Intellect Design Arena (nroes)

CMP: % 680

Target: ¥ 810(19%)

Target Period: 12 months
May 9, 2022

Revenue growth guidance of 20% for FY23...

About the stock: Intellect Design Arena (Intellect) provides software products to
retail, corporate banking, insurance & treasury.

e The company is a transition from a product company to a platform company

e Intellect generates 55% of revenues from developed markets and rest from
emerging markets

e Recently, it saw a turnaround in margins (from 5% in FY20 to 25.1% in FY22)

Q4FY22 Results: Intellect reported muted Q4FY22 results.
e  US$ revenues were flattish QoQ to US$67.7 mn
e EBITDA margins declined 250 bps QoQ due to lower topline

e License linked revenue was at 57% of overall revenues

What should investors do? Intellect’s share price has grown by ~5.6x over the
past five years (from ~% 120 in May 2017 to ~% 680 levels in May 2022)

e We maintain BUY rating on the stock

Target Price and Valuation: We value Intellect at ¥ 810 i.e. 20x P/E on FY24E.

Key triggers for future price performance:
e Transition from product to platform, which is likely to enhance margins

e Improving deal wins, deal pipeline (X 5,455 crore in FY22), increased
penetration in US & Europe, improving quality of revenues (licence + AMC
+ Cloud from 46% in FY20 to 57% in FY22) bode well for long term revenue
growth

e The company aspires to achieve 20% revenue growth in FY23. The funnel
continued to be strong

e Margins are likely to improve 190 bps to 27% over FY22-24E

Alternate Stock Idea: Apart from Intellect, in our IT coverage we also like LTI.

e LTI expected to register industry leading growth

e HOLD with a target price of ¥ 6,000

Key Financial Summary

% Crore FY20 Fy21 FY22 s Y{E::r',l[;'_nzﬁ; FY23E
Net Sales 1.347  1.497 1.878 15.5% 2,218
EBITDA 7 355 472 NA 588
EBITDA Margins (%) 5.3 237 25.1 26.5
Net Profit 16 263 349 NA 458
EPS (T) 1.2 19.6 25.1 33.0
P/E 571.4 348 27.0 20.6
RoNWW (%) 1.0 18.9 19.3 20.2
RoCE (%) 2.1 20.2 22.7 23.4
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Particular Amount
Market Cap (% Crore) 9,043
Total Debt 0.8
CCHE (% Crore) 558.9
EV (% Crore) 8.485
52 week HL 986/578
Equity capital 67.3
Face value 5.0

Shareholding pattern
Jun-21 Sep-21 Dec-21 Mar-22

Promoter 31 31 3 31
Fll 21 21 26 25
il 3 2 2 3
Public 39 40 4 4
19,000 l: 1.200
17,000 1,000
15,000 I B0D
13.000 r" J'..r"'u"'k" 500

Recent event & key risks

o Won a large deal from RBI

o Kaey Risk: (i) Deceleration in deal
pipeline,  (ii)
expected margins

Lower than

Research Analyst

Sameer Pardikar
sameer.pardikar@icicisecurities.com

FY24E 2 Year CAGR (FY22-24E)

2.652 18.8%
716 23.2%
27.0
563 27.0%
40.5
16.8
19.9
23.1

Source: Company, ICICI Direct Research
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Key takeaways of recent quarter & conference call highlights

Revenue for the quarter was flat QoQ to % 509.4 crore while in US$ terms
revenue declined 0.1% QoQ to US$67.7 mn. SAAS revenues grew 34%
QoQ to ¥ 119 crore while license revenues declined 28% QoQ to X 81 crore.
AMC revenues grew by 5% QoQ to X 87 crore. The company reported 25%
revenue growth in FY22 (vs guided 20% growth)

The company mentioned that it lost two deals during the quarter, which it
was about to sign. It cited current geopolitical tensions as a reason for the
loss of those deals. The company indicated that there was a loss of US$4-5
mn due to this. The company also indicated that it is unlikely to chase those
deals again

EBITDA for the quarter declined 9.3% QoQ to ¥ 120 crore while margins for
the quarter were down 250 bps QoQ to 23.7% due to 7.6% QoQ increase in
employee expenses for the quarter. EBITDA excluding Esop was at ¥ 129.8
crore and EBITDA margins were at 25% for Q4. For FY22, the company
reported 25% EBITDA margin (against guidance of 30%). The company
indicated that adjusted to loss of those two deals for the quarter, margins
for FY22 would have been around 27%. The company indicated that ESOP
costs would continue in FY23, it was ~% 40 crore in FY22

