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KEY HIGHLIGHTS

1. RESULTS OVERVIEW:

= Intellect Design Arena Ltd Q2FY23 consolidated revenues came in at
X527.54 Cr, up 16.68% YoY and down 2.54% QoQ.

= EBITDA for Q2FY23 stood at £83.96 Cr, down 28.23% YoY and down 28.96%

RECOMMENDATION - BUY

CMP - 457
TARGET — 524 (15%)

QoQ. Industry IT - Software
= EBITDA margins for Q2FY23 came at 15.92% as compared to 21.61% in NSE CODE INTELLECT
Q1FY23 and 26.14% in Q2FY22. BSE CODE 538835
= PAT for Q2FY23 stood at X48.45 Cr, down 41.3% YoY and down 33.8% QoQ. Market Cap (X Cr) 6006.65
Shares Outstanding (in Cr) 13.54
2. MANAGEMENT COMMENTARY: 52 wk High/Low (3) 986.65/407.45
= Management mentioned that slowing of demand environment, longer P/E 19.34
. o . oy . . P/BV 3.27
decision making time by clients and shrinking of deal size had impacted
. . Face Value (X) 5.00
their growth during Q2FY23. Book Value (%) 135.58
= Management rewsgd downward the revenue guidance to 15% for FY23 EPS (FY22) %) 25.94
vs 20% growth earlier. Dividend Yield (%) 0.26
= Management remains confident on achieving 20%+ EBITDA margins for Debt / Equity 0.00
FY23. Interest Coverage 57.60

3. SEGMENTAL ANALYSIS:
= Q2FY23 Revenue Breakup: License (12%), AMC (17%), Implementation &

Customization (48%), Cloud/SaaS (23%).
H1FY23 Currency Wise Revenue Mix: USD (36%), GBP (20%), CAD (8%), INR

SHAREHOLDING PATTERN

(27%), EURO (3%), Others (6%) Sep22  Jun22 Mar22

Promoters 30.66 30.76 30.86

MF/ DII 1.44 1.58 1.86

4. CONCALL SUMMARY FII/FPI 24.49 24.60 25.42

= During the quarter company launched 2 Al-based Platforms - Magic Invoice Retail & Others 4267 4214  41.12
and iESG Promoter

= 14 new Customers have chosen Intellect’s Digital stack for their Digital Pledging 0.00 0.00 0.00

transformation, including 9 Customers who have chosen Intellect platforms
in Q2 FY 23
Platform revenue of Q2 FY 23 is INR 119 Cr as against INR 90 Cr in Q2 FY22 -

FINANCIAL SNAPSHOT (X Cr)

grew 33% YoY Y/E March 2022A 2023E 2024E
= License Revenue of Q2 FY23 is INR 68 Cr as against INR 86 Cr in Q2 FY22 Crore
= AMC Revenue of Q2 FY23 is INR 90 Cr as against INR 81 Crin Q2 FY22 - grew i 1878 2189 218
10% Yo Sales Gr. (%) 25 17 15
. . . . EBITDA 470 419 554
= The destiny deals increased by 2 during Q2FY23 taking it to 66. The average EBITDA % 25 19 2
size of destiny deals declined to USS5.5 mn from USS$S6.2 mn in Q1FY23. PAT 349 251 345
= Management mentioned that the funnel remains steady at US$818 Mn, EPS (%) 25.94 18.53 25 44
+1.6% QoQ Ratios
= QOperating cash flow in H1FY23 is low mainly due to bonus payout, travelling RoE (%) 21.8 22.1 21.5
expenses and increase in employee expenses. RoCE (%) 25.3 25.8 26.2
= During Q2FY23, the company recorded 10 Digital led wins including 9 Payout (%) 0.0 0.0 0.0
Platform deal wins. Valuation
P/E (x) 27.5 24.7 18.0
P/BV (x) 5.2 3.5 2.8
5. VALUATION AND OUTLOOK:
We believe company will continue to perform well over next few quarters due
to robust demand environment. Company is continuously launching Al based
products in the Financial sector due to strong demand. Also the confident
commentary from management aim to achieve 20%+ EBITDA margins are other
positive triggers for stock. - - -
IT Sector companies are facing supply based challenges across the globe and Historical & Industrial Val Ratios
may remain volatile in near term but we believe long term growth drivers of Historical P/E 36.79
this sector remains intact. Industry P/E 30.25
We give a “BUY” rating on the stock and value the stock at 20.6x FY24E Historical P/B 4.18
earnings to arrive at the target of 524. Industry P/B 8.90
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REVENUE SPLIT

