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Newgen Software Technologies

Strong tailwind from emerging markets

Summary

Newgen reported robust Q2FY24 numbers registering ~30% YoY growth in
revenues and 58% YoY growth in PAT. This is despite Q2 being seasonally weak
quarter. This growth was broad based across regions. The company is seeing
healthy traction in order book (higher than 30% YoY) and higher deal size in
insurance & BFSI. We believe in the near term growth will be led by emerging
markets like India & Middle East and mature markets in long term. Further, we
expect H2 (average 36% YoY growth) to be better than H1 (average 32% YoY
growth). We now expect PAT CAGR of 33% over FY23-25E. We have revised our
EPS estimates upwards by 14% & 8% for FY24E & FY25E. Hence, we maintain
BUY rating on the stock with a revised target price of Rs 1,220 (27x FY25E EPS)
(previous TP 840 and multiple of 20x).

Key Highlights and Investment Rationale

m  Strong order book & digital banking to drive growth: Deeper penetration
through digital lending platform and higher deal sizes are driving Q2 growth.
In addition, the company is witnessing improved traction from existing and
new clients. The company has won largest order ~Rs 68 crore in trade finance.
Better opportunities in trade finance, larger deals from banks, traction in
emerging countries, no code low code and digital transformation in insurance
are expected to drive near term revenues. In addition, GSI partnership and
partnering with other SAAS platforms are expected to drive long term growth.

=  Margins to improve: Newgen is expected to register 34% YoY growth in
revenues in FY24E. This is higher than its 20%-25% traditional growth and 17-
18% PAT margins. Considering, the robust growth expectation we expect
FY24E PAT margins of 20% and PAT growth of 55% YoY in FY24E.

TP Rs1,220
CmpP Rs1,040
Potential upside/downside 17%
Previous Rating BUY
Price Performance (%)

-Im -3m -12m
Absolute 19.5 51.0 187.6
Rel to Sensex 21.6 51.2 173.8

Key Stock Data

Bloomberg/Reuters NEWGEN IN/NEWG.BO

Sector IT Services
Shares o/s (mn) 70
Market cap. (Rs mn) 72,771
3-m daily average value (Rs mn) 26.1

52-week high / low
Sensex / Nifty

Rs1,000 / 328
66,428 /19,812

V/s Consensus

Shareholding Pattern (%)

EPS (Rs) FY24E FY25E Promoters 55.2
IDBI Capital 39 45 Fll 15.9
Consensus 31 40 DIl 3.5
% difference 27.0 139 Public 25.4
Financial snapshot (Rs mn)
Year FY21 FY22 FY23 FY24E FY25E
Revenue 6,726 7,790 9,740 13,097 16,327
Change (yoy, %) 2 16 25 34 25
EBITDA 1,919 1,947 2,122 3,261 3,796
Change (yoy, %) 83 1 9 54 16
EBITDA Margin(%) 28.5 25.0 21.8 24.9 23.3
Adj.PAT 1,265 1,642 1,760 2,723 3,133
EPS (Rs) 18 24 25 39 45
Change (yoy, %) 73.2 29.3 7.3 55 15
PE(x) 57.0 44.1 41.1 27 23
Dividend Yield (%) 0.2 0.3 0.4 1 1
EV/EBITDA (x) 36.5 36.1 334 21.5 18.0
RoE (%) 20.8 22.2 19.7 25 24
RoCE (%) 21.7 19.6 17 23 23

Source: IDBI Capital Research:
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Con-call Highlights

Revenue stood at Rs 2,932 mn, up ~30% YoY led by broad-based growth across all geographies. Newgen is
observing strong traction from existing and new clients (added 14 new clients). Implementation revenue
(Rs 645 mn) recorded growth of 78.3% YoY (led by higher license revenues) and SAAS revenue (Rs. 293 mn)
grew ~30% YoY.

Management stated that they are making deeper penetration through digital lending platform in the
banking sector and have received high value orders during the quarter as market activity picks up in this
segment across different geographies. Trade finance is also gaining traction.

Growth was led by India (up 38% YoY), EMEA (34% YoY) and USA(30% YoY). In terms of verticals growth
was led by Banking (54.8% YoY) followed by healthcare (+29.7% YoY).

EBITDA margin expanded by 290 bps YoY led by strong top line growth.

