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Stock Tales are concise, holistic stock reports across wider spectrum of
sectors. Updates will not be periodical but based on significant events or
change in price.
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Resilient business model in place... / newgen

About the stock: Incorporated in 1992, Newgen is a low code application
development platform company. It is an established player in the market of
enterprise content management (ECM), business process management (BPM) &

customer communications management (CCM). Particular Amount ﬁ
@©
e Annuity based revenues (SaaS + ATS/AMC + Support) comprises 59% of Market Cap (X Crore) 2,470 —
revenue mix while license & others form 20.7% revenue mix each Total Debt - f,
o
e Vertical wise BFSI comprises 66% of revenue mix while geographical split Cash and Invest X Crore) uz 52

has been largely equal between India, US, EMEA & APAC EV R Crore) 2,102

52 week H/L 754/320

Equity capital 69.5

Key triggers for future price performance: Face value 10.0

e Strong logo addition and increasing annuity mix (recurring business) from
existing clients would aid revenue growth as we baked in 17.2% CAGR
revenue growth over FY22-24. We expect the company to return to
historical 70-80 logo additions/year as travel opens up. This coupled with

Shareholding pattern
Jun-21 Sep-21 Dec-21 Mar-22
Promoter 55.2 55.2 55.2 55.2

subscription (SaaS + ATS/AMC) growth of 31% CAGR over FY22-24 is FiI 205 185 175 157
expected to drive annuity (SaaS + ATS/AMC+Support) revenues, which are DIl 1.5 1.2 1.6 1.5
expected to grow at 21.8% CAGR in the same period and forms 63% of the Public 16.8 19.2 19.8 21.7

g | Price Chart |

e The company is working on 70-80 cases as far as GSI| opportunity is

concerned. Depending on the scenario analysis we did, it has an &0D
incremental revenue opportunity of ¥ 79-131 crore in the next two years }?ggg LLN, F 700
over and above its normal revenue run rate 15.000 J "'\m ggg
13,000 /

e Strong focus on R&D investments to stay competitive. Newgen now has 23 11,000 o, w’r ;EB
patent grants across India and US out of 43 patents filed so far. Its R&D team ?ggg —L—’*,x_ff"ﬂ ;’fgg
has grown to about 580 employees in FY22 (vs ~250 in FY18) and R&D so00 1 —— 0
investments as percentage of sales is 10.2% in FY22 vs. 7.2% in FY18. The = %: % 8 ﬁ"‘:j 585 8
company also acquired recently ‘Number Theory’ to strengthen its platform TIEITIEESES

with Al/ML modelling and data analytics capability - _

What should investors do? Newgen's share price has grown 1.5x since listing in
January 2018.

L . . e GSI opportunity does not

e Weinitiate coverage under Stock Tales format with a BUY rating and a target

) materialise as per expectations
price of T 440

. . . e Continued high costs on
Target Price and Valuation: We value Newgen at 14x FY24 EPS to arrive at a target

price of 440 per share employees/travel impacting

margin

Research Analyst

Sameer Pardikar
sameer.pardikar@icicisecurities.com
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Alternate Stock Idea: Apart from Newgen, in our IT coverage we also like Intellect.

e SaaS driven BFSI focused product company

e BUY with a target price of ¥ 810
Key Financial Summary

% Crore FY19 FY20 FY21 Fr2z ° Yf:;f;’_‘f:) FY23E Fv2eE 2 T:?zr;_:zAfE“)
Net Sales 621 661 673 779 12.8 011 1,071 17.2
EBITDA 128 105 192 1% 226 228 268 17.3
EBITDA Margins (%) 206 15.8 285 25.0 25.0 25.0
Net Profit 102 73 126 164 26.2 189 218 15.3
EPS ) 13.4 105 18.1 23.5 21.0 31.2
P/E 24.1 33.6 19.4 15.0 13.1 11.3
RONW (%) 206 13.2 19.0 20.2 19.3 185
RoCE (%) 23.9 15.8 26.4 237 23.0 22.2

Source: Company, ICICI Direct Research
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Software products pie expected to grow from current 5.8% to
8.6% in FY26

As per Nasscom, the Indian technology industry crossed the US$200 billion (bn)
revenue mark and is now at US$227 bn in FY22. If we break it down into various
components, then IT services forms a major chunk i.e. US$116 bn (51.3% mix). It is
followed by Business Process Management (BPM), ER&D, Hardware, which forms
19.5%, 15.9%, 7.5% of the revenue mix, respectively. Software products form
~b5.8% of the revenue mix i.e. US$13 bn.

Historically, from FY1990 to FY22, software products revenue grew at 21.3% CAGR
i.e. from US$40 mn to US$13 bn now. As per Nasscom, software products revenue
is expected to reach US$30 bn by FY26 i.e. 23.3% growth over FY22-26. At the same
time, the Indian technology industry is expected to reach US$350 bn by FY26 i.e.
11% CAGR over FY22-26E. Subsequently, the software products pie is expected to
reach 8.6% in FY26 from 5.8% in FY22.

