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Aspiring to reach US$500 mn annual revenues in 5-6 =7 newgen

e Annuity based revenues (SaaS + ATS/AMC + Support) comprises 59% of
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About the stock: Incorporated in 1992, Newgen is a low code application =]
- - - paricus M8
development platform company. It is an established player in the market of =)
enterprise content management (ECM), business process management (BPM) & Particular Amount >
customer communications management (CCM). Market Cap ( Crore) 2,575 %
Total Debt g—
. . . Cash and Invest (X C 368
revenue mix while license & others form 20.7% revenue mix each ENEEIIE B 8
. . k . . . EV (% Crore) 2,206

e Vertical wise, BFSI comprises 66% of revenue mix while geographical &

break-up has been largely equal between India, US, EMEA & APAC UCE Y &)
Equity capital 69.5
Face value 10.0

Q2FY23 Results: Newgen reported strong YoY revenue growth. Shareholding pattern

Dec-21 Mar-22 Jun-22 Sep-22

e Reported revenue up 21.9% YoY led by SaaS, which grew 50% YoY Promoter 552 552 552 554
e The company added 14 new logos in Q2 and 20 in H1FY23 Fil 175 157 148 157
e Annuity revenue grew 24.3% YoY DIl 7.6 1.5 6.8 7.0

Public 198 217 233 219

What should investors do? Newgen'’s share price has grown ~1.5x since listing in

January 2018-October 2022. 20,000 r §§§
16,000 } &
N . 500
e We maintain BUY rating on the stock 1;383 M §§§
. . . 4,000
Target Price and Valuation: We value Newgen at % 445 i.e. 13x P/E on FY25E EPS. P I oy [
5355352855
Key triggers for future price performance: i ) Pree (1491

e Strong logo addition and increasing annuity mix (recurring business) from Recent event & key risks

existing clients would aid revenue growth of 16.2% CAGR in FY22-25E ]
e The company is working on 90 cases as far as GSI opportunity is concerned, * Added 14 new logos in Q2FY23
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which could provide an incremental revenue opportunity of ¥ 79-131 crore e Key Risk: (i) Supply side
depending on the funnel as well as winning rate, etc challenges persist, (i) GSI
[ ] Recent aCQUISitIOI"I Of numbel’ theOI’y W|” Strengthen |tS platform W|th Al/ML Opportunity not panning out as
modelling and data analytics capability per expectations
Research Analyst
Alternate Stock Idea: Apart from Newgen, in our IT coverage we also like Intellect. Smeslrley
sameer.pardikar@icicisecurities.com
e SaaS driven BFSI focused product company .
Sujay Chavan
e BUY with a target price of ¥ 740 sujay.chavan@icicisecurities.com
Key Financial Summary
5 Year CAGR 3 Year CAGR
< Crore FY21 FY22 (FY17-22) FY23E FY24E FY25E (FY22-25E)
Net Sales 673 719 12.8 920 1,081 1,221 16.2
EBITDA 192 195 22.6 21 254 290 14.2
EBITDA Margins (%) 28.5 25.0 23.0 23.5 23.8
Net Profit 126 164 26.2 175 212 239 13.4
EPS ) 18.1 23.5 25.1 30.4 34.3
P/E 20.2 15.7 14.7 12.1 10.8
RoNW (%) 19.0 20.2 18.2 18.3 17.4
RoCE (%) 26.4 23.7 21.7 21.4 20.4

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

The company reported revenue of ¥ 226.1 crore, up 21.9%. Annuity revenue
(ATS/AMC, SaaS & Support) (which is 63% of the mix for Q2) reported a
revenue of ¥ 142.5 crore, up 24.3% YoY while license revenue was 20.8%
of the mix for Q2, up 15% YoY to ¥ 47.1 crore. The subscription revenue
(ATS/AMC & SaaS that is 35.1% of mix), as per the company, growth
momentum indicator grew 30.4% YoY

The company reported EBITDA margin of 16.6%, down ~850 bps YoY and
EBITDA of ¥ 37.6 crore. The company indicated that the drop was due to
continued elevated employee cost (up 25.3% YoY) due to persistent supply
side challenges and resumption of travel cost

Geography wise India (29.8% of revenue mix), EMEA (32.6% of mix) & APAC
(14.7% of mix) grew 27.2%, 23.5% & 39% YoY, respectively, while US
region reported growth of 5.8% YoY due to change in company’s strategy

The company indicated that growth in the quarter was mainly driven by
India, APAC and EMEA market while the US market continued to be a pain
point. Newgen indicated that growth in the US market was also impacted
by some change of strategy wherein it is now looking to tap some large
deals and consequently also did some leadership changes there. It expects
some recovery in the US market but also indicated that decision making has
slowed down in the market. It indicated that its clients continue to spend on
its products and it has not witnessed any slowdown in its traditional market.
It expects continued growth momentum, especially from EMEA market, if
oil prices remain stable at this level