License linked revenues (License+ SAAS+AMC) are now at 57% of
revenues as on FY22 vs. 54% in FY20 and 46% in FY19

The company indicated that it is expected to reach US$75 mn quarterly run
rate in two quarters i.e. Q2FY23 and US$100 mn in two years from now. The
company indicated that demand environment continue to be strong which
is a reflection of the continued growing funnel. Funnel for the company is at
US$725 mn, which is up by 26.5% YoY

The company indicated that in their continued momentum of product to
platform journey, they launched one more platform in Q4FY22 for which
additional investment of I50mn is made. Now the company has 12
products, five platforms etc

The company indicated that there are favourable developments happening
at the competition level. i.e. couple of leaders in the product space like
Teminos and Finistra are being in active discussion with P/E players for sale
of their business. As per management, R&D spending is likely to come
down, if the deal goes through which is expected to players who are
continuously investing which is a critical for a product company

The company indicated the number of destiny deals for the company is at
61, which was up from 43 deals in Q4FY21. Average deal size also continue
to grow as it was around US$6 mn (+7% YoY). The winning rate also
improved from 53% in Q4FY21 to 64% in Q4FY22

On the EBITDA margins front, the company refrained from any making
guidance for FY23. However, it maintained that long term steady state
EBITDA margin for this business can be around 30%. The company
indicated that R&D budget is expected to go up in FY23 by 15-20% while
travel /sales & marketing costs are also likely to go up since it is critical to
have face to face meeting for deal wins. The company do not expect
addition of more than 100 people addition in FY23. The company indicated
that for top 500 employees in the company, which is critical talent pool for
the company, attrition is <10% at that level

The company is seeing healthy traction on SAAS side, which is a reflection
of 108% YoY revenue growth for FY22. The company expects licenses
linked revenues (which is license+ SAAS+AMC) to be 60-65% in the
medium term

Other income for the quarter was higher due to i) strong income from
subsidiaries ii) reversal of few provisions made earlier which are no longer
required iii) treasury income
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e Collections and DSO: Collections for Q4FY22 were at X 476 crore. Net days
of sales outstanding have gone down from 129 days in Q3FY22 to 115 days
in Q4FY22. Investment in product development (capitalised) is ¥ 29.7 crore
for the quarter

e Cash position: Cash & cash equivalent was ¥ 558 crore at the end of the of
FY22.

ICICI Securities | Retail Research 3
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Exhibit 1: P&L

04FY22 Q4FYZ1 YoY (%) Q3FY2Z Qo0 (%) Comments
Revenue were flattish Qo(l. due to loss of couple of deals due to
Revenue {USD mn] 68 o 25.1 68 geopolitical risks. US$4-5 mn loss due to both deals
Revenue 509.4 397.6 28.1 508.3 0.2
Employee expenses 250.0 195.0 28.2 232.5 1.6
Gross Margin 259.4 202.6 28.0 275.8 6.0
Gross margin {%) 50.9 51.0 -3 bps 54.3 -335bps
Other expenses 138.8 102.6 35.2 142.8 2.8
EBITDA 120.6 99.9 207 133.0 9.3
N EBITDA was impacted due to muted top line, margins would have

EBITDA Margin (%) 231 25.1 -146 bps 26.2 -249 bps been 27-28%, if the two deals comes through
Depreciation & amortisation 26.5 19.6 35.5 247 1.3
EBIT 94.1 80.4 17.1 108.3 -13.1
EBIT Margin (%) 18.5 20.2 -174 bps 21.3 -284 bps
Other income 13.3 2.8 3726 10.8
PBT 107.4 83.2 29.1 1191 9.8
Tax paid 24.1 1.9 203.8 13.8 75.4 Tax was higher due to accumulated losses
PAT 95.3 80.6 18.2 100.9 5.5

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY23E FY24E
(Z Crore) Old New % Change Old Mew % Change Comments
Revenue 2,219 2,218 0.0 2,585 2,652 2.6 Numbers re- aligned as per healthy pipeline
EBITDA 614 588 4.3 745 116 39
- r MNumbers trimmed down due to elevated employee expenses
EBITDA Margin (%) 21.1 26.5 -117 bps 28.8 271.0 -182bps
going forward
PAT 494 458 1.2 601 563 6.3
EPS (%) -Basic 36.8 345 1.2 44.7 42.3 6.3