Exhibit 1: Indian IT industry at US$227 bn in FY22

140 -

116 Software products,
120 4 5.8
100 1 Hardware, 7.5
80 4 ware, 7.
60 A
04 , , I ==
IT Services BPM ER&D Hardware  Software
products

= US$ bn
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Exhibit 2: Software products forms 5.8% of pie

Source: Nasscom, ICICI Direct Research Source: Nasscom, ICICI Direct Research

Exhibit 3: Software products grow 21.3% over FY90-22

Exhibit 4: Expected to grow 23.3% over FY22-26
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Source: Nasscom, ICICI Direct Research

Exhibit 5: IT industry to grow 11.4%

400 -

Source: Nasscom, ICICI Direct Research

Exhibit 6: Resulting software products pie to reach 8.6%
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® Mix of software products in overall IT spending (%)

Source: Company, ICICI Direct Research
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Landscape of India software product sector

The Indian software market has evolved over the years from a US$30-40 mn market
in 1990s to US$10+ bn market in 2019-22. The Journey of products sector in India
can be bifurcated into four stages from 1990 to 2022, namely early stage, stability
stage, growth stage and acceleration stage. As per Nasscom, we are currently in the
acceleration stage where the revenues are expected to grow 23.3% over the next
four to five years. Number of companies grew 10x from 200 to 2000+ currently
during 1990-2022.

ICICI Direct Research

Exhibit 7: Evolution of software products market in India

Early Stage Stability Stage

$30-40 Mn Revenue $60-80 Mn Revenue

Growth Stage

$3-4 Bn Revenue

Acceleration Stage ’

$10+ Bn Revenue

»  Revenue increased with an
increase in the number of

7
200+ Companies 400+ Companies 1000+ Companies 2000+ Companies
r

The shift towards Software Scalability led to the creation of an Innovation opening new Soaring Growth:
Product business: ecosystem: opportunities: »  SaaSstart-ups turning unicorns
»  New companies see high » Increasing globalization of »  Emergence of Saas and and setting global standards

potential in the software India economy led product subscription model »  Global and Indian IPOs listing

product business business gaining ground »  Start-up's ecosystem

»  Few players emerged as
market leaders focusing on

evolution and global
acceptance of Indian

product portfolio expansion,
increasing customer base .

companies, MNC products
start gaining traction

product

MMNCs continue to

market

Revenue of Software Preducts Sector in India

1990s 2007 to 2012

strengthen its base in the
Indian software produ

2013 to 2018

2019 to 2022

Maturity of Software Products Ecosystem in India

Source: Nasscom, ICICI Direct Research

The following slide depicts software product market in India. The current landscape
suggests 2000+ companies, US$13 bn revenues with employment of 160,000
headcounts across the industry. The market consists of companies like VYMO, Vsoft
which are at the lower end of the pyramid (<US$5 mn revenues) while Newgen,
which reported T 779 crore in FY22 revenue competes with players like Ramco,
RateGain, Zeta, etc, in the US$10-100 mn annual revenue run rate bracket. There are
large IT companies like TCS, Infosys, HCL Tech, which also have product portfolio
and revenue of that unit is ~US$ 1bn.

Exhibit 8: Current landscape of software products sector in India ( figures in US$ denotes revenue)

<$5 Mn $5-10 Mn $10-100 Mn $100-500 Mn $500+ Mn $1+Bn
VYMC! adrenalin Zeta @ srowserstack 2 OH] CCA | i
A~ ALGONOMY Fgup

V%thk | \:\:] TALVIEW @ freshworks |nf()5ys

ramCO 4 innovaccer
wrench )zwognm o} ’ CE

P

EDGE of eightfold.ai NE*%EEN Tty Ohighraius

Source: Nasscom, ICIC/ Direct Research

As per Nasscom, US$13 bn market is can be bifurcated into horizontal and vertical
software product market in the ratio of 70:30. The top five horizontal focus area
consists of Enterprise customer relationship management software, Cloud enterprise
planning, etc (earlier ERP), enterprise cybersecurity software, etc. As per Nasscom.

ICICI Securities | Retail Research



ﬂ Stack Tales | Newgen Software Technologies ICICI Direct Research

BFSI and Hi-tech remained focus areas vertically as 45% and 20% of revenue,
respectively is coming from these verticals. As per Nasscom, US$9.2 bn was spent
on enterprise software in 2021, growing at 16.9% while spent on cloud services was
of US$7.3 bn, which is growing 30%.

Exhibit 9: Top five horizontal focus area Exhibit 10: BFSI remains focus area vertically

Emerging Horizontals Human Capital Enterprise

Management Software Cybersecurity Software

5-8% 8-10%

0 (2]
C ata Management, etc. E.g., Adrenalin, Talview etc. E.g., Druva, Seclore, Others, 20.0
E.g., Postman, Esper, SigNoz etc. Accuknox etc. .
Retail, 7.0 BFSI, 45.0

Enterprise Customer Cloud Enterprise
Relationship Management Planning (Earlier ERP) Manufacturing,

Software 8.0
25-35%
20-28% ?
o E.g., Ramco Systems,
E.g., Zoho, Freshwork, CRMNext, etc. ERPnext, etc.
Source: Nasscom, ICIC/ Direct Research Source: Nasscom, ICIC/ Direct Research

What is driving growth?

