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Systems Ltd

Multiple avenues will continue stellar growth momentum

" We upgrade our estimates for SYS and incorporate new acquisitions and
geographies. Our new TP is PKR660/sh vs. PKR490/sh earlier, and we
maintain our Buy rating. SYS has delivered higher-than-expected
revenues/profits in IHCY22 to warrant the upgrade.

"  Our new CY22/23f consolidated EPS are PKR24.5/34.0, where key drivers
are the robust demand for software implementation, cloud-based and Al
related services. Continuous expansion in new markets and inorganic
growth will help SYS to continue its hyper growth momentum, in our view.

" Oncoreearnings, SYS trades at a CY23f P/E of 13.0x, which does not justify
the 5-year forward EPS CAGR of 35%. Current valuations are at a 40%
discount to the average valuations of comparable global companies. SYS
has gained less than 5%CYTD in PKR terms, giving it ample room to now
kick on and reach all-time high market capitalization.

Several factors lead to better valuations

We raise our TP for SYS by 35% to PKR660/share, up from PKR 490/share
previously. This has come about due to (i) better-than-expected 1HCY22
performance, (ii) entry into geographies with healthy growth potential, (iii) continued
swift growth in existing markets, and (iv) consolidation of recent synergy-enabling
acquisitions of NdcTech and TreeHouse in 2HFY22. We see massive earnings
growth of 58%/39% YoY in CY22/23f, while our CY22-24f EPS estimates are now
higher by 10% on average. Our new TP of PKR660/sh is based on PKR610/sh
assigned to core valuation (blend of DCF & 20x P/E), and PKR50/sh attributable to
the aforementioned recent acquisitions. SYS arguably justifies a higher terminal
growth rate than the 5% we are currently employing, given more than 80% of the
revenue is USD-denominated and we expect the PKR alone to depreciate by 5%pa
versus the USD. This can significantly propel valuations — for instance our TP would
rise to PKR750/sh in case we employ terminal growth rate of 8%.

Middle East performance has been excellent

Bellwether business in North America has continued to be robust, with revenue lines
such as software implementation, Cloud, Data and Al-based services all performing
well. With this background, the Middle East performance has been phenomenal,
where consolidated revenue from the Middle East exceeded that of the North
American market for the first time (in 1HCY22). Specifically, ME has posted revenue
of USD25mn, up 100% YoY in 1HCY22, whereas North America has grown by 30%
YoY to USD23.3mn. The NdcTech acquisition, recent partnership with SAP and
greater focus on the Middle East (incorporation of Systems Arabia, and service
centers in Egypt) will help deliver a 5-year dollarized CAGR of ¢ 30% in the region.
SYS has also established presence in Singapore and South Africa, which will help
keep it on its hyper growth trajectory (dollarized revenues were up 48% YoY in
1HCY22).

New synergies will kick in

SYS has fully acquired two new tech companies. NdcTech implements core and
digital banking transformation services in Pakistan, Asia Pacific, Middle East and
Africa. This 20+ year old company has partnered with Temenos to provide its SaaS
based services. SYS already had strong presence in BFS (Banking and Financial
Services), providing support services such as enterprise solutions, automation and
business process management services. This acquisition completes its product
suite in this space, and it will now provide Temenos SaaS based services to its
clientele. This increases the potential to add new customers, unlocks synergies and
unleashes growth earlier than would have arisen before the acquisition.
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Price (PKR) 393.91
Bloomberg / Reuters SYS PA/SYSE.KA
Mkt Cap (USDmn) 498
Upside 68%
Fwd D/Y 1.8%
Total Return 69.8%
12m Hi-Low (PKR/sh) 412.79/299.01
6m Avg. D. Vol (‘000 shrs) 421
6m Avg. Td Val (USDmn) 0.83

SYS - Valuation Snapshot

CY21 CY22f CY23f CY24f

EPS (PKR) 1544 2445 3403 4250
EPS Growth 9%  58%  39% 25%
PIE (x) 189 161 11.6 9.3
P/B (x) 9.1 5.8 42 3.1
ROE 43%  44%  42%  38%
DPS (PKR) 250  5.00 700 850
DY 06% 13% 1.8% 22%
Gross margins 33%  32% 32%  32%
Net margins 28% 26%  25% 24%