Source: Company, ICICI Direct Research
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Financial summary

(Year-end March) FY21 FY22 FYZ3E FYZ4E (Year-end March) FY21 FY22 FYZ23E FY24E
Total operating Income 1.497 1.878 2.218 2.652 Profit 290 413 541 664
Growth (%) 1.2 25.4 18.1 19.6 Add: Depreciation 77 98 102 108
COGS {employee expenses) 808 919 1.164 1.379 Others 11 52 (47) (47)
Other expenses 335 487 466 557 Inc/{dec) in working capital 18 (94) 101 (57)
Total Operating Expenditure 1.143 1.406 1.630 1.936 Taxes paid (53) (15) (81) (100}
EBITDA 355 472 588 116 CF from operating activities 463 453 616 568
Growth (%) 400.9 33.0 24.5 21.8 {Inc)/dec in Fixed Assets (114) (129) (212) (254)
Depreciation 11 98 102 108 Others (17} (270} (250} (250}
Other income (net) 4 36 46 46 CF from investing activities (190) (399) (462) (504)
PBT 282 i1 53 654 Borrowings (204) (41)
Total Tax 25 63 81 100 Others (22) (1) (3) (3)
PAT after minority 263 349 458 563 CF from financing activities (225) (52) (3) (3)
Growth (%) 1.543.2 32.8 31.3 22.8 Net Cash flow 48 2 151 61
Diluted EPS (3) 19.6 25.1 33.0 40.5 Exchange difference (2) (0} -
Growth (%) 1.542.9 28.6 31.3 22.8 Opening Cash 100 145 146 297
Source: Company, ICICI Direct Research Closing cash balance 145 146 297 358
Source: Company, ICICI Direct Research
(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Equity Capital 66 67 67 67 Per share data (%)
Reserve and Surplus 1,338 1,754 2.214 2.719 Diluted EPS 19.6 25.1 33.0 40.5
Total Sharcholders funds 1,405 1,822 2,282 2.846 Cash EPS 256 336 42.2 50.4
Total Debt 17 1 1 1 BV 104 130 163 204
Lease liablity 18 7 7 7 DPS (0.1) (0.1)
Derivative Instruments Cash Per Share 1 1 22 27
Other non current liabilties 3 2 2 2 Operating Ratios (%)
Total Liabilities 1.442 1.831 2,291 2,856 EBITDA margin 23.7 25.1 26.5 21.0
Assets PBT Margin 19.4 22.0 244 25.0
Property.plant and equipment 159 153 133 127 PAT Margin 17.5 18.6 20.7 21.2
Investment in Property 2 2 2 Debtor days (billed + unbilled) 165 135 130 130
Goodwill 29 30 30 30 Creditor days 4 50 4 4
Intangibles 522 570 692 844 Return Ratios (%)
Right-of-use assets 36 23 23 23 RokE 18.9 19.3 20.2 19.9
Other non current assets 253 247 350 389 RoCE 20.2 22.7 23.4 23.1
Cash & bank balance 153 159 310 3N RolC 334 40.8 59.0 67.8
Current Investments 96 364 664 964 Valuation Ratios (x)
Trade receivables 187 189 217 3 P/E 348 21.0 206 16.8
Loans and deposits 5 3 7 8 EV /EBITDA 248 18.0 13.7 10.7
Other financial assets 491 726 510 610 EV/Net Sales 59 4.5 3.6 2.9
Other current assets 114 127 168 201 Market Cap / Sales 6.0 4.8 4.1 34
Total Current Assets 1,045 1,567 1,936 2,486 Price to Book Value 6.5 5.0 4.0 3.2
Trade payables 169 257 250 298 Solvency Ratios
Lease liablity 13 12 12 12 Debt/EBITDA 0.0 0.0 0.0 0.0
OCL & provisions 420 493 622 744 Debt / Equity 0.0 0.0 0.0 0.0
Total Current Liabilities 602 762 884 1,055 Current Ratio 1.3 1.4 1.1 1.1
Net Current Assets 443 805 1,052 1431 Quick Ratio 1.3 1.4 1.1 1.1
Application of Funds 1.442 1.831 2,291 2,856 Source: Company, ICICI Direct Research

ICICI Direct Research

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
1+
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Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Sameer Pardikar, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or
securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report
have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or R h Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report 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 ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in

all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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