Vertical Mix (Q2 FY23)

Currency Wise (H1 FY23)
3.0% 6-0%

M License @ UsD
H GBP
HAMC
M CAD
u Implemen.tati.on & INR
& Customization
H Cloud/Saas @ EURO
i Others
QUARTERLY PERFORMANCE (CONSOLIDATED) (X Cr)
Y/E March FY21 FY22 FY23
FY22 FY23E*
Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3E*
Net sales 398 408 452 508 509 541 528 549 1878 2189.20
YoY change (%) 11.04% 18.06% 21.61% 32.99% 28.13% 32.56% 16.68% 8.09% 25.43% 16.56%
Total Expenditures 298 313 337 378 389 429 446 446 1406 1770
EBITDA 100 95 115 130 121 113 82 110 472 419
Margins (%) 25% 23% 26% 26% 24% 21% 15% 20% 25% 19%
Depreciation 20 23 24 25 26 28 29 30 98 117
Interest 1 1 1 1 1 1 1 1 4 4
Other income 11 16 0 11 26 10 11 10 43 41
PBT 90 88 91 115 120 93 62 89 413 339
Rate (%) 9% 16% 12% 12% 20% 26% 26% 26% 15% 26%
Adjusted PAT 81 74 79 101 95 69 46 66 349 250
EPS in Rs 6.06 5.51 5.91 7.51 7.08 5.09 3.38 4.85 25.94 18.53
Key Performance Indicators
Current Funnel ($ Mn) 573 628 649 675 725 805 849
Deal Wins 12 10 9 10 6 10 14
Large Deal Wins 4 5 0 0 3 5 0
Implementation Go Lives 26 11 6 11 6 11 14
Avg Destiny Deal Size ($ Mn) 5.6 5.6 5.6 5.8 6.0 6.2 5.4
Inv in Prod Dev (Rs Mn) 284 287 290 282 297

Source: Company, Hem Securities Research.
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INDUSTRY OVERVIEW

India is the world's largest sourcing destination with largest qualified
talent pool of technical graduates in the world.
The IT sector is the largest employer within the private sector.
The Indian IT industry accounted for 19.2% of the total global IT spend in
FY21.

Indian technology industry contributes ~8% share to the national GDP,
with a 52% share of services exports, and a 50% share in total FDI.
The priority tech spending areas are expected to be augmented reality
and virtual reality (AR/VR), mixed reality, Internet of Things (loT),
artificial intelligence (Al), robotics and cloud.
This push towards cloud services has boosted hyper-scale data centre
investments, with global investments estimated to exceed ~USS 200
billion annually by 2025.
The digital transformation deals have seen a 30% jump since the
pandemic.

In Budget 2022-23, the government has allocated Rs. 88,568 crore (USS
11.58 billion) to the IT and telecom sector.

Leading players in Indian IT Industry (Small Cap Space) includes Mastek,
Happiest Minds, Cyient, Intellect Design Arena, Birlasoft, Zensar
Technologies, Sonata Software etc.

