Q1FY12  QoQ  Q4FY11 YoY

Telecom  11.3  11.1 2.1%   8.1 39.9%

Infrastructure and Systems  34.7  34.0 2.3%   28.1 23.5%

Life Sciences & Healthcare  5.5  5.0 10.3%   4.3 27.2%

  

% of Total 

Telecom 22.0% 22.2% ‐20 bps  20.0% 200 bps

Infrastructure and Systems 67.4% 67.9% ‐50 bps  69.4% ‐200 bps

Life Sciences & Healthcare 10.6% 9.9% 70 bps  10.6% 0 bps

Source: Company Data, PL Research 

Exhibit 5: Oscillating revenues expected between FPP and T&E 

By Project Type ($ m)  Q2FY12 Q1FY12  QoQ  Q4FY11 YoY

T&E  41.4  39.9 3.8%   32.9 26.1%

FPP  6.2  7.1 ‐12.3%   4.3 42.3%

IP Driven  3.9  3.1 28.4%   3.3 18.8%

  

% of Total 

T&E 80.4% 79.8% 60 bps  81.1% ‐73 bps

FPP 12.0% 14.1% ‐210 bps  10.7% 127 bps

IP Driven 7.6% 6.1% 150 bps  8.1% ‐54 bps

Source: Company Data, PL Research 

Exhibit 6: Onsite pricing dips due to Offshore movement of large project 

Delivery Split  Q2FY12 Q1FY12  QoQ  Q4FY11 YoY

Onsite  11.2  11.3 ‐0.9%   8.2 36.9%

Offshore  40.3  38.7 4.2%   32.3 24.7%

  

Fee Revenue 

Onsite 21.7% 22.6% ‐86 bps  20.2% 154 bps

Offshore 78.3% 77.4% 86 bps  79.8% ‐154 bps

  

Pricing (USD/ person month)

Onsite  12,665  13,033 ‐2.8%   12,516 1.2%

Offshore  3,771  3,770 0.0%   3,595 4.9%

Source: Company Data, PL Research 
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Exhibit 7: Employee addition in line with volume growth 

Manpower details  Q2FY12 Q1FY12  QoQ  Q4FY11 YoY

Billable Person Months (Onsite)  885  867 2.0%   654 35.3%

Billable Person Months (Offshore)  10,694  10,265 4.2%   8,992 18.9%

Billable Person Months  11,579  11,132 4.0%   9,646 20.0%

  

Sales & Business Development  113 119 ‐5.0%  87 29.9%

Support  318 323 ‐1.5%  287 10.8%

Technical  6,469  6,178 4.7%   4,907 31.8%

Total   6,900   6,620  4.2%   5,281  30.7%

Utilization  73.8% 72.7%  110 bps  71.7% 210 bps

Attrition (LTM)  17.7% 18.4%  ‐70 bps  18.6% ‐90 bps

Source: Company Data, PL Research 

 

Exhibit 8: Strong growth across top 10 clients’ bucket 

Client Details  Q2FY12 Q1FY12  QoQ  Q4FY11 YoY

Large > $ 3m  10  9 11.1%   9 11.1%

Medium > $ 1m, < $ 3m  32  32 0.0%   21 52.4%

Small up to $ 1m  211  198 6.6%   171 23.4%

Total   253   239  5.9%   201  25.9%

  

Top Client  8.2  7.6 9.2%   6.6 24.9%

Top 5 Clients  19.9  18.8 5.8%   15.4 29.2%

Top 10 Clients  25.5  24.1 5.6%   19.8 28.2%

Non Top 10 Clients  26.1  25.9 0.7%   20.7 26.2%

  

% of Total 

Top Client 16.0% 15.1% 90 bps  16.3% ‐30 bps

Top 5 Clients 38.6% 37.6% 100 bps  38.0% 60 bps

Top 10 Clients 49.4% 48.2% 120 bps  49.0% 40 bps

Non Top 10 Clients 50.6% 51.8% ‐120 bps  51.0% ‐40 bps

  

Revenue from repeat business  3.7  1.5 147.3%   2.2 69.6%

Non-repeat business  47.8  48.5 ‐1.4%   38.3 24.8%

  

% of Total 

New Business 7.2% 3.0% 420 bps  5.4% 180 bps

Repeat Business 92.8% 97.0% ‐420 bps  94.6% ‐180 bps

Source: Company Data, PL Research 
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Income Statement (Rs m)           
Y/eMarch March   2010  2011  2012E 2013E
Net Revenue  6,012  7,758  9,581 11,824

Raw Material Expenses — — — —

Gross Profit 6,012 7,758 9,581 11,824

Employee Cost 3,687 5,327 6,346 8,211

Other Expenses 860 849 1,219 1,487

EBITDA  1,464  1,583  2,015 2,126

Depr. & Amortization 335 424 529 602

Net Interest — — — —

Other Income 112 344 354 428

Profit before Tax  1,241  1,504  1,840 1,952

Total Tax 91 108 570 586

Profit after Tax  1,150  1,396  1,270 1,366

Ex-Od items / Min. Int. — — — —

Adj. PAT  1,150  1,396  1,270 1,366

Avg. Shares O/S (m)  40.0  40.0  40.0 40.0

EPS (Rs.)  28.8  34.9  31.7 34.2
 

Cash Flow Abstract (Rs m)    
Y/e March     2010  2011  2012E 2013E
C/F from Operations 1,611 1,597 1,634 —

