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SYS

IT excellence at its best offering an upside potential of 27%

Equity Research | Technology & Communication | Tuesday, 11 June, 2019

We initiate our coverage on Systems Limited (SYS) with a DCF based Jun-20 TP of
Rs.113 which provides an upside potential of 22%. A dividend yield of 5%, if
incorporated gives a total return of 27%.

Despite challenging macroeconomic conditions the company still managed to
grow its revenues and earnings at a 5-year CAGR of 18.27% and 24.02%
respectively.

Going forward, we expect the company’s revenues and earnings to propel at a 5-
year CAGR of 18.06% and 20.89% respectively, owing to 6.73% depreciation of PKR
since last reporting date as approximately 69% of the company’s revenue is export
based.

Company is immune to interest rate risk as at the moment it has no long term
borrowing arrangements.

Industry Overview

According to PSEB’s website, Pakistan’s IT & 1TeS-BPO industry comprises of more
than 2,500 companies, and this number is growing each year. The industry employs
over 300,000 English-speaking professionals with many world-class experts. IT is one
of the sectors which has a lot of potential. It can not only increase the much-needed
export receipts of the country, but it can also provide jobs to millions of Pakistanis if
they are provided the opportunities and training. Pakistan is ranked as the 4th most
popular country for freelancing in the Online Labor Index published in 2017 by Oxford
Internet Institute (Oll). It is also listed as the 4th most financially attractive country in
the world for outsourcing services as per A.T. Kearney’s Global Services Location
Index 2016.

According to the findings of Research Consultancy IDC, global Information Technology
is expected to reach $5 trillion in 2019. The United States of America is the leading
and largest technical market in the world that is representing approximately 31% of
the total. Roundabout $1.6 trillion will be generated from the industry by the USA in
2019.

Pakistani Information Sector occupies only 1% of the total global IT industry.
According to official data, Pakistan's IT industry has exhibited positive growth trends
for the last four years with 100pc growth in export earnings.

During 2016-17, Pakistan's IT exports were $3.3 billion, which have jumped to $5
billion and are expected to grow to $6 billion next year. Pakistan's IT industry is
growing at a fast pace across different categories.

Enterprise software has grown by 17pc, marketing tech 15pc, financial services 13pc,
consumer goods 9pc, retail/e-commerce 8pc, professional services 8pc, internet of
things/hardware 7pc, health care 4pc, media 4pc and non-profit 3pc. Facebook,
Amazon and other giants of the IT sector are anticipating something huge in the start-
up world of Pakistan as evidenced by the huge number of sponsors.

The previous government also promoted start-ups, for example, they gave three-year
exemption from taxes to the start-ups and set up national incubation centers in
Lahore, Islamabad, Peshawar, Karachi, and Quetta.

The targets set for IT exports are ambitious but can be achieved if opportunities are
availed timely by national companies in fields such as Cloud Computing, Mobile Apps,
Artificial Intelligence, blockchain and etc.
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Company Overview

Systems Limited, Pakistan's first software house, was founded in 1977. Through its
commitment to innovation and technical excellence, it has now become a globally
recognized leader in next-generation IT and BPO services with a track record of
successfully delivering large-scale projects. Over the past 10 years, Systems Limited
has developed a strong presence in the Mortgage, Apparel, and Retail sectors in the
us.

In the early 2000s, Systems Limited launched BPO services in the Pakistani domestic
market and expanded into North America in 2006. In 2012, Systems Limited
established offices in the Middle East. Systems maintain operations in the UAE,
Qatar, and Oman, serving a vast list of government and corporate entities, including
several Fortune 500 companies, and is considered to be the most valuable company
for IT and BPO services in Pakistan. The company is principally engaged in the
business of software development, trading of software and business process
outsourcing services.

Systems Limited won the 2018 Microsoft Country Partner of the Year Award for
Pakistan. The company was honored among a global field of top Microsoft partners
for demonstrating excellence in innovation and implementation of customer
solutions based on Microsoft technology.

