Company Update | Pakistan Research

Muhammad Salman Anwar
salman.anwar@akseerresearch.com

27" August, 2024

Alpha akseer

/ Capital Juu™|| =

REN # REP - 004

a

REN #REP - 400 R

SYS: 2QCY24 EPS to clock in at PKR 6.5, up 34% YoY

Systems Limited

PSX: SYS | Bloomberg: SYS PA | Reuters: SYSE.PSX

= Dec-24 PT of PKR 501/share, with a potential upside of 18.4%: We maintain
a ‘BUY’ rating on Systems Limited, with a blended price target (PT) of PKR 501.
The stock offers an upside potential of 18.4% with a dividend yield of 1.2%,
translating into a total return of 19.6%. SYS is expected to benefit from strategic
partnerships and the growing demand in the Middle East and APAC regions,
partly due to the demand spurt from UAE’s 2031 and KSA’s 2030 Vision. In
addition, initiation of the rate cut cycle by Fed in Sep-2024, will also serve as a
trigger for stimulating topline growth in North America.

= 2QCY24 EPS expected at PKR 6.53: We expect SYS to post in 2Q24 EPS of
PKR 6.53, up 34.2% YoY, driven by a stable increase in North America (5% YoY)
and continued growth in the Middle East and APAC (15% and 45% YoY,
respectively). Local revenues are expected to experience muted growth as the
company is undergoing a transitional period due to a shift in focus from
government and small private clients towards private sector enterprise clients.

= Margins to gradually recover from next year: Reduction of PKR cost
exposure from 80% in CY21 to 60% in CY23 to attract foreign talent and
achieve scale in the overseas markets combined with a sharp increase in wage
inflation has translated into a decline in gross margins from the 2018-23
average of 30% to 23% in 1QCY24. The high base induced downward
adjustment to the inflation trajectory would provide support to the gross
margins post 2024.

Summary CY21A CY22A CY23A CY24F CY25F CY26F
EPS 16.21 23.6 29.9 285 39.5 54.3
EPS YoY -8.9% 45.7% 26.4% -4.6% 38.7% 37.5%
DPS 35 5.0 5.0 5.7 7.9 10.9
BVPS 125 16.3 222 235 21.0 19.2
PER 36.1 22.8 15.8 17.6 12.7 9.2
Div. Yield 0.4% 0.5% 1.1% 1.2% 1.6% 2.2%
P/B 30.0 28.6 19.8 213 239 26.0
ROE 43.7% 37.9% 31.4% 23.3% 26.4% 29.0%

Source: Company Accounts, Akseer Research

Key Data
PSX Ticker PSX
Target Price (PKR) 501
Current Price (PKR) 423
Upside/(Downside) (%) +18.4%
Dividend Yield (%) 1.2%
Total Return (%) 19.6%
12-month High (PKR) 468
12-month Low (PKR) 371
Outstanding Shares (mn) 291
Market Cap (PKR mn) 123,129
Source: PSX, Akseer Research
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Dec-24 PT of PKR 501/share, with a potential upside of 18.4%

Our Dec-24 PT of PKR 501/share for SYS offers a 18.4% upside from the current price and a
total return of 19.6%, including a 1.2% dividend yield. We have valued SYS using a blended
valuation approach, incorporating equal weightage of 50% to both the FCFF-DCF valuation
and the P/E multiple-based valuation. Our DCF valuation yields a PT of PKR 498.9/share, based
on a risk-free rate of 15.0%, a market risk premium of 6.0%, and a beta of 1.1, resulting in a
cost of equity of 20.6%.

For relative valuation, we determined a PT of PKR 502.2/share by applying a premium of 3.5x
over the KSE-100's P/E. This premium was calculated by assigning equal weightages to the
average IT sector premium of 8 regional countries relative to their market indices and SYS's
premium over the market.

2QCY24 EPS expected at PKR 6.53

We expect SYS to report a 2QCY24 EPS of PKR 6.53, reflecting a 34.2% YoY increase, bringing
the THCY24 EPS to PKR 11.9 and representing a 41.3% YoY decline primarily due to the
absence of exchange gain. To note the company recorded a hefty exchange gain of PKR 2.4bn
in TQCY23. Revenue from the Middle East is expected to increase by 15.0% YoY, driven by the
persistent demand for digital banking in the region, as exhibited by the recent agreements
with Oman Housing Bank and to operate CMD (Temenos) within APAC (banking software -
product of subsidiary NDC Tech). We project revenue from North America to grow modestly
by 5.0% YoY, consistent with the growth recorded in 1QCY24.