C/F from Investing (1,142) (582) (647) —

C/F from Financing 1,264 (57) (64) —

Inc. / Dec. in Cash 1,733 959 923 —

Opening Cash 167 1,900 2,859 —

Closing Cash 1,900 2,859 3,782 —

FCFF 1,217 635 1,012 1,140

FCFE 1,217 635 1,012 1,140

 
 
 

Key Financial MetricMarchs 
Y/e March             2010  2011  2012E 2013E
Growth     
Revenue (%) 1.2 29.1 23.5 23.4

EBITDA (%) 60.2 8.2 27.3 5.5

PAT (%) 78.0 21.3 (9.0) 7.6

EPS (%) 59.6 21.3 (9.0) 7.6

Profitability     
EBITDA Margin (%) 24.3 20.4 21.0 18.0

PAT Margin (%) 19.1 18.0 13.3 11.6

RoCE (%) 22.2 19.7 15.2 14.2

RoE (%) 22.2 19.7 15.2 14.2

Balance Sheet     
Net Debt : Equity (0.3) (0.4) (0.4) (0.5)

Net Wrkng Cap. (days) — — — —

Valuation     
PER (x) 11.2 9.3 10.2 9.5

P / B (x) 2.0 1.7 1.4 1.3

EV / EBITDA (x) 7.5 6.4 4.5 3.8

EV / Sales (x) 1.8 1.3 1.0 0.7

Earnings Quality     
Eff. Tax Rate 7.3 7.2 31.0 30.0

Other Inc / PBT 9.1 22.9 19.2 21.9

Eff. Depr. Rate (%) 9.0 9.9 10.7 10.7
FCFE / PAT 105.8 45.5 79.7 83.5
Source: Company Data, PL Research. 

 
  

Balance Sheet Abstract (Rs m)   
Y/e March      2010  2011  2012E 2013E
Shareholder's Funds 6,435 7,756 8,962 10,253

Total Debt — — — —

Other Liabilities — — — —

Total Liabilities  6,435  7,756  8,962 10,253

Net Fixed Assets 2,318 2,106 2,248 2,351

Goodwill — — — —

Investments 1,562 1,562 1,562 1,562

Net Current Assets 2,548 4,091 5,155 6,343

     Cash & Equivalents  1,918  2,859  3,782 4,823

     Other Current Assets  2,341  3,039  3,525 4,104

     Current Liabilities  1,710  1,807  2,152 2,583

Other Assets 7 7 7 7

Total Assets  6,435  7,765  8,971 10,262

 
 
 
 

Quarterly Financials (Rs m)    March 
Y/e March      Q3FY11  Q4FY11  Q1FY12 Q2FY12
Net Revenue  1,949  2,128  2,238 2,382

EBITDA  428  381  401 454

% of revenue  21.9  17.9  17.9 19.0

Depr. & Amortization 106 119 126 140

Net Interest — — — —

Other Income 73 87 126 137

Profit before Tax  395  348  400 451

Total Tax 32 17 125 127

Profit after Tax  362  331  276 324

Adj. PAT  362  331  276 324
 

Key Operating Metrics 
Y/eMarch March       2010  2011 2012E 2013E
Volume (persons month) 31,145 31,145 37,685 46,729

Realization (US$ / Hr) 2,937 3,207 3,271 3,337

Currency (USDINR) 47.2 45.6 45.6 44.5

SW Devp. Cost (% of sales) 61.3 68.7 66.2 69.4

SG&A (% of sales) 14.3 10.9 12.7 12.6

Revenue (US$ m) 127.3 170.2 210.1 265.7

EBITDAM Expansion/(Erosion) (bps) 588.6 (0.1) 23.8 (1.0)

Tax Rate (%) 7.3 7.2 31.0 30.0
Source: Company Data, PL Research. 
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PL’s Recommendation Nomenclature     

BUY   :  Over 15% Outperformance to Sensex over 12-months Accumulate  : Outperformance to Sensex over 12-months 

Reduce  : Underperformance to Sensex over 12-months Sell  : Over 15% underperformance to Sensex over 12-months 

Trading Buy  : Over 10% absolute upside in 1-month Trading Sell  : Over 10% absolute decline in 1-month 

Not Rated (NR)  : No specific call on the stock Under Review (UR)  : Rating likely to change shortly 

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient only as 

information and is not for circulation.  This document is not to be reported or copied or made available to others without prior permission of PL. It should not be 

considered or taken as an offer to sell or a solicitation to buy or sell any security. 

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy 

or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of whatsoever nature for the information, 

statements and opinion given, made available or expressed herein or for any omission therein. 

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The 

suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an 

independent expert/advisor. 

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or 

engage in transactions of securities of companies referred to in this report and they may have used the research material prior to publication. 

We may from time to time solicit or perform investment banking or other services for any company mentioned in this document. 

For Clients / Recipients in United States of America: 

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. ("PLI"). This material is for informational 

purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information provided herein unless agreed to by 

all of the parties. Additionally, you are prohibited from using the information for any reason or purpose outside its intended use. Any questions should be directed to 

Gerard Visci at DAP at 212.850.8888. 

 

 