KEY PLAYERS in SmallCap IT

Zensar
Technologies

4,244

)

Sonata 5,553
Software 7,745

Mastek 2182

Intellect 1,878
Design Arena 6,007

. 4,534
Cyient 8,798

|

Revenues H M.cap

PEER PERFORMANCE (X Cr)
Particulars Intellect Zensar
Design Arena  Technologies Sonata
Ltd. Ltd. Cyient Ltd. Mastek Ltd. Software Ltd.
Market Cap 6,006.7 4,906.6 8,798.4 4,954.7 7,745.3
Net Sales 1,878.2 4,243.8 4,534.4 2,183.8 5,553.4
EBITDA 475.0 627.3 817.8 462.5 456.4
PAT 349.1 416.3 522.3 295.1 376.4
EPS(X) 25.9 18.4 47.3 98.3 27.2
EBITDA MARGIN % 27.4 18.7 20.5 22.8 10.2
PAT MARGIN % 18.5 9.9 11.5 15.3 6.8
ROCE % 25.7 24.2 22.0 38.3 48.6
ROE % 22.8 16.9 17.3 35.5 37.6
P/ETTM 19.3 13.9 18.3 16.0 18.5
P/B TTM 3.3 1.8 2.8 4.1 6.6
EV/EBITDA 12.0 6.42 10.0 10.1 12.1
Dividend Yield % 0.6 2.3 3.0 1.2 3.8
Source: Company, Hem Securities Research.
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STORY IN CHARTS

Revenue EBITDA & EBITDA Margin
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INVESTMENT RATIONALE:

= Revenues for LTM Q2FY23 grew 27% YoY to INR 2087 Cr.

= EBITDA for LTM Q2FY23 grew 9% YoY to INR 455 Cr

= Licence Linked Revenue for LTM Q2FY23 grew 22% to INR 1132 Cr.

= Annual Recurring Revenue for LTM Q2FY23 grew 35% to INR 794 Cr.

= Company won 41 wins including 21 platform deal wins in last twelve months.

= |In Q2FY23 14 new Customers have chosen Intellect’s Digital stack for their Digital transformation including 9 Customers
who have chosen Intellect platforms

= Company has diversified Geographical Revenue Mix.

= 35% increase in Pipeline which would aid the revenue growth in future.

=  The company is making continuous investments to improve the quarterly run rate to $90-100 Mn.

= iGTB launched new Platform under the larger theme of Consumerisation of Commercial Banking (COCB) — Banking as a
Service

=  iGCBis doing well in European markets where consumers are looking for migrating core banking to cloud based banking.

RISK / NEGATIVE FACTORS:

= EBITDA margins of IT companies are under pressure due to supply side challenges.

=  Management revised the revenue guidance for FY23 to ~15% vs earlier guidance of ~20%.

=  Promoter holding is low at ~31%.

= Foreign exchange risk is also involved with the company as a major part of their revenues comes from outside India.

= |ntroduction of superior products by their peers or some technology disruption in fintech space may be negative for
stock.

COMPANY RECAP

= Intellect Design Arena Ltd. is one of the fastest growing banking software company in the world with wide IP offering
across spectrum of banking financial services and insurance sub segments.

= |ntellect Design Arena Limited (INDA) de-merged from the BFSI product business unit of Polaris Consulting Services and
was listed in India in December 2014.

=  Company has 22 (12 direct and 10 step down) Subsidiary Companies and 2 associates as on March 31, 2022.

=  Company has a comprehensive portfolio of products across Global Consumer Banking, Central Banking, Risk & Treasury
Management, Global Transaction Banking and Insurance and is engaged in the business of software development.

= The four main verticals of the company are : Consumer banking (iGCB), Central Banking, Risk & Treasury (iRTB)
Transactional Banking (iGTB) Insurance (SEEC)

= |n FY22, company won 35 deals including 13 large deal wins.

=  Company has more than 260 customers and serves around 97 countries.

=  Company has very experienced and skilled leadership team including Arun Jain (Chairman & MD), Manish Maakan (CEO,
Global Transaction Banking), Rajesh Saxena (CEO, Retail & Central Banking), Banesh Prabhu (CEO, Intellect SEEC), TV
Sinha (Head, Treasury & Capital Markets) etc.
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ANNUAL PERFORMANCE