Source: IMS Research
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NdcTech Projections NdcTech Employees Breakup
(PKRmn) CY22f CY23f CY24f CY25f w Endineerin
Net Sales 2,601 3,541 4,482 5,543 gneeng
Gross Profit 780 1,080 1,389 1,746 )
GP Margin 30.0% 30.5% 31.0% 31.5% = Marketing
EBIT 553 753 975 1,232
EBIT Margins 21.3% 21.3% 21.7% 22.2% = Business
Profit for the period 547 744 963 1,218 development
EPS (PKR) 1.96 2.67 3.46 4.38 Information
Net Margins 21.0% 21.0% 21.5% 22.0% Technology
Source: IMS Research Estimates Others
The other recent acquistion is TreeHouse Consultancy, which provides enterprise
solutions, digital transformation, automation and CRM-related services in the Middle
East. We understand that the services provided by TreeHouse are similar to SYS LinkedIn Insights. IMS R A
existing portfolio, but the company can now upsell its other products to the customer ~ >°urce: Linkedin Insights, IS Researc
base.
TreeHouse Projections
(PKRmn) CY22f CY23f CY24f CY25f
Net Sales 741 1,017 1,316 1,671
Gross Profit 222 310 408 526
GP Margin 30.0% 30.5% 31.0% 31.5%
EBIT 158 216 286 371
EBIT Margins 21.3% 21.3% 21.7% 22.2%
Profit for the period 156 214 283 367
EPS (PKR) 0.56 0.77 1.02 1.32
Net Margins 21.0% 21.0% 21.5% 22.0%
Source: IMS Research Estimates
MENA IT Spending Forecast (Millions of U.S.
SYS will continue to focus on new, quality recruitment Dollars) 2030 2031 20
To continue growth momentum, SYS is extensively investing in training and - - .
. - ; . Spending Spending Spending
development of existing and new employees. To fill the required skill set gap, Data Center
Systems in collaboration with local institutes, has launched fast-track diploma Systems 4,940 5,274 5,423
programs. Apart from this, certain local IT firms, besides Pakistan Software Export Enterprise
Board (PSEB) and Pakistan Software Houses Association (P@SHA), are working Software 6922 7925 8737
on custom-designed curriculums, based on the skill set required by both Systems Devices 25592 27 588 28.129
and Pakistan, to push future growth. This will create a pipeline for growing needs for , ’ : :
human resources in Pakistan. IgSerwcgs ; 12566 13657 14,721
ommunications
The opening of new geographies will allow SYS to attract top-tier talent, that is Services 114,031 116,895 120,932
required at senior levels, now that the company has expanded significantly. SYS has Overall IT 163,982 171,339 177,942
also opened a resource pool office in Egypt to attract resources with the required Source: Gartner.com
skill sets, which will help the company to bridge any language barriers in the Middle
East region.
ME region will bring massive growth Company’s growth is subject to massive recruitment
USDm usb
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Attractive valuation with massive upside potential

We now value SYS on SoTP basis, using a blended valuation method, assuming
50% PE valuation and 50% DCF valuation. SYS core value is PKR610/sh, where
we have applied 20x Price-to-earnings multiple (which is 40% discount to leading
global Tech companies), and the other earmarking from 10-yr DCF based valuation.
NdcTech and TreeHouse Consultancy together contribute PKR50/sh to our SoTP.
Earlier investments in Retailistan (Jugnu) and EP Systems (OnelLoad) have not been
incorporated yet into our valuations.

PKRmn CY22f CY23f CY24f CY25f CY30f CY31f  CY32f
EBIT(1-T) 4638 6687 8949 11978 — 32582 37,011 40479
Depreciation 345 346 339 333 305 300 294
EBITDA 4983 7033 9288 12311 — 32887 37,310 40,773
Capital Expenditure (425)  (346)  (288) (283) —  (259)  (255)  (250)
Change in WC (1,031)  (448)  (599) (184) —  (476) (1222) (877
Free Cash Flow (FCFF) 3528 6239 8402 11,845 - 32,152 35834 39,646
Feiieln o FEER - 6239 7130 8525 - 10,148 9590 8,997

Source: IMS Research

We have used same methodoly for SYS’s two new acquisitions, but have applied
15x P/E mutilple and 10-yr DCF method (with terminal growth rate of 5%) to come
up with the contribution of PKR50/sh. We maintain our BUY rating of Systems
Limited with a Dec’23 based Target Price of PKR660/sh, offering upside of 68%.