The software product market has evolved substantially over the last few years.
Following factors are driving the growth of software products

e As per Nasscom, global enterprises are embracing software products like
Software as a Service (SaaS) with 80% of buyers in mid- size BFSI, Retail,
Travel/Tourism and Pharma/Healthcare

e Total >30% spending by large and mid- size enterprises towards digital
acceleration aiding the penetration of software products

e Also, >50% adoption, >30% of revenue growth in horizontal products like
cybersecurity, CRM and niche products like Low Code No Code (LCNC), etc

e Verticalisation - An area of increased focus for companies to develop
vertically focused solutions will help them to tap into $15 billion
opportunities e.g. Entertainment, Energy & utilities, TMT, sports, etc

Exhibit 11: Global enterprises embracing software products

Mid size BFSI, Retail, Travel/Tourism GCCs building Products for global markets in collaboration with 25-30
and Pharma/Healthcare account for 80% of Global Buyers start-ups through accelerator programs and Universities

Indian SaaS 70_% to 80% adopters from Travel/Tourism, Airlines and Expedia TA L% ‘A
Leisure sector
+ Product offers global functionalities and competitive pricing ARCHIPELAGD £ brussels airlings voLoTen™

. ; _' 1 Continental
Digital Banking +« 60% to 70% adopters from Southeast Asia, US, Australia markets SuNTRUST

Bank
« Offer partner model along with strong direct sales ”
SCOATWEST =,G|c £ brussely airlines
ronm Qe Afimd: @LBNB

Cloud Enterprise +« 60% to 70% adopters from Mid size Banking, Financial Services
Solutions & Co-operative Financial units in Malaysia, Indonesia, Singapore Aboitizpover i@[ RS |” B&CJP)
+ Offer partner model along with strong direct sales e

Banking LCNC/ «  70% to 80% adopters of Digital Banking Solutions from UAE, DISC®VER NBB &/ i
Enterprise Southeast Asia, US, Japan [ Pay 5 AGDEANK
Products + FinTech penetration growing across Mid size clients in US and -

India market recrEDT

Source: Nasscom, ICIC/ Direct Research
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Exhibit 12: Digital acceleration among Indian enterprises aiding penetration of software products

New Age and Mid Sized Companies are investing
heavily in Cloud and Digital to stay competitive

Product businesses from India have followed “Customer Centric
Go To Market” solution approach to evolve and grow

Breakup of Indian % Buyers Spend

Enterprises, 2021 in FY2021
1 1 2
%-40%  13.6% 7.4Bn" 35%
Large Companies 3 0 /0 40 /6 '] 0 . n (o]
5,000+ Public Companies Spend by Enterprise Software Enterprise Software Growth End-user

Cloud Spending in
2021

Enterprise Buyers Spend Growth in 2021 Spend in 2021

Mid Size Enterprises -
~125,000 Companies
(101-1000 Employees)

New Age Buyers will drive future Growth of Indian Software Products

Flipkart g @ m O o (B3] Kl
40%-50%

Spending Growth on Saas Products in
FY2021

40%-50%
Spend by New
Age Mid Size Buyers

'rn'rn(q;v,-
Payin

10%-20%
Spend by
SMBs in FY2021

SMBs (< 100 Employees)
~75 Million Companies

Source: Nasscom, ICIC/ Direct Research

Exhibit 13: Verticalisation — US$15 bn opportunity

&

FINTECH MARTECH LOGISTICS HEALTHTECH HOSPITALITY/FIELD MANUFACTURING
PRODUCTS PRODUCTS PRODUCTS PRODUCTS MGMT. PRODUCTS TECH PRODUCTS
20%-40% ARR 20%-40% ARR 30%-50% ARR 30%-40% ARR 30%-40% ARR 30%-40% ARR

A A A A A '
Example - Vymo, Example - Netcore, Example - Freight Example - Example - Zenoti, Example - Adobe
PayNearby, Setu, CleverTap, Tiger, Locus, Innovaccer, RateGain, DAM, Universal
Tookitaki, Vsoft, Simplfy360, Zoho BlackBuck, FarEye, CareStack, Zenoti Innovapptive, Zinier Robots, Altizon,

CRMMEXT Marketing Suite LogiNext Vitrium

= -

EDTECH B2B AUTOTECH B2B GAMING/ RETAIL/COMMERCE B2B KIRANA STORE
PRODUCTS PRODUCTS ESPORTS PRODUCTS PRODUCTS FOODTECH DIGITALIZATION
80%-90% ARR 60%-80% ARR 60%-80% ARR 50%-60% ARR 40%-50% ARR 50%-60% ARR

A A A VN 'S A

Example - MindTickle, Example - Koovers, Example - Techfront, Example - Manthan, Example - Example - Khatabook,

Zendrive, Xoocar,
NetraDyne

Classplus, ClassPro,
Eupheus Learning

Sportz Interactive,
Playboy, Fantain etc.

Avataar.me, Unbxd,
Vue.ai, DataWeave

HungerBox, Smart
Cube, Restaurant365,
Ai Palatte

LoveLocal, Jumbotail

Source: Nasscom, ICIC/ Direct Research
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Company background

Newgen Software, founded in 1992, is a software products company offering a
platform that enables organisations to rapidly develop powerful applications
addressing their strategic business needs. The applications created on its platform
enable organisations to drive digital transformation and competitive differentiation.
This may include automation of routine business functions making them faster,
easier and more accurate and increasing the channels or devices through which
these functions can be performed.