Being a leading Microsoft and IBM partner with deep experience in public and
private sectors, Systems Limited is uniquely positioned to deliver complete solutions
to medium and large organizations. Its areas of expertise are ERP, CRM, BI, portals &
collaboration, e-commerce, mobility, and managed services. With the recent launch
of the Oneload digital payment aggregation platform and the mobile payment
gateway, Systems Limited has also begun to reach out directly to a large number.

On the Domestic front, the Company has started producing a profit. The company
signed significant projects this year in terms of Baluchistan Board of Revenue (BBOR)
LRMIS project and other public and private sector contracts which are expected to
add significantly to the Company's topline and bottom-line. The Company is
expecting the new financial budget to bring positive changes to the IT sector.
Government has a high focus on digitization at both the Federal and Provincial level.
A number of new opportunities are expected to arise, and the Company is looking
forward to high revenue growth in this sector.

The Company through their associate Visionet Systems (VSI) has started exploring
opportunities in Europe last year. VSI has opened an office in Germany to cater for
business opportunities in DACH (Germany (D), Austria (A) and Switzerland (CH))
region. The European company has appointed a local CEO and a few key resources
have been moved to this sector from Systems Limited for sales activity. The European
company is seeing growth and Systems Limited is hopeful to get more offshore
business in 2019.

2018 has been a year of structural changes and internal alignment with cutting-edge
technologies and expanding our global footprint. We have been investing heavily in
the development of resources. Key focus had been on Artificial Intelligence, Machine
Learning, Robotics Process Automation, Digital Commerce, Digital Transformation,
Data, and Cloud. These technologies are key enablers for the current and future
market. There is a scarcity of resources in these technologies, but high demand and
we are working on building a good resource pool so that we can leverage this in
global and domestic markets.
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Group Structure

The Group comprises of Systems Limited (Holding Company) and its subsidiaries —
TechVista Systems FZ LLC and E-Processing Systems (Private) Limited. TechVista
Systems FZ LLC (TVS), a limited liability Company incorporated in Dubai Technology
and Media Free Zone Authority, is 100% owned subsidiary of Systems Limited. TVS is
engaged in the business of developing software and providing ancillary services. TVS
has also invested in TechVista Systems LLC and currently owns 49%. This company is
also registered as a software house, but it does not have any independent operations
and was created to support the projects of TechVista Systems FZ LLC. E-Processing
Systems (Private) Limited (EPS), a private limited Company registered under
Companies Ordinance 1984, incorporated on 06 February 2013, is a 53% owned
subsidiary of Systems Limited. EPS is currently engaged in the business of purchase
and sale of teleco's airtime and related services. The product of the Company is called
Oneload. The financial statements of the Company and the Group truly reflect the
state of the Company's affairs and fair review of their business.

Product Portfolio

EdgeAX is a highly collaborative and scalable software solution designed to address
the global needs of enterprises in the Apparel and Retail Industries. EdgeAX suite of
business solutions that helps businesses thrive and compete in a rapidly changing
global environment.

Each component of the EdgeAX suite has been built upon the core strengths of MS
Dynamics AX infrastructure to maintain an end-to-end delivery of complex solutions.
The modules' workflows and functionality follow the Apparel and Retail industry
standards that highlight our value-added business processes and guarantees greater
ROI to our clients.

Oneload is a unique product offering for the local market that provides aggregated
prepaid airtime recharge and a host of other value-added services. Using a multi-
channel approach, Oneload facilitates the purchase and disbursement of mobile
prepaid vouchers and using SMS, IVR, the web, and mobile apps. With an integrated
and seamless service ecosystem, OnelLoad offers an extremely simple, convenient
and easy-to-use service.