Vertical wise, banking (61.4% of mix) reported 15.2% YoY growth with
revenue of T 138.9 crore while government/PSU & insurance reported
growth of 363.4% & 9.8% YoY, respectively, albeit on a lower base with a
revenue of ¥ 34.4 crore & T 16.3 crore, respectively. BPO/IT & Healthcare
vertical reported a YoY decline of 2.7% & 3.8%, respectively

The company maintained EBITDA margin guidance band of 23-25% in FY23.
It mentioned that cost structures of H1 have been unusually high compared
to historical trends due to a spike in attrition, which pushes wage correction
for roles in Q2 as well, returning of some costs in terms of travelling and
facility expenses. Newgen expects attrition to moderate in H2 and expects
pyramid optimisation benefits to help margin performance in H2

Newgen added 14 new logos in the quarter. The company had earlier
indicated that it will add 50-60 new logos in FY23, which implies strong logo
addition in H2

The company launched low code, comprehensive, easily, configurable and
future-ready trade finance platform during the quarter. Newgen termed this
as a game changer in the banking industry as it expected banks to go
paperless and streamline their end to end trade processes while ensuring
compliance with domestic and international regulations. The company also
opined that trade finance is on the verge of transformation as these
processes are quite old i.e. seven to eight years. Newgen is pursuing 30
opportunities here and is looking to close three to four opportunities in the
near term. The company also indicated that through this platform, it is
chasing large size deals here. Newgen also indicated that this product is also
expected to provide a long tail of opportunities ahead

The company is aspiring to be a US$500mn annual revenue company in the
next five to six years. Newgen also indicated that this aspiration is based on
improved performance from the US market (which is lagging currently) and
continued steady performance from the other geographies. The company
also indicated that its newly launched trade finance platform is expected to
be one of the key growth levers for this aspiration. Newgen maintained its
revenue growth guidance of 20% for FY23. The company also indicated that
it not averse to an inorganic acquisition if a strategic opportunity arises as it
has substantial cash reserves

ICICI Securities | Retail Research
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e The company sees strong deal pipeline as far as GS| opportunity is
concerned as the funnel now increased further and stands at 90 deals. It
closed two deals during the quarter (one from the US and another from
Australia). Newgen indicated that though the pipeline for GSI opportunities
continues to be strong, deal conversion here is not happening as per its
expectations. Hence, growth is getting impacted

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

Q2FY23 Q2FY22 YoY (%) Q1FY23 QoQ (%) Comments
SaaS revenue grew by 50% YoY while Subscription & Annuity revenues
Revenue 226.1 185.5 21.9 1817.9
ven grew by 30.4% & 24.3% YoY respectively
Employee expense 127.8 102.0 25.3 116.2 10.0
Gross Margin 98.4 83.5 17.7 .1 31.2
Gross margin (%) 43.5 45.0 -154 bps 38.2 534 bps
other expense 60.8 36.9 64.6 52.4 15.9
EBITDA 31.6 46.6 -19.4 19.3 95.0
EBITDA Margin (%) 16.6 251 851 bps 10.3 636 bps zlclla;;gln impacted due to supply side challenges & normalization of travel
Depreciation & amortisation 6.1 4.3 42.4 5.6 8.4
EBIT 31.5 42.3 -25.6 13.6 130.7
EBIT Margin (%) 13.9 22.8 -889 bps 1.3 666 bps
Other income (less interest) 5.4 6.4 -14.8 9.3 -41.6
PBT 36.9 48.7 -24.2 22.9 60.9
Tax paid 6.6 11.3 -41.3 3.8 76.0
PAT 30.3 37.4 -19.0 19.2 57.9

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY23E FY24E FY25E Comments
% Crore) Old New % Change Old New % Change Introduced
Revenue M 920 1.0 1,071 1,081 1.0 1,221
EBITDA 228 21 -1.3 268 254 -5.1 290

We are now building margin at the
lower end of 23-25% guidance due to

EBITDA Margin (%) 25.0 23.0 -205 bps 25.0 23.5 -150 bps . L
elevated employee costs amid high
attrition

PAT 189 175 -1.1 218 212 2.7 239

EPS ) 27.0 25.1 -1.1 31.2 30.4 2.7 34.3

Source: Company, ICICI Direct Research
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Key Metrics
Exhibit 3: Revenue grows 21.9% YoY Exhibit 4: SaaS revenue forms 10.4% of revenue mix
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Exhibit 7: License revenue remains lumpy Exhibit 8: License & annuity revenue mix trend
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Exhibit 9: Client addition picks up in Q2, adds 20 in H1 Exhibit 10: India strong revenue growth continues
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Exhibit 11: As is EMEA revenue growth Exhibit 12: APAC revenue trend
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Exhibit 13: US decision making has been slower Exhibit 14: Banking revenue growing stronger

60.0 - 54.7 56.1 55.9 54.8 53.6 517 1600 - 155.1
550 - . 48.9 : 1500 A 138.9
500 1 " 46.0 1400 A
50 | 125.1 127.6
. 1300 A 120.6 120.6 116.5
40.0 4 1200 :
350 - 1100 | 105.3
300 1 1000 -
:gg 1 00 | 83
) L e S S S U 800 |
o~ o~ o~ N N o~ o~ ~N ~N
= = = = = = = = = 70.0 T T T T T T T T )
3 3 3 b} 3 8 3 2] 8 &S & & &8 §© N 8 & &
> > > > > > > > >
) ) & & S = & & = = &
USA Region Revenue (in Crs) g 8 &8 &5 8 8 & =5 g