The three core products of Newgen Digital Automation Platform are Enterprise
Content Services (ECM), Low Code Business Process Automation (BPM) and
Customer Communication Management (CCM).

One of the examples, which we could explain these three products is loan process
wherein customer has to submit various documents like salary slips, identification
documents along with loan application form. These contents are captured through
ECM. Managing the workflow around the content like checking eligibility criteria of
the applier before approval/rejection of the loan to disbursal is captured through
BPM. Communication to the customer regarding statements regarding debit of
principal/interest from the account to various channels of sms, email, etc, is captured
through CCM.

ECM: Enterprise Content Management platform allows digitisation of enterprise
content and information. This platform provides smart tools for enterprises to
capture and extract information from various sources, classify, store, archive,
retrieve as well as dispose of any content and documents required in day-to-day
business operations. It provides the flexibility to access or deliver content over
mobile and cloud, creating a highly connected and digital workplace. All the standard
document management features are available including audit trails, search,
navigation, content classification & reporting.

BPM: Business Process Management is managing the workflow around the content.
It is an integrated system, which allows enterprises to manage a complete range of
business processes, including designing and modelling flow of work, executing the
flow of work through the workflow engine and monitoring the flow of work for future
improvement. Work flow management is critical tool as content have to pass through
chain of employees for authorisation, approval before the objective met for which
the process has been designed. (e.g. loan disbursal).

CCM: Customer communication management is dissemination of the content across
multiple channels such as email, web, SMS, print, fax, etc.

Exhibit 14: Newgen 3 core platforms provides end to end digital transformation

Enterprise-wide unified digital transformation platform provider
Communicate

Digitize Process & Adapt

Omnichannel Customer

Contextual Content Services

Low Code Process

(ECM) Automation (BPM)
OmniDocs iBPS

Engagement (CCM)
OmniOMS

Create, personalize and deliver
interactive communication to enhance
customer (’X,F){’Ff{’f‘w(,'i’

Deliver contextual content for smarter
decision making and improved
collaboration

Create smarter processes, empower
knowledge workers and build
responsive l!’)[x'.‘:.'('i'(."s%

Content Management
Content Intelligence
Enterprise-wide Collaboration
Workflow Management
Records Management
Compliance and Audits

Low Code Development
Omnichannel UX Design
Business Rules Management
Process Intelligence
Dynamic Case Management
RPA

Communication Designer
Personalized Communication
Omnichannel Communication
Communication-enablement of
Biz Applications

Social Sensing & Sentiment Al

Source: Nasscom, ICICI Direct Research
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Key historical numbers

Exhibit 15: Revenues grow at 14.4% CAGR over FY17-22 Exhibit 16: Revenue mix (% crore)

1,000 - 232 - 25.0
: 164 174 155 162
800 1 200 211 - 200 140 Jaz
600 - 18.8 15
17 221 303 387 456
400 A L 100 369
200 + ~ = 65 @ - 50
© © ol 8 17 137 Lo 118 130 161
FY17 FY18 FY19 FY20 FY21 FY22 FY17 FY18 FY19 FY20 FY21 FY22
o License fees (3 crore) Annuity based Revenue [ crore)
= Revenue (3 crore) Growth (%) Sale of Services (% crore)
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 17: Annuity grows at 21.7% CAGR over FY17-22... Exhibit 18: Resulting into ~59% of revenue mix in FY22

25.0 - 21.7 700 -
200 - 600 ~ 58.6
500 -+
150 1 a0 | 40/
100 1 6.6 300 -
50 A 3.0 200 4
. . ‘ 10.0 T T T T T )
License fees Annuity based Revenue Sale of Services 7 Fris Fr19 FYz0 Frai Fr2z

License fees Annuity based Revenue Sale of Services

CAGR FY17-22 (%)

Source: Company, ICICI Direct Research
Source: Company, ICICI Direct Research

Exhibit 19: Banking grows 20.6% CAGR over FY17-22...

Exhibit 20: Resulting in 66% of vertical mix in FY22

250 1 10 1
20.6 100 4
200 + 90 |

15.0 A 80 53 46 5 43 40 34
70 A
10.0 A 60 -
A 3.3 50 1

- T | 30 + T T T T T
Banking Others FY17 FY18 FY19 FY20 Fy21 FY22
CAGR FY17-22 (%) H Banking (%) Others (%)
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 21: EMEA grows at 15.9% CAGR over FY17-22 Exhibit 22: Resulting in 31.3% of vertical mix in FY22

3890 1 29.0
300 - ' o | 281 232 28.1 21.1 315 27.4
250 - 600 | bedl 11.1 11.4 T 13.8
20.0 - 15.9 139 : 273 329 :

15.0 A ’ 400 A 28.6 31.4 25.5 31.3
10.0 A 49

50 200 1 1396 353 322 295 293 215

India EMEA APAC USA FY17 FY18 FY19 FY20 Fy21 FY22
CAGR FY17-22 (%) India = EMEA ®m APAC = USA
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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Newgen revenue model

The company generate its revenue from: (i) sale of software products, (ii) annuity
based revenue, and (iii) sale of services.