Financials & Valuations

Income Statement (XCr)
Y/E March 2018 2019 2020 2021 2022 2023E 2024E
Revenue from operations 1,087.29 1,449.57 1,346.88  1,497.46 1,878.18 2189.20 2517.59
Growth YoY (%) 19.01 33.32 -7.08 11.18 25.4 17% 15%
Total Expenditure 1,012.18 1,317.48  1,271.42  1,138.84  1,406.0 1770.16 1963.72
(%) of sales 93.09 90.89 94.40 76.05 74.86 80.86% 78.00%
EBITDA 75.11 132.09 75.46 358.62 470.2 419.04 553.87
EBITDA Growth (%) 849.54 91.40 -47.68 264.27 31.11 -10.88% 32.18%
EBITDA Margin (%) 9.36 13.44 7.57 24.80 25.03 19% 22%
Depreciation 26.53 41.56 68.96 76.71 97.56 117 127
EBIT 75.26 153.27 38.52 294.59 372.6 302.04 426.87
EBIT Growth (%) 660.78 103.67 -74.87 664.79 26.48 -18.94% 41.33%
Net Interest Expenses 16.56 16.03 21.99 12.98 4.27 4 3
Other Income 26.68 62.74 26.47 12.68 40.50 41 40
Earnings before Taxes 58.70 137.24 16.53 281.61 410.73 339.04 463.87
EBT Margin (%) 5.40 9.47 1.23 18.81 21.87 15.49% 18.43%
Tax-Total 7.03 8.95 5.09 25.45 60.29 89.33 120.61
Rate of tax (%) 11.98 6.52 30.80 9.04 14.68 26% 26%
Net Profit 51.67 128.30 11.44 256.16 350.44 249.71 343.26
PAT Growth (%) 278.49 148.30 -91.09 2,140.11 36.81 -28.74% 37.46%
PAT Margin (%) 4.75 8.85 0.85 17.11 18.66 11.41% 13.63%
Minority Interest -9.98 0.00 -1.66 -1.87 -1.4 -1.4 -1.4
Adjusted PAT 46.73 131.26 15.99 262.77 349.08 251.11 344.66
EPS 3.72 9.96 1.21 19.76 25.94 18.53 25.44
EPS Growth (%) 280.55 167.61 -87.87 1,535.36 31.28 -28.56% 37.26%
Balance Sheet
Y/E March 2018 2019 2020 2021 2022
Share Capital 63 66 66 66 67
Reserves 739 954 979 1,326 1,741
Net Worth 802 1020 1045 1392 1808
Borrowings 159 133 300 82 20
Other Liabilities 400 478 525 567 764
Total Liabilities & Equity 1,361 1,631 1,869 2,042 2,594
Fixed Assets 274 334 368 397 775
CWIP 196 228 312 349 4
Investments 69 68 77 146 416
Other Assets 822 1,001 1,113 1,150 1,398
Total Assets 1,361 1,631 1,869 2,042 2,594

Source: Company, Hem Securities Research.
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Ratios
Y/E March (Basic (INR) 2018 2019 2020 2021 2022
Profitability and return ratios
Net profit margin (%) 4.75 8.85 0.85 17.11 18.66
EBITDA margin (%) 9.36 13.44 7.57 24.80 25.03
EBIT margin (%) 6.92 10.57 2.86 19.67 19.83
ROE (%) 7.66 14.53 1.15 21.97 21.8
ROCE (%) 8.40 14.50 3.14 21.46 25.3
Working Capital & liquidity ratios
Payables (Days) 47.21 0.00 73.30 41 50
Inventory (Days) 0.00 0.00 0.00 0.00 0.00
Receivables (Days) 74.86 55.89 66.05 57.46 37
Current Ratio (x) 1.52 1.54 1.30 1.71 1.40
Valuations Ratios
EV/sales (x) 1.92 1.89 0.65 6.50 4.90
EV/EBITDA (x) 20.52 14.03 8.57 26.21 19.5
P/E (x) 44.29 20.44 45.27 37.43 27.5
P/BV (x) 2.68 2.70 0.72 7.39 5.2
Dividend Yield (%) 0.00 0.00 0.00 0.00 0.00
Leverage Ratio
Debt/Equity (x) 0.21 0.13 0.26 0.04 0.01