Users can easily create a Oneload account online and easily credit it through a vast,
extensive outreach of well over 25,000+ branded retail outlets around the country.
Using their Oneload account, consumers can avail services from multiple mobile
operators and utility companies at the tip of their fingers using SMS or mobile app -
there is no need to make multiple, physical trips to the shop anymore.

Globally, leading organizations consider their employees as an asset rather than
overheads because of the business results they deliver. SysHCM, Human Capital
Management solution of Systems Limited, offers organizations the tools to help
manage, share and steer the vast capabilities of its staff, to focus on its critical talent
and support strategic HR processes. It enables organizations to create a workforce
that can become their most coveted competitive advantage. The modular
architecture of SysHCM application makes it simple to add modules to the core
application as the organization grows.

The application supports organizations to lower its human resource costs, streamline
the entire recruit-to-retire spectrum, expand the talent pool, shorten the hiring
process and make it easy for employees to manage their own HR information and
benefits.

Talent Suite is a suite of products that cater to your complete human capital
management needs. From recruitment to retirement, complete employee
management cycle can be handled through company’s AX Talent Suite. AX Talent
Suite is a top Microsoft Dynamics AX add on for managing employees from profiles,
to payrolls, and from performance to final settlements.
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Key Statistics
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Financial Performance

The company's revenue is primarily from software development and IT services work
subcontracted by its subsidiary TVS operating in the Middle East region and its
associated company Visionet Systems operating in the North America region. Over
69% of its revenue is export based. In recent years, the Company has started taking
projects and engagements in the domestic market. In CY18, the Company's revenues
grew by 29% as compared to CY17. The Company was able to sign significant new
projects with both new and existing customers this year. The US and Middle East
businesses have also achieved sizable growth in terms of both top line and bottom
line.

Gross margins recorded an increase of 1.72 bps to 31.33% in CY18 from 29.62% in
CY17. However, the net margins showed significant growth of 10.58 bps to 26.84% in
CY18 as compared to 16.26% in CY17. Profitability staggered on account of other
income of PKR 376 million arising from currency devaluation where the average USD
rate in CY18 had been 121.73 per dollar during the year as compared to the average
rate of PKR 105.42 per dollar in CY17.

CY18 has been a good year for the subsidiary EP Systems. The OnelLoad business has
picked momentum in CY18 with average throughput of over PKR 20 million per day
during the year which has already gone to PKR 23 million per day in March. The
Company has achieved revenue growth of 153% from PKR 76.5 million in CY17 to PKR
193.8 million in CY18. Even higher revenue growth is expected in CY19.

In CY18, SYS net sales increased by 29% YoY owing to increased domestic operations
due to revenue recognition from projects. Secondly, 72% YoY increase in domestic
trading operations. Thirdly, increased business with Microsoft. Lastly, average 15.46%
YoY rupee depreciation in CY18.

Among other major heads company’s otherincome surged by 270% YoY to 437 million
rupees in CY18 as compared to 118 million rupees in CY17, majority of which was
incurred due to foreign currency translation gain as Rupee has depreciated 32.77%
YoY between reporting dates.

Furthermore, the company’s management remains optimistic about the North
America market and entry in European markets due to lucrative margins as compared
to the Middle East. The Company through their associate Visionet Systems (VSI) has
started exploring opportunities in Europe last year. VSI has opened an office in
Germany to cater for business opportunities in DACH (Germany (D), Austria (A) and
Switzerland (CH)) region.

Moreover, management expects Oneload to achieve financial breakeven in the
nearby future and still awaits regulatory approval from SBP for the provision of
enhanced financial services.