Sale of products (software) includes its revenue from sale of licenses for its software
products. The company enter into licensing agreements with its customers for each
product whereby their customers are required to pay licensing fees. The licensing
fee constitutes a one-time upfront fee on a per-user basis. Additional license fees are
payable for an increase in the number of users or for purchase of additional products.

Annuity based revenue includes: (i) revenue from annual maintenance contracts and
technical support (ATS/AMC), (ii) revenue from support/development services, and
(iii) SaaS revenue. In addition to the licensing agreements, it typically enter into
ATS/AMC contracts with the customers, whereby its customers are required to pay
support and maintenance fees annually. The company also provides support and
development services to its customers and charges fees on a periodic basis. SaaS
revenue relates to its customers' use of software functionality in a cloud-based-
infrastructure provided by the company and the customers pay them subscription
fees on a per user per month (PUPM) model on a monthly, quarterly or an annual
basis.

Sale of services includes its revenue from implementation, development and
digitisation services. Implementation refers to the service of installing and integrating
its products with the customer’s existing platform or system. The company charges
an implementation fee based on fixed cost or man-month basis for this service.
Development refers to work done for customer based on its specific requirements.
The company charge a development fee based on fixed cost or man-month basis.
Digitisation services refer to scanning of documents and archival to document
management.

NewgenONE platform

Newgen Software launched (Link)a new, comprehensive digital transformation
platform, NewgenONE in July 2021. It combines existing process automation,
content services, and communication management capabilities into one platform. It
is designed to simplify complex business processes, manage unstructured
information, and drive customer engagement based on changing demands. The
platform enables businesses to leverage low-code to develop and deploy complex,
content-driven, and customer-engaging business applications in the cloud. From
customer on-boarding to service requests, from lending to underwriting, and many
more, NewgenONE unlocks simplicity with speed and agility.

Exhibit 23: Newgen ONE with contextual content services capability

~— ) =
T~ o 4D Channels of G ica E
Scan Social Web Portal En gageme nt Office E-mail Mobile
Capture Process Extend
Professional D%cuuarlril;nt Content Automated Content Stg:g;: s Industry Productivity
3 "mat " P —
Scanning Analyzer Workflows Classification lanagement e Applications Applications
Web Intelligent ActiveScript Content Security and Records Enterprise Content
Scanning Extraction Automation Analytics Compliance Management Connectors Microservices
Multiple Smart RPA Content Content Remote Customer
Formats Indexing Collabaration Discovery Imaging Communicztion
. AN AN N J

; .
Integration Contextual Content Services Cloud/On-premises

Source: Nasscom, ICICI Direct Research

ICICI Securities | Retail Research 8


https://newgensoft.com/company/press-releases/newgen-unveils-newgenone-the-comprehensive-digital-transformation-platform-for-enterprises/

ICICI Direct Research

ﬂ Stock Tales | Newgen Software Technologies

Exhibit 24: Newgen ONE with low code process automation capability

52 E

t

Social web Portal Mobile In-Person Weh/Message/Scan
Business Applications
.
m s a
—
Financial Government Insurance Shared Services Other
Institutions JPSU Entities Companies and BPOs Industries
' n
Low Code Process Case Data o Analytics and
Development Modeling Management Modeling Process Insights
Business Process Content Responsive
Rules Simulation Management Forms AML EEE
— Integration Low Code Process Automation Cloud/On-premises =

Source: Nasscom, ICICI Direct Research

Exhibit 25: Newgen ONE with personalised customer engagement capability

Enterprise Use Cases

Batch On-Demand One-to-Cne Workflow-driven
Communication Response Correspondence Communication
Branding and Multi-Lingual Whitespace Industry
Personalization Communication Marketing Compliance
Integration OQutput
Ecosystem Design Generate Track Engage Channels
. Communication Production P .
Template Library Scheduling Monitoring Social Listening . .
Customer and Printer Email
Employee-facing PDF/MS Word Natural Lan
L . Buage
Applications Import Approval Workflows Response Tracking Processing [Al/ML)
Web SMs
User-defined Rules e Tl (R Comprehgnsive Conditional Routing
Output Reporting
FTP Social
: . . Contextual
Data Formats Version Control Active XML Audit Logs f—
and Sources JTERTIE

Omnichannel Customer Engagement

Source: Nasscom, ICIC/ Direct Research
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Brief on low code platform on which Newgen operates

Low code options allow users to design complex applications, without learning
complex computer languages. The global lode code development platform market
size is expected to grow at 28% CAGR from CY20-25 to reach US$45 bn. Some of
the drivers for rapid adoption of low code development platforms in recent years has
been i) Increased operational efficiency and device integration by creating apps for
mobiles and supporting offline capabilities ii) lower development costs and time, and
reduces possible errors caused by manual processes iii) Uses visual, declarative
techniques rather than traditional lines of coding iv) shorter low code development
cycle i.e. up to two months vs. three to nine months cycle depending on developing
basic app to large app (exhibit 18). Exhibit 19 shows pricing across different low code
platform, which starts at US$60 per user per month, which is at the lower end
indicated by Newgen (US$60-180 per month per user).