Management informed that order book is growing faster than revenue growth (i.e higher than 30%). Order
book is driven by higher license led deal wins. The company is seeing healthy order book led by better
funnel and bigger deal size. The company is optimistic on Q3 & Q4 order book.

Demand trend — Company informed that there are expanded opportunities available in banking industry.
There is a renewed demand thrust in banking which is leading to larger deals from existing clients. Banking
in emerging markets continued to remain resilient and drove growth as lending and client onboarding sub
segments saw strong traction. Insurance is also seeing strong demand on the back of focus on digital
transformation by clients. Deal sizes in insurance is up 30-40%.

In terms of region mid-size banks in US are seeing traction in banking. The company plans to target eastern
region of US to drive growth. The company expecte real momentum in US in coming quarters.US, India,
Middle East and APAC is also seeing healthy demand in digital lending. Pvt and Public sector banks are
driving growth in India.

DSO days stood at 105 days. The company is targeting 90 days DSO in next 1 to 1.5 years. In terms of GSI,
Coforge partnership will drive growth in insurance in mature markets. The company won 2 deals from GSI.

Outlook — H2 is stronger than H1 and the company expects similar momentum to continue in H2. Hence
we believe the company can deliver more than 30% growth for FY24E and PAT margins can be significantly
higher than 17-18% which the company has seen in the past.
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Exhibit 1: Financial snapshot (Rs mn)
Year-end: March Q2FY24 Q1FY24 Q2FY23
Revenues 2,932 2,517 16.5 2,261 29.7
COGS 1,566 1,443 8.5 1,278 22.6
Gross profit 1,366 1,073 27.3 984 38.9
SG&A 794 752 55 608 30.6
EBITDA 572 321 78.2 376 52.3
Depreciation & amortization 69 68 0.5 61 12.4
EBIT 504 253 99.2 315 60.1
Other income 82 113 (27.3) 54 51.3
PBT 586 366 60.1 369 58.8
Tax 108 64 68.8 69 56.5
Minority interest n.m. n.m.
Adjusted net profit 478 302 58.3 300 59.3
Exceptional item 0 0 n.m. 0 n.m.
Reported net profit 478 302 58.3 300 59.3
Diluted EPS (Rs) 6.7 4.2 58.3 4.3 55.0

As % of net revenue

Gross profit 46.6 42.6 43.5
SG&A 27.1 29.9 26.9
EBITDA 195 12.8 16.6
EBIT 17.2 10.1 139
Reported net profit 16.3 12.0 13.3
Tax rate 18.5 17.5 18.7

Source: Company; IDBI Capital Research
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Exhibit 2: Earnings Revision

FY24F FY25F
Year-end: March New oid Chg (%) New oid Chg (%)
Revenue (Rs mn) 13,097 12,250 6.9% 16,327 15,001 8.8%
EBIT 2,986 2,587 15.4% 3,495 3,188 9.6%
EBIT margin (%) 22.8% 21.10% 170 bps 21.4% 21.30% 10 bps
EPS (Rs) 38.2 335 14.2% 44.0 40.7 8.1%
Source: Company; IDBI Capital Research
Exhibit 3: Actual vs. estimates
Year to March Q2FY24 Q2FY24E Variance (%)
Revenue (Rs mn) 2,932 2,940 -0.2%
EBIT (Rs mn) 504 451 11.7%
EBIT margin (%) 17.2% 15.3% 190 bps
Recurring PAT (Rs mn) 478 432 10.63%
Recurring PAT margin (%) 16.3% 14.7% 160 bps
EPS (Rs) 6.7 6.1 10.6%

Source: Company; IDBI Capital Research
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Exhibit 4: Q2FY24 Revenue growth was inline with our estimates.
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Source: Company; IDBI Capital Research

Exhibit 5: Q2FY24 EBIT margin improved by 710 bps QoQ
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Exhibit 6: Revenue growth across various segments (%)

Parameters % of revenue  QoQ growth (%) YoY growth (%)
Total revenue 16.5% 30%
Geography
India 31.7 20.1 37.9
EMEA 33.9 20.5 34.4
APAC 11.6 154 2.2
USA 22.8 7.3 29.9
Banking 74.0 28.7 54.8
Govt/PSU 8.0 33.2 -30.8
BPO/IT 1.0 (41.7) -67.6
Insurance 5.0 (16.8) -7.4
Healthcare 6.0 16.5 29.7
Others 6.0 (36.4) 29.7