Source: Company, ICICI Direct Research Banking Revenue (inCrs)

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 6



ﬂ Company Update | Newgen Software

Financial Summary

Exhibit 15: Profit & loss statement (X crore)
(Year-end March) FY22 FY23E FY24E FY25E
Total operating Income 779 920 1,081 1,221
Growth (%) 15.8 18.1 17.5 12.9
COGS (employee expenses) 409 489 579 650
Other expenses 175 220 248 280
Total Operating Expenditure 584 709 827 931
EBITDA 195 211 254 290
Growth (%) 1.4 8.5 20.3 14.1
Depreciation 18 18 22 24
Other income (net) 26 26 26 26
PBT 203 219 259 292
Total Tax 39 44 47 53
PAT 164 175 212 239
Growth (%) 29.8 6.8 21.1 12.8
Diluted EPS (%) 23.5 25.1 30.4 34.3
Growth (%) 29.9 6.8 21.1 12.8

Source: Company, ICICI Direct Research,

Exhibit 17: Balance Sheet
(Year-end March) FY22 FY23E FY24E FY25E
Equity Capital 70 70 70 70
Reserve and Surplus 742 896 1,088 1,306
Total Shareholders funds 811 966 1,157 1,376
Total Debt 6 6 6 6
Lease liablity 15 15 15 15
Provisions 33 39 46 52
Other non current liabilties 4 - - -
Total Liabilities 870 1,026 1,224 1,449
Assets
Property, plant and equipment 163 161 164 168
Goodwill 3 3 3 3
Intangibles 16 16 16 16
Right-of-use assets 48 43 36 29
Other non current assets 131 74 85 96
Cash & bank balance 276 502 661 840
Current Investments 92 92 92 92
Trade receivables 279 290 326 368
Unbilled revenue - - - -
Other financial assets 88 107 125 141
Other current assets 1" 10 12 14
Total Current Assets 746 1,001 1,217 1,455
Trade payables 36 31 36 41
Lease liablity 7 7 7 7
OCL & provisions 194 235 254 271
Total Current Liabilities 237 273 297 318
Net Current Assets 509 729 920 1,137
Application of Funds 870 1,026 1,224 1,449

ICICI Direct Research

Exhibit 16: Cash flow statement

(Year-end March)

Profit

Add: Depreciation

Others

Inc/(dec) in working capital
Taxes paid

CF from operating activiti
(Inc)/dec in Fixed Assets
Others

CF from investing activiti
Dividend paid & dividend tax
Others

CF from financing activiti
Net Cash flow

Exchange difference

Opening Cash

Closing cash & Bank

FY22
203
18

6
(36)
(48)

143
(13)
(68)
(81)
(24)
(8)
(32)

242
276

FY23E
219
18
(26)
69
(44)
236
(16)
30
14
(21)
(3)
(24)
226
216
502

FY24E
259
22
(26)
(35)
(47)
172
(18)
30
12
(21)
3)
(24)
159

502
661

(% crore)

FY25E
292

24
(26)
(44)
(53)

194
(21)

(21)
3)
(24)
179

661
840

Source: Company, ICICI Direct Research

(X crore) I Exhibit 18: Key ratios

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

(Year-end March)
Per share data (%)
Diluted EPS

Cash EPS

BV

DPS

Cash Per Share
Operating Ratios (%)
EBITDA margin

PBT Margin

PAT Margin

Debtor days

Unbilled days

Creditor days

Return Ratios (%)
RoE

RoCE

RolC

Valuation Ratios (x)
P/E

EV / EBITDA

EV / Net Sales
Market Cap / Sales
Price to Book Value
Solvency Ratios
Debt/EBITDA

Debt / Equity

Current Ratio

Quick Ratio

FY22

235
26.1
117
35
40

25.0
26.1
211

120

20.2
23.7
28.4

15.7
11.4
2.8
3.3
3.2

0.0
0.0
3.4
3.4

FY23E

25.1
21.8
139
3.0
72

23.0
23.8
19.1

115

18.2
21.7
34.6

14.7
9.4
2.2
2.8
2.7

0.0
0.0
2.8
2.8

FY24E

30.4
33.6
166
3.0
95

23.5
23.9
19.6

110

18.3
21.4
39.0

12.1
1.2
1.7
2.4
2.2

0.0
0.0
2.7
2.7

FY25E

34.3
37.9
198
3.0
121

23.8
23.9
19.6

110

17.4
20.4
41.4

10.8
5.7
1.4
2.1
1.9

0.0
0.0
2.7
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%
1+
ﬁ'clcl(i//r‘v‘[ com | “.“_f. | |
I».lllm-nll’-)'::)ul Fingertips | BHOI{ER \ .
ICICI Securities Ltd. 75 STARMINE | |
| Eﬂ;‘avysmwa'd 2012 ‘£=-;
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 Research 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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