Interest Rate Risk

Company’s debt to equity ratio in CY18 is at 11.81% which reflects that the
company’s reliance on debt is very minimal. In the last five years company has never
engaged in any kind of long-term borrowing arrangement whatsoever. This makes it
an optimal investment opportunity as the profitability of the company won’t be
affected by continuously rising interest rates. However, for the past 2 years the
company has been borrowing short term loans for its day to day operations under
the export refinance arrangement. These loans carry very modest interest rates (3%
+ spread) compared to commercial borrowing rates. On the flip side, the rise in the
interest rate is expected to positively impact the company’s profitability. As the
company has significant long-term and short-term investments and long-term
deposits.
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Key Statistics

Impact of PKR devaluation

In CY18, company’s other income surged by 270% YoY to 437 million rupees as
compared to 118 million rupees in CY17, majority of which was incurred due to
foreign currency translation gain as Rupee had depreciated 32.77% YoY between
reporting dates. Secondly, the company’s net sales in CY18 increased by 29% YoY
and the major reason behind such a significant increase was again massive currency
devaluation. Furthermore, PKR in CYTD has further depreciated by 6.73% which
according to our calculation will result in a further increase of around 24% in revenue
for CY19 to 4,677 million rupees. However, appreciation of PKR could adversely
affect revenue growth and the company’s profitability.

Future Outlook

The company appears to be very lucrative owing to exponential growth from MEA
operations. Secondly, an entry in European markets. Thirdly, the commencement of
financial contributions from Oneload. Furthermore, extended fiscal/financial
incentives and lastly, enhanced product portfolio. Moreover, SYS has remained an
optimal beneficiary of Rupee depreciation given 69% export driven revenue and will
continue to benefit from it in CY19 owing to 6.73% depreciation of PKR since Dec
last year.

We expect this steadfast performance to continue and sales to grow at a 5-year
CAGR of 18.06%. Whereas earnings will grow at a 5-year CAGR of 20.89%. This can
be backed by the fact that the government is eagerly wanting to increase the
country’s exports. New policies and framework are being finalized for the next four
years. All of which will be unveiled with the upcoming FY19-20 budget and will
indeed boost the country’s exports and IT sector will be amongst the greatest
beneficiaries.

Valuation

SYS is currently trading at CY20E PE of 7.04x respectively. Furthermore, the script is
trading at a CY20E P/BV of 1.94x which offers a significant discount of 52% relative
to its historical 5-year average of 4.02x. We have a BUY stance on the script with a
DCF based Jun-20 TP of Rs.113 which provides an upside potential of 27%.
Furthermore, it also offers a dividend yield of 5% which makes the total return of
27%.

Key Risks to Valuation

- Appreciation of PKR
- Less than expected growth in demand
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Key Ratios
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Financial Projections

Rupees' millions FY14 FY15 FY16 FY17A FY18A FY19E FY20E FY21E FY22E
Net sales 1,923 2,263 2,680 2,911 3,761 4677 5,535 6,406 7,308
Cost of sale 1,243 1,507 1,883 2,049 2,583 3,129 3,700 4,273 4,849
Gross profit 680 757 797 862 1,179 1,547 1,835 2,133 2,459
Distribution expenses 60 70 37 114 47 100 116 132 151
Administrative expenses 199 262 251 287 377 398 475 555 642

Research and

2 29 2 - - - -
development expenses - -
Other expenses 23 20 31 88 118 23 28 32 37
Other income 39 92 33 118 438 544 31 497 564
Operating Profit 435 468 509 492 1,074 1,570 1,647 1,911 2,195
Finance cost 4 2 3 11 19 6 6 6 6
Profit before taxation 431 466 506 481 1,055 1,564 1,641 1,905 2,189
Taxation 4 13 - 9 8 46 24 25 29 33
Profit after taxation 427 453 515 473 1,009 1,540 1,616 1,877 2,156
EPS 3.46 3.67 417 3.84 8.18 12.48 13.09 15.20 17.47

Source: ACPL Research, Company Financials

Abbasi and Company (Pvt.) Ltd.