Cash Flow Statement

Y/E March 2018 2019 2020 2021 2022
CF from Operating activities (A) 49 -50 44 463 453
CF from Investing Activities (B) -154 1 -99 -193 -399
CF from Financing Activities (C) 143 63 80 -225 -52
Net Cash Flow 38 14 24 45 2
Add: Opening Bal. 23 61 75 100 145
Closing Balance 61 75 100 145 146

Source: Company, Hem Securities Research.
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RATING CRITERIA

INVESTMENT RATING EXPECTED RETURN
BUY >=15%
ACCUMULATE 5% to 15%

HOLD 0to 5%

REDUCE -5%to 0

SELL <-5%

RECOMMENDATION SUMMARY

DATE RATING TARGET
27 Dec 2021 Buy 813
6 June 2022 Buy 768
28 Nov 2022 Buy 524

DISCLAIMER

HEM Securities Limited (“Research Entity or HSL”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the
business of broking, depository services and other related activities. Broking services offered by HEM Securities Limited are under SEBI Registration
No.: INZ000168034.

This Report has been prepared by HEM Securities Limited in the capacity of a Research Analyst having SEBI Registration No. INH100002250 and
distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any
financial instrument or as an official confirmation of any transaction. The information contained herein is from publicly available data or other
sources believed to be reliable. This report is provided for assistance only and is not intended to be and must not alone be taken as the basis for an
investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such
investigation as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this
document (including the merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. This
should not be construed as invitation or solicitation to do business with HSL. The investment discussed or views expressed may not be suitable for
all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or
redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. 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
HSL and associates / group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report in
certain jurisdictions may be restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The
information given in this report is as of the date of this report and there can be no assurance that future results or events will be consistent with
this information. This information is subject to change without any prior notice. HSL reserves the right to make modifications and alterations to this
statement as may be required from time to time. HSL or any of its associates / group companies shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. HSL is committed to providing
independent and transparent recommendation to its clients. Neither HSL nor any of its associates, group companies, directors, employees, agents
or representatives shall be liable for any damages whether direct, indirect, special or consequential including loss of revenue or lost profits that
may arise from or in connection with the use of the information. Our proprietary trading and investment businesses may make investment
decisions that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance
.The disclosures of interest statements incorporated in this report are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all
customers may receive this report at the same time. We will not treat recipients as customers by virtue of their receiving this report.
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HSL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the securities thereof, of company(ies), mentioned herein or (b) be engaged in
any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or
have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the
time of publication of research report or at the time of public appearance.

Investments in securities market are subject to market risks, read all the related documents carefully before investing.

ANALYST CERTIFICATION/ DISCLOSURE OF INTEREST

Name of the Research Analyst: ABHISHEK SHARDA

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific
recommendations or views expressed in this report.

SN Particulars Yes/No
1. Research Analyst or his/her relative’s or HSL’s financial interest in the subject company(ies) No
2. Research Analyst or his/her relative or HSL’s actual/beneficial ownership of 1% or more securities of the subject No

company(ies) at the end of the month immediately preceding the date of publication of the Research Report

3. Research Analyst or his/her relative or HSL has any other material conflict of interest at the time of publication No
of the Research Report

4, Research Analyst has served as an officer, director or employee of the subject company(ies) No

5. HSL has received any compensation from the subject company in the past twelve months No

6. HSL has received any compensation for investment banking or merchant banking or brokerage services fromthe No

subject company in the past twelve months

7. HSL has received any compensation for products or services other than investment banking or merchant No
banking or brokerage services from the subject company in the past twelve months

8. HSL has received any compensation or other benefits from the subject company or third party in connection No
with the research report

9. HSL has managed or co-managed public offering of securities for the subject company in the past twelve months  No

10. Research Analyst or HSL has been engaged in market making activity for the subject company(ies) No

Since HSL and its associates are engaged in various businesses in the financial services industry, they may have financial interest or may have
received compensation for investment banking or merchant banking or brokerage services or for any other product or services of whatsoever
nature from the subject company(ies) in the past twelve months. Associates of HSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.

There were no instances of non-compliance by HSL on any matter related to the capital markets, resulting in significant and material disciplinary
action during the last three years.
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