(PKRmn) CY22f CY23f CY24f CY25f CY30f CY31f  CY32f
EBIT 744 1015 1319 1676 - 4232 4,942 5,558
Income on Cash/Bank - - - - - - - -
EBIT 744 1015 1319 1676 - 4,232 4,942 5,558
Tax rate 12% 12% 11% 11% -  1.0% 09% 0.9%
EBIT(1-T) 735 1,003 1,304 1,657 - 4191 4,896 5,507
Depreciation - - - - - - - -
EBITDA 735 1,003 1,304 1657 - 4191 4,896 5,507
Capital Expenditure (50) (50) (50)  (100) - (200)  (250) (250)
Change in WC (50) (50) (50)  (100) - (200)  (250) (250)
Free Cash Flow (FCFF) 635 903 1,204 1457 - 3791 4,396 5,007
Present value of FCFF - 903 1,021 1,049 - 1,197 1,177 1,136

Source: IMS Research

SYSTEM core valuation (PKRmn)

Sum Of PV FCFF
PV Of Terminal Value

Value Of Operating Assets

- Cash And Cash Equivalents
Value Of Firm

- Debt

Equity Value

Shares (mn)

DCF value (50%) (PKR/sh)

Targeted P/E (x)
P/E value (50%) (PKR/sh)

SYS's core value (PKR/sh)

NdcTech & TH valuation (PKRmn)

Sum Of PV FCFF
PV Of Terminal Value

Value Of Operating Assets

- Cash And Cash Equivalents
Value of Firm

- Debt

Equity Value

Shares (mn)

DCF based value (PKR/sh)
Portfolio Discount

DCF value (50%) (PKR/sh)

Targeted P/E (x)
P/E value (50%) (PKR/sh)

NdcTech & TreeHouse value (PKR/sh)

Systems SoTP Valuation

Core business

New acquisitions

Target Price (PKR/sh)

31

SYS

90,905
73,123
164,028
8,633
172,561
3,733
168,828
278
605

20
610

610

11,325
9,236
20,561
200
20,761
500
20,261
278
75
35%
49

15
50

50

610
50

660
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1, Rahul Hans, certify that the views expressed in the report reflect my personal views about the subject securities. | also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the
specific recommendations made in this report. | further certify that | do not have any beneficial holding of the specific securities that | have recommendations on in this report.

Ratings Guide* Criteria

Buy Total return expectation of > 15% or expected to outperform the KSE-100 index
Neutral Total return expectation of > -5% or expected to match the return of KSE-100 index
Sell Expected downside of more than 5% or expected to underperform the KSE-100 index

*Based on 12 month horizon unless stated otherwise in the report.

Valuation Methodology: We use multiple valuation methodologies in arriving at a Target Price including, but not limited to, Discounted Cash Flow (DCF), Dividend Discount Model (DDM) and relative multiples

based valuations.

Risks: (i) Slower than expected growth from existing and new markets, (ii) adverse change in regulatory framework for local IT industry, (iii) difficulty in finding skilled resources.

Disclaimer: Intermarket Securities Limited has produced this report for private circulation only. The information, opinions, and estimates herein are not direct at, or intended for distribution to or use by, any person
or entity in any jurisdiction where doing so would be contrary to law or regulation or which would subject Intermarket Securities Limited to any additional registration or licensing requirement within such
jurisdiction. The information and statistical data herein have been obtained from sources we believe to be reliable where such information has not been independently verified and we make no representation or
warranty as to its accuracy, completeness, and correctness. This report makes use of forward looking statements that are based on assumptions made and information currently available to us and those are subject
to certain risks and uncertainties that could cause the actual results to differ materially. No part of the compensation of the author(s) of this report is related to the specific recommendations or views contained in

this report.

This report is not a solicitation or any offer to buy or sell any of the securities mentioned herein. It is meant for information purposes only and does not take into account the particular investment objectives,
financial situation or needs of individual recipients. Before acting on any information in this report, you should consider whether it is suitable for your particular circumstances and, if appropriate, seek professional
advice. Neither Intermarket Securities Limited nor any of its affiliates or any other person associated with the company directly or indirectly accepts any liability whatsoever for any direct or consequential loss

arising from any use of this report or the information contained herein.

Subject to any applicable law and regulations, Intermarket Securities Limited, its affiliates or group companies or individuals connected with Intermarket Securities Limited directly or indirectly may have used the
information contained herein before publication and may have positions in, or may from time to time purchase or sell or have a material interest in any of the securities mentioned or may currently or in future have
or have had a relationship with, or may provide investment banking, capitcal markend/or other services to, the entities mentioned herein, their advisors and/or any other connected parties.