Exhibit 26: Low code definition Exhibit 27: Industries targeted by low code providers

Definitions _ _ . . _
= Media & Entertainment \--& ] @é Education
A\ i
) a m

Low @?J Retail K\-UJJ Healthcare @ Manufacturing

Code -

Low Code application platform supports rapid application
development (RAD), one-step deployment, execution and
management using declarative, high-level programming ﬁ Energy & Utltes
abstractions.
Source: Avendus Low code report, ICICI Direct Research Source: Avendus Low code report, ICICI Direct Research

ey
Government |M| BFSI

Exhibit 28: Typical application development lifecycle

Low Code App

Basic App Medium App Large App Development

3-5 months 6-9 months %+ months Up to 2 months

»
Ll

>

h J

Core feature set,
1 platform

Complex design and features,
1-2 platforms

Complex design, development
and support, 2 platforms

Full access to all design and
development features

Source: Avendus Low code report, ICICI Direct Research

mendix ©) Betty Blocks Appmn @ outsystems

= Free for up to 10 users for = Pricing starts at $1.470 per = One single app that is = Pricing starts at $4,000 for
basic app creation, month billed annually with priced per user up to 1,000 end-users
deployment, and support 10GB storage = ~$60 per user per month = Pricing starts at $10,000

= For enterprises, = The company also offers a for unlimited end-users
the pricing starts at $1,.875 free version for basic users

per month for a single app
with automated backups and
guaranteed uptime

Source: Avendus Low code report, ICICI Direct Research
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Investment Rationale

Increasing annuity mix, new logo addition to drive growth

Newgen Software has added 53 logos in FY22. Historically, it was adding 70-80 logos
in a year but the logo addition has slowed down in the last couple of years due to i)
Covid restriction on travel ii) India business impact due to consolidation of banks
(66% vertical mix). The company is now looking to scale up the logo additions, going
forward, as travel opens up and indicated that they would like to go back to run rate
of 70-80 logo additions in a year, going forward.

Newgen is also focusing on increasing mix of annuity based revenues (recurring
business) from its existing clients. As customer relationships mature and deepen,
Newgen seeks to maximise its revenues and profitability by expanding the scope of
its offerings with the objective of winning more business from customers. Many of
its existing customers typically expand their usage by either purchasing additional
products or expanding the usage of the product from one location to additional
locations in which they operate (consequently, increasing number of users).

We bake in 17.2% CAGR revenue growth over FY22-24, which would be driven by
31% revenue growth in subscription (SaaS+ ATS/AMC). Subscription revenues
would grow on addition of new logos and mining of existing customer relationship.
We estimate 10% CAGR growth in support revenues (which is typically billed on
additional manpower provides for some of its selected large customers), resulting
Annuity (SaaS + ATS/AMC+ Support) revenues to grow 21.8% growth over FY22-
24 and forms 63% of the revenue mix.

Exhibit 30: Revenues to grow at 17.2% CAGR over FY22-24

Exhibit 31: Driven by subscription growth 31% CAGR
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FY20 FY21 FY22 FY23E FY24E FY19 FY20 FY21 FY22 FY23E FY24E
mmmm Revenue (% crore) Growth (%) mmmmm Subscription Revenue (% crore) Growth (%)
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 32: While support to grow at 10% CAGR Exhibit 33: Resulting annuity growth of 21.8% CAGR
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Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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We believe repeat business is also a function of recognition of the company as a
strong performer in Forrester Wave report of digital process automation where the
company has been recognised in the strong performers category consistently over
the last few years.

Exhibit 34: Forrester report Q3 2017 Exhibit 35: Forrester report Q4 2021

Chall C d P Sftmng Lead Strorlg
alengers  Lontenders  Feromers aders Challengers  Contenders  Performers Leaders
Strong Pegasystems
A Stronger
Newgen Appian O current
Software  |gMm offering
Software AG A
TIBCO Software (D? © % () oracte
Bizagi
OpenText Newgen Software
DST Systems (-) o) l}
Current
offering Nintex OpenText )
Kofax +)  *Bizagi
() Hyland
AgiePoint &
Aon vy + (- Nntex
Market presence Bonitasoft*
Weak "3@@@
Weak Strategy » Strong

Source: Forrecter Wave report for digital process automation, ICICI Direct Research

Source: Forrecter Wave report for digital process automation, ICICI Direct Research

Saa$S, which has formed only 9% of the revenue still has a long runway for growth,
which we can pick up from the data points mentioned

e As per ESDS RHP document, Global Software as a Service (SaaS) market
grew at 19.2% CAGR over CY17-20 to reach to US$100 bn. The global SaaS
market is expected to grow 4x to US$400 bn by CY25. Indian SaaS market
grew 27% over FY15-20 while it is expected to grow.4% over FY20-25

e As per ESDS RHP document, some of the growth drivers for SaaS globally
includes: i) promotion of SaaS adoption by governments worldwide, ii) data
driven decision making culture, iii) rise in consumption based models and
iv) deployment of futuristic technologies in SaaS

ICICI Securities | Retail Research 12



ﬂ Stack Tales | Newgen Software Technologies ICICI Direct Research

Exhibit 36: Global SaaS industry grows 19.2% over 2017-20 [ Exhibit 37: While expected to grow 4x by CY25
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Source: ESDS Software DRHP, ICICI Direct Research Source: ESDS Software DRHP, ICIC/ Direct Research

Exhibit 38: India SaaS grows 27.2% over FY15-20 Exhibit 39: Expected to grow 33.4% CAGR over FY20-25
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Source: ESDS Software DRHP, ICIC/ Direct Research Source: ESDS Software DRHP, ICICI Direct Research

GSI provides huge runway for growth, if executed as per plans

Once most software product companies reach a particular size and scale, their
products are carried by global system integrators (GSI). It is a worldwide
phenomenon. The typical milestone that the product companies follow is revenue
touching US$100 mn. Newgen’s FY22 revenue achieved that milestone. Now it is
looking to scale up GSI opportunity to the next level.