Financial Estimates

(PKR ‘Mn) 2QFY23 2QFY24 YoY 1HFY23 1HFY24 YoY
Sales 12,490 15,979 28% 23,189 31,173 34%
Cost of Sales 9,022 12,183 35% 16,931 23,874 41%
Gross Profit 3,468 3,795 9% 6,259 7,299 17%
Admin expenses 1,059 1,165 10% 1,844 2,273 23%
Distribution expenses 489 455 -7% 835 888 6%
Impairment losses 270 87 -68% 221 66 -70%
Other expenses - - - - - -
EBIT 1,651 2,089 26% 3,359 4,073 21%
Other income 286 115 -60% 2,838 59 -98%
Finance cost 251 142 -44% 408 290 -29%
Share from associate -113 -8 93% -223 -28 87%
Profit before tax 1,573 2,054 31% 5,566 3,814 -31%
EPS 4.9 6.5 34% 18.2 11.9 -35%

Source: Company Accounts, Akseer Research
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Middle East growth plan pinned to KSA's V-2030 and UAE's V-2031
Middle East emerged as the largest contributor to revenue from a geographic
standpoint in CY23. The region contributed 55% to the company's revenues and
reflected a considerable 3Y CAGR of 123%. The current positioning allows SYS to
align itself with the upcoming growth spurt under KSA’s Vision 2030 and UAE's
Vision 2031. In particular, the introduction of ‘Financial Infrastructure
Transformation (FIT)’ program to enhance the financial services sector and
promotion of digital transactions in the UAE and ‘Financial Sector Development
Program’ in Saudi Arabia aiming to achieve a similar objective will provide the
company an opportunity to closely align itself in realizing the set objectives under
the respective sovereign transformation plans. We expect, the strategic alliance
with Temenos to act as a fulcrum in this regard and supplement the growth from
Middle East. BFSI represented 29% of the topline and is expected to help Middle
East maintain leadership position in terms of topline contributor for SYS.

Margins to gradually recover from next year

SYS reduced its proportion of Pakistan-based workforce to 86% in CY23, down
from 93% in CY21, resulting in lower PKR-denominated costs. Pakistan based cost
has decreased from 80% in CY21 to 60% in CY23. This shift, combined with the
considerable increase in domestic inflation drove up the salary expenses,
pressuring margins to 23% in 1QCY24 from the historical 5Y average of ~30%. We
expect margins to remain under pressure for the remainder of the year, projecting
an average gross margin of 24.2% for the rest of 2024. However, with local inflation
easing from a peak of 38.0% in May 2023 to 11.1% recently, we expect margins to
gradually improve beyond CY24 as inflation levels adjust downwards. Our
estimates are based on PKR devaluation of 6.5% (annual) post 2024 which should
support SYS's gross margins as 95% of its revenue are dollar-denominated.

Company Description

Systems Limited is a public limited company incorporated in Pakistan under the
Companies Act, 2017. The company is principally engaged in the business of
software development, trading of software and business process outsourcing
services. SYS operates in 5 regions, including North America, the Middle East &
Africa, Europe, APAC, and Pakistan.
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Income Statement

(PKR mn) FY22 FY23 FY24E FY25F FY26F FY27F
Net sales 31,760 53,435 66,908 80,528 97,269 117,841
Cost of sales o314 | 39779 -50,894 -60,356 71,721 -85,872
Gross profit 8,636 13,657 16,014 20,172 25,548 31,970
Opex -3,273 -5,924 -7,072 -8,616 -9,755 -11,814
Operating profit 5,363 7,733 8,942 11,556 15,793 20,156
Other income 2,230 3,194 702 1,267 1,463 1,452
Other charges -324 -778 -44 -8 7 22
Finance cost -288 -869 -583 -441 -300 -273
Profit before tax 6,981 9,280 9,016 12,374 16,963 21,357
Taxation -352 -591 717 -865 -1132 -1392
Profit after tax 6,630 8,689 8,299 11,509 15,830 19,965
Source: Company Accounts, Akseer Research
(Bpag' fneniheet FY22 FY23 FY24E FY25F FY26F FY27F
Fixed Assets 11,486 14,904 14,837 14,682 14,795 14,721
Other LT assets 2,564 2,246 2,209 2,216 2,206 2,237
:S"S“étcsu”em 14,051 17,151 17,046 16,898 17,001 16,958
Current assets 24275 33515 39,047 49,106 66,453 85,844
Total assets 38,326 50,666 56,093 66,004 83,454 102,803
I'i\':b””'i‘t’i‘;ge”t 1,995 2,966 2,170 1,987 1,840 1,766
Current liabilities 13,403 15,369 14,865 15,751 20,684 24,134
Total liabilittes 15,397 18,335 17,035 17,739 22,525 25,900
Equity 22,928 32,332 39,058 48,265 60,930 76,902
Total equity & a8 356 50666 56,093 66,004 83,454 102,803