Disclaimer

This report has been prepared by Abbasi & Company (Private) Limited 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, Abbasi & Company (Private) Limited and or any of its 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 professional advisers
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 Abbasi & Company (Private) Limited 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 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 Abbasi & Company (Private) Limited Research Department and do not necessarily reflect those of the company or its directors. Abbasi & Company (Private) Limited as a firm may have business
relationships, including investment-banking relationships, with the companies referred to in this report. Abbasi & Company (Private) Limited does not act as a market maker in the securities of the subject
company. Abbasi & Company (Private) Limited or any officers, directors, associates or close relatives do not have a financial interest in the securities of the subject company to an amount exceeding 1%
of the value of the securities of the subject company at the time of issuance of this report. Abbasi & Company (Private) Limited or any officers, directors, associates or close relatives are not currently
serving or have served in the past three years as a director or officer of the subject company. Abbasi & Company (Private) Limited or any officers, directors, associates or close relatives have not received
compensation from the subject company in the previous 12 months. The subject company currently is not, or during the 12-month period preceding the date of publication or distribution of this report,
was not, a client of Abbasi & Company (Private) Limited. We have not managed or co-managed a public offering or any take-over, buyback or delisting offer of securities for the subject company in the
past 12 months and/or received compensation for corporate advisory services, brokerage services or underwriting services from the subject company in the past 12 months. Abbasi & Company (Private)
Limited does not expect to receive or intend to seek compensation for corporate advisory services or underwriting services from the subject company in the next 3 months

All rights reserved by Abbasi & Company (Private) Limited. This report or any portion thereof may not be reproduced, distributed or published by any person for any purpose whatsoever. Nor can it be
sent to a third party without the prior consent of Abbasi & Company (Private) Limited. The action could be taken for the unauthorized reproduction, distribution or publication

VALIDITY OF THE PUBLICATION OR REPORT

The information in this publication or report is, regardless of source, given in good faith, and may only be valid as of the stated date of this publication or report. The information may be subject to change
without notice, its accuracy is not guaranteed, it may be incomplete or condensed and it may not contain all material information concerning the company, jurisdiction or financial instruments referred
to in this report. The valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report and were based upon several estimates and
assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on which the valuations, opinions, estimates, forecasts, ratings
or risk assessments were based will not materialize or will vary significantly from actual results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments
described herein is not to be relied upon as a representation and/or warranty by Abbasi & Company (Private) Limited and/or its other associated and affiliated companies, that:

I. Such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and

I.  There is an assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments stated therein

DEFINITION OF TERMS

TP Target Price CAGR Compound Annual Growth Rate FCF Free Cash Flows

FCFE Free Cash Flows to Equity FCFF Free Cash Flows to Firm DCF Discounted Cash Flows
PE Price to Earnings Ratio PB Price to Book Ratio BVPS Book Value Per Share
EPS Earnings Per Share DPS Dividend Per Share ROE Return of Equity

ROA Return on Assets SOTP Sum of the Parts LDCP Last Day Closing Price

VALUATION METHODOLOGY
To arrive at our Target Price, Abbasi & Company (Private) Limited uses different valuation methods which include:

I. Discounted Cash Flow Model
Il.  Dividend Discount Model
IIl.  Relative Valuation Model
IV.  Sum of Parts Valuation

RATING CRITERIA
Abbasi & Company (Private) Limited employs a three-tier rating system to rate stock and sector, as mentioned below, which is based upon the level of expected return for a specific stock and outlook of
the sector. The rating is based on the following with stated time horizon

Stock Rating Expected Total Return Sector Rating Sector Outlook
BUY Greater than 15% Overweight Positive

HOLD Between -5% to 15% Market Weight Neutral

SELL Less than and equal to -5% Underweight Negative

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
Abbasi & Company (Private) Limited 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. Nevertheless, all clients may not receive the material at the same time

OTHER DISCLOSURES
The research analyst is primarily involved in the preparation of this report, certifies that:

I.  The views expressed in this report accurately reflect his/her personal views about the subject company/stock /sector and economy

I. 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

The Research Analyst is not and was not involved in issuing a research report on any of the subject company’s associated companies
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