The company started working with GSls 18 to 24 months back. It is currently working
with four to five GSls. The opportunity funnel has improved significantly as it grew
from 40 cases in FY21 to 70-80 cases in FY22. The idea here is to capture accounts
of Fortune 2000 companies where GSI will already have made inroads and Newgen
will not have direct access due to size and scale. Initially GSI deals were largely
localised to US geography but Newgen started exploring deals in other territories,
which resulted in securing few wins in Australia, APAC and in Europe as well.

As per the company, currently the revenue mix from GSl is miniscule i.e. <5% as it
is recent initiative. The company is looking to scale up this opportunity in the next
three to four years. The typical revenue model here is per user per month (PUPM).
Hence, customers end up buying this platform and depending on their usage, the
payment happens. E.g. it has contracted for 100 users or 500 users or thousand users
and will charge anywhere between $50 and $60 per user per month to $180
depending on the kind of components they are consuming.

We have worked on scenario analysis for GSI opportunity. We have made certain
assumptions as per indications by the management on the funnel size, winning rate
and indicate revenue potential range.
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Exhibit 40: Scenario analysis of GSI opportunity

Scenario A B C Remark
GSl accounts being persuied - A 70 70 70
Deal Size range (USD mn)- B 500K-3mn 500K-3mn 500K-3mn
Winning rate (%) -C 15 20 25 As per managementindication
No of accounts can be won- D = A*C% 11 14 18
Max potential revenue opprtunity (USD mn)- E 11 14 18 D*USD 1 mn
USD/INR rate 75 75 75
Max potential revenue opprtunity (in INR crore 79 105 131
Revenue in FY22 -G 779 779 779
Revenue in FY24E -H 1,030 1,030 1,030 Assuming 15% CAGR over FY22-24E
Revenue in FY24E - | 1,122 1,122 1,122 Assuming 20% CAGR over FY22-24E
[ Calculation for 15% revenue growth in FY22-24E 7T i
“Revenue potential Including GSI- F+H - FY2aE 1109 1135 1ae1 )
EBITDA 255 261 267 at23% margin - lower end of the guidance
PAT 222 227 232 Guidance of 20% PAT margin
Current Mcap 2,506 2,506 2,506
P/E(x) - FY24E 11.3 11.0 10.8

Revenue potential Including GSI - F+1 - FY24E 1,201 1,227 1,263

EBITDA 276 261 267 at23% margin - lower end of the guidance
PAT 240 245 251 Guidance of 20% PAT margin

Current Mcap 2,506 2,506 2,506

P/E(x) - FY24E 10.4 10.2 10.0

Source: Nasscom, ICICI Direct Research

Our calculation suggests that depending on the winning rate, GSI could provide
incremental revenue opportunity in the range of & 79 crore to T 131 crore, which is
over and above 20% revenue growth guidance given by the management.

Strong focus on R&D to remain competitive

Newgen plans to expand the product portfolio through investments in advanced
features and technologies. It is constantly engaged in enhancement of R&D
capabilities, particularly with a view to create solutions in emerging technologies that
enhance the ability to develop tools for enabling entry into new areas and developing
products that address customers in specific industries. Key focus areas include
artificial intelligence/ machine learning, business intelligence and analytics. Newgen
continues to work with customers in mature markets to build capabilities, both in
domain and technology, for enhancing the product offering, strengthening the
platform and expanding the number of features available to customers.

Over the years, its products, have been consistently recognised by leading industry
analysts across categories. Its R&D team has grown to about 580 employees as of
FY22 and has been consistently working on strengthening capabilities on its
platform. The company now has 23 patent grants across India and US out of 43
patents filed so far.

The company also did small acquisition of ‘Number Theory’ in FY22 for the total
consideration of ¥14 crore (37.03 crore upfront payment and rest would be paid over
the next 3 years equally. The acquisition is expected to further strengthen Newgen'’s
platform with AlI/ML (artificial intelligence and machine learning) modelling and data
analytics capabilities. Number Theory is expected to bring domain expertise, along
with a powerful engine to extract actionable insights in real time. The platform
improves productivity, enhances collaboration, and speeds up Al project execution
to accelerate the data to insights journey

ICICI Securities | Retail Research
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Exhibit 41: Key patents granted
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Source: Nasscom, ICICI Direct Research

Exhibit 42: Skilled R&D team of 580 people as on FY22 Exhibit 43: R&D investments now at 10.2% of revenue
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Financial story in charts

Exhibit 36: Revenues trend (% crore)
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Exhibit 37: EBITDA margin trend over the years..
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Exhibit 39: RoE & RoCE trend (%)
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Source: Company, ICICI Direct Research

Key risks and concerns

GSI opportunity does not materialise as per expectation

Newgen is looking to tap Global system integrators (GSI) like TCS, Infosys, Wipro,
HCL Tech for the next stage of growth. The GSI funnel has increased from 40 cases
in FY21 to 70-80 cases in FY22. The GSI contributes less than 5% of revenue currently
which they are looking to scale up going forward.