liabilities

Source: Company Accounts, Akseer Research

Apha akseer [ o
Capital Jum™|| =

Page 4 of 5



Apha akseer [ o
| Company Update | Pakistan Research Capital Jum™| | =

REN # REP-004 REN # REP-400R

Disclaimer

This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alpha Capital (Pvt) Limited, hereinafter referred jointly as “JV"
and is provided for information purposes only. Under no circumstances this is to be used or considered as an offer to sell or solicitation of any offer to buy.
While reasonable care has been taken to ensure that the information contained therein is not untrue or misleading at the time of publication, we make no
representation as to its accuracy or completeness and it should not be relied upon as such. From time to time, the JV and/or any of their officers or directors
may, as permitted by applicable laws, have a position, or otherwise be interested in any transaction, in any securities directly or indirectly subject of this
report. This report is provided only for the information of professionals who are expected to make their own investment decisions without undue reliance
on this report. Investments in capital markets are subject to market risk and the JV accepts no responsibility whatsoever for any direct or indirect
consequential loss arising from any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial
situation and particular needs of investors, who should seek further professional advice or rely upon their own judgment and acumen before making any
investment. The views expressed in this report are those of the JV's Research Department and do not necessarily reflect those of the JV or its directors.
Akseer Research and Alpha Capital as firms may have business relationships, including investment--banking relationships, with the companies referred to
in this report. The JV or any of their officers, directors, principals, employees, associates, close relatives may act as a market maker in the securities of the
companies mentioned in this report, may have a financial interest in the securities of these companies to an amount exceeding 1% of the value of the
securities of these companies, may serve or may have served in the past as a director or officer of these companies, may have received compensation from
these companies for corporate advisory services, brokerage services or underwriting services or may expect to receive or intend to seek compensation
from these companies for the aforesaid services, may have managed or co-managed a public offering, take-over, buyback, delisting offer of securities or
various other functions for the companies mentioned in this report.

All rights reserved by the JV. This report or any portion hereof may not be reproduced, distributed or published by any person for any purpose whatsoever.
Nor can it be sent to a third party without prior consent of the JV. Action could be taken for unauthorized reproduction, distribution or publication.

Valuation Methodology
To arrive at our 12-months Price Target, the JV uses different valuation methods which include: 1). DCF methodology, 2). Relative valuation methodology,
and 3). Asset-based valuation methodology.

Ratings Criteria
JV employs a three-tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific stock. The rating
is based on the following with time horizon of 12-months.

Rating Expected Total Return

Buy Greater than or equal to +15%
Hold Between -5% and +15%

Sell Less than or equal to -5%

Ratings are updated to account for any development impacting the economy/sector/company, changes in analysts’ assumptions or a combination of these
factors.

Research Dissemination Policy
The JV endeavors to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical or electronic
distribution such as email, fax mail etc.

Analyst Certification

The research analyst, denoted by ‘AC’ on the cover of this report, has also been involved in the preparation of this report, and is a member of JV's Equity
Research Team. The analyst certifies that (1) the views expressed in this report accurately reflect his/her personal views and (2) no part of his/her
compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report.
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www.jamapunji.pk
Akseer Research (Pvt) Limited Alpha Capital (Pvt) Limited
1st Floor, Shaheen Chambers, KCHS block 7 & 8, 3rd Floor, Shaheen Chambers, A-4 Central Commercial Area,
off. Shahrah-e-Faisal KCH Society, Block 7 & 8, Near Virtual University, Karachi
T: +92-21-34320359 -60 T: +92-21-38694242
E: info@akseerresearch.com E: info@alphacapital.com.pk
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