RESEARCH DISCLOSURES

Third Party Research

This is third party research. It was prepared by Intermarket Securities Limited (IMS), with headquarters
in Karachi, Pakistan. Intermarket Securities Limited (IMS) is authorized to engage in securities activities
according to its domestic legislation. Intermarket Securities Limited (IMS) has sole control over the
contents of this research report.

Intermarket Securities Limited (IMS) is the employer of the research analyst(s) responsible for the
content of this report and research analysts preparing this report are resident outside the U.S. and are
not associated persons of any U.S. regulated broker-dealer. The analyst whose name appears in this
research report is not registered or qualified as a research analyst with the Financial Industry Regulatory
Authority (“FINRA”) and, therefore, may not be subject to applicable restrictions under FINRA Rules on
communications with a subject company, public appearances and trading securities held by a research
analyst account.

None of the materials provided in this report may be used, reproduced, or transmitted, in any form or
by any means, electronic or mechanical, including recording or the use of any information storage and
retrieval system, without written permission.

Disclaimers

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this
report may present certain risks. The securities of non-U.S. issuers may not be registered with, or be
subject to the regulations of, the U.S. Securities and Exchange Commission. Information on such non-
U.S. securities or related financial instruments may be limited. Foreign companies may not be subject
to audit and reporting standards and regulatory requirements comparable to those in effect within the
United States. The value of any investment or income from any securities or related financial
instruments discussed in this report denominated in a currency other than U.S. dollars is subject to
exchange rate fluctuations that may have a positive or adverse effect on the value of or income from
such securities or related financial instruments.

Frontier and Emerging Market laws and regulations governing investments in securities markets may
not be sufficiently developed or may be subject to inconsistent or arbitrary interpretation or application.
Frontier and Emerging Market securities are often not issued in physical form and registration of
ownership may not be subject to a centralized system. Registration of ownership of certain types of
securities may not be subject to standardized procedures and may even be effected on an ad hoc basis.
The value of investments in Frontier and Emerging Market securities may also be affected by
fluctuations in available currency rates and exchange control regulations. Not all of these or other risks
associated with the relevant company, market or instrument which are the subject matter of the report
are necessarily considered.

US Distribution

This Report is considered independent third-party research and was prepared by Intermarket Securities
Limited (FBD), with headquarters in Pakistan. The distribution of this Research is provided pursuant to
the exemption under Rule 15a-6(a)(2) and is only intended for an audience of Major U.S. Institutional
Investors (MUSIIs) as defined by Rule 15a-6(b)(4). This research is not a product of StoneX Financial
Inc.. Intermarket Securities Limited has sole control over the contents of this research report. StoneX
Financial Inc. does not exercise any control over the contents of, or the views expressed in, any research
reports prepared by Intermarket Securities Limited and under Rule 15a-6(a)(3), any U.S. recipient of
this research report wishing to effect any transaction to buy or sell securities or related financial
instruments based on the information provided in this research report should do so only through
StoneX Financial Inc. For any information, please contact Gene Turok. Under no circumstances should
any U.S. recipient of this research report effect any transaction to buy or sell securities or related
financial instruments through Intermarket Securities Limited

Intermarket Securities Limited (IMS) is not registered as a broker-dealer in the United States and,
therefore, is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. This research report is provided for distribution to “major U.S.
institutional investors” and other “U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the
“Exchange Act”).

Distribution outside US

This report is not intended for distribution to the public and may not be reproduced, redistributed or
published, in whole or in part, for any purpose without the written permission of Tellimer. Tellimer
shall accept no liability whatsoever for the actions of third parties in this respect. This report is for
distribution only under such circumstances as may be permitted by applicable law.

This report may not be used to create any financial instruments or products or any indices. Neither
Tellimer, nor its members, directors, representatives, or employees accept any liability for any direct
or consequential loss or damage arising out of the use of all or any part of the information herein.

United Kingdom: Distributed by Exotix Partners LLP only to Eligible Counterparties or Professional
Clients (as defined in the FCA Handbook). The information herein does not apply to, and should not be
relied upon by, Retail Clients (as defined in the FCA Handbook); neither the FCA’s protection rules nor
compensation scheme may be applied.

UAE: Distributed in the Dubai International Financial Centre by Exotix Partners LLP (Dubai) which is
regulated by the Dubai Financial Services Authority (“DFSA”). Material is intended only for persons
who meet the criteria for Professional Clients under the Rules of the DFSA and no other person should
act upon it.

Other distribution: The distribution of this report in other jurisdictions may be restricted by law and
persons into whose possession this document comes should inform themselves about, and observe,
any such restriction