On account of near term headwinds such as high interest cost, elevated energy
prices and possibility of recession in US, large business impact on GSIs cannot be
ruled out in terms of significant reduction in tech spending from some of their biggest
clients. This would have a direct bearing on Newgen’s incremental revenue growth.

Travelling cost, if go back to historical levels may impact
EBITDA margins

The company reported 28% EBITDA margins in FY21 because of significant savings
in travel related costs. Historically travel related costs used to be at 9-11% of sales
has come down to 1.8% of sales in FY21. The management indicated that as
percentage of sales, this costs can go back to 4-5% of sales. If travel costs reach
closer to historical trends, it can impact EBITDA margins.

High attrition impacting profitability

LTM attrition in Newgen has touched 40% in FY22, which is concerning. The
company indicated that they have been taking some corrective measures, which
includes salary hikes and upskilling of the employees. Failure of retention of key
talent especially in the R&D unit can impact financials.

ICICI Securities | Retail Research
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Financial Summary

Exhibit 27: Profit & Loss statement (X crore) M Exhibit 28: Cash flow statement R crore)
(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Total operating Income 673 779 911 1,071 Profit 181 203 236 273
Growth (%) 1.8 15.8 16.9 17.5 Add: Depreciation 20 18 18 21
COGS (employee expenses) 328 409 437 514 Others 23 6 (26) (26)
Other expenses 153 175 246 289 Inc/(dec) in working capital 23 (36) 70 (38)
Total Operating Expenditure 481 584 683 803 Taxes paid (31) (48) (47) (55)
EBITDA 192 195 228 268 CF from operating activities 216 143 250 175
Growth (%) 83.5 1.4 17.0 17.5 (Inc)/dec in Fixed Assets (12) (13) (15) (18)
Depreciation 20 18 18 21 Others (131) (68) 30 30
Other income (net) 9 26 26 26 CF from investing activities (143) (81) 14 12
PBT 181 203 236 273 Dividend paid & dividend tax (14) (24) (21) (21)
Total Tax 55 39 47 55 Others (88) (8) (3) (3)
PAT 126 164 189 218 CF from financing activities (102) (32) (24) (24)
Growth (%) 73.9 29.8 14.9 15.6 Net Cash flow (30) 30 240 163
Diluted EPS (%) 18.1 23.5 27.0 31.2 Exchange difference 1 2 - -
Growth (%) 72.2 29.9 14.9 15.6 Opening Cash 270 242 276 516

Source: Company, ICICI Direct Research C|osing cash & Bank 242 276 516 679

Source: Company, ICICI Direct Research

Exhibit 29: Balance Sheet Statement  crore)
(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Equity Capital 69 70 70 70 Per share data (%)

Reserve and Surplus 596 742 910 1,107 Diluted EPS 18.1 23.5 27.0 31.2
Total Shareholders funds 666 811 979 1,176 Cash EPS 21.2 26.1 29.7 34.4
Total Debt 6 6 6 BV 96 17 141 169
Lease liablity 14 15 15 15 DPS 3.5 3.5 3.0 3.0
Provisions 29 33 39 45 Cash Per Share 35 40 74 98
Other non current liabilties 4 - - Operating Ratios (%)
Total Liabilities 708 870 1,039 1,243 EBITDA margin 28.5 25.0 25.0 25.0
Assets PBT Margin 26.9 26.1 259 25.5
Property,plant and equipment 158 163 161 164 PAT Margin 18.8 21.1 20.7 20.4
Goodwil 3 3 3 Debtor days 129 120 115 110
Intangibles 1 16 16 16 Unbilled days R R R R
Right-of-use assets 46 48 43 36 Creditor days 12 12 12 12
Other non current assets 67 131 76 89 Return Ratios (%)
Cash & bank balance 242 276 516 679 RoE 19.0 20.2 19.3 185
Current Investments 83 92 92 92 RoCE 26.4 23.7 23.0 22.2
Trade receivables 239 279 287 323 RolC 35.3 28.4 37.7 41.2
Unbilled revenue . : Valuation Ratios (x)
Other financial assets 78 88 106 124 P/E 19.4 15.0 13.1 13
Other current assets 8 " 10 12 EV / EBITDA 1.2 10.8 8.2 6.4
Total Current Assets 649 746 1,011 1,230 EV / Net Sales 3.2 27 21 16
I:iz ﬁ:g:ses 22 33 3; 33 Market Cap / Sales 3.7 3.2 2.7 2.3

o Price to Book Value 3.7 3.0 2.5 2.1
OCL & provisions 184 194 234 253 .
Total Current Liabilties 212 237 211 296  Solvency Ratios

Debt/EBITDA - 0.0 0.0 0.0

Net Current Assets 437 509 740 935 ]
Application of Funds 708 870 1,039 1,243 Debt / Equity . 00 0.0 0.0

Source: Company, ICICI Direct Research Current Ratio 3.0 3.4 2.8 21

Quick Ratio 3.0 3.4 2.8 2.7
Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours 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%
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