Source: Company; IDBI Capital Research
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Exhibit 7: Share of annuity revenue
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Exhibit 8: Trend of DSO (days)

200 -
150 131 145
| 126
115
100 102 111 105

100 - 87 20

. I I I I l

0 T T T T T T T T T
QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23  QIFY24 Q2FY24
B DSO Days

Source: Company; IDBI Capital Research




Newgen Software Technologies | Q2FY24 Result Review

'@ IDBI capital

Exhibit 9: Admin expenses as a % of revenue
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Exhibit 10: PER trend
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Financial Summary

Profit & Loss Account

Year-end: March
Net sales
Change (yoy, %)
Operating expenses
EBITDA
Change (yoy, %)
Margin (%)
Depreciation
EBIT
Interest paid
Other income
Pre-tax profit
Tax
Effective tax rate (%)
Minority Interest
Net profit
Exceptional items
Adjusted net profit
Change (yoy, %)
EPS
Dividend per sh
Dividend Payout %

FY20
6,608
6.5
(5,562)
1,046
-18.1
15.8
(199)
847
(109)
210
947
(220)
23.2

727

727
(28.8)
10.5
3.6
34.6

Fy21
6,726
2
(4,807)
1,919
83
285
(201)
1,718
(56)
150
1,812
(547)
30.2

1,265

1,265
74
18.3
2.0
11.1

FY22
7,790
16
(5,843)
1,947
1
25.0
(176)
1,770
(35)
299
2,035
(392)
19.3

1,642
1,642
30
23.6
3.5
14.9

FY23
9,740
25
(7,618)
2,122
9
21.8
(247)
1,875
(43)
340
2,173
(413)
19.0

1,760

1,760

25.3

4.5
18

FY24E
13,097
34
(9,836)
3,261
54
24.9
(274)
2,986
(46)
442
3,383
(660)
19.5

2,723
2,723
55
39.2
9.8
25

(Rs mn)

FY25E
16,327
25
(12,531)
3,796
16
23.3
(301)
3,495
(46)
468
3,917
(783)
20.0

3,133

3,133
15
45.1
11.3
25
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Balance Sheet
Year-end: March
Shareholders' funds
Share capital
Reserves & surplus
Total Debt
Other liabilities
Curr Liab & prov

Current liabilities
Provisions
Total liabilities

Total equity & liabilities

Net fixed assets
Investments

Other non-curr assets
Current assets

Inventories

Sundry Debtors

Cash and Bank

Loans and advances

Total assets

FY20
5,491
691
4,800
1,210
1,009
1,001
960
41
3,220
8,711

2,211

464
6,036

2,694
1,653

774
8,711

FY21
6,657
693
5,964
425
1,039
1,085
1,039
46
2,549
9,206

2,049

666
6,490
2,385
2,417

833
9,206

FY22
8,114
695
7,419
611
1,260
1,128
1,063
65
2,999
11,113

2,299
1,306
7,508
2,789
2,759
926
11,113

FY23
9,768
697
9,071
690
1,680
1,284
1,189
95
3,654
13,422

2,445
2,700
8,277
3,882
2,083
1,315
13,422

FY24E
11,810
697
11,113
690
1,680
1,418
1,291
127
3,788
15,598

2,394
2,700
10,505
5,203
2,938
1,315
15,598

(Rs mn)
FY25E
14,160
697
13,463
690
1,680
1,573
1,414
159
3,943
18,103

2,337
2,700
13,066
6,039
4,613
1,315
18,103

10
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Cash Flow Statement (Rs mn)
Year-end: March FY20 FY21 FY22 FY23 FY24E FY25E
Pre-tax profit 947 1,812 2,035 2,173 3,383 3,917
Depreciation 36 55 123 247 274 301
Tax paid (317) (291) (493) (402) (660) (783)
Chg in working capital (234) 166 (351) (1,407) (1,187) (681)
Other operating activities - - - (281) (36) (6)
Cash flow from operations (a) 432 1,742 1,314 329 1,774 2,748
Capital expenditure (725) 106 (373) (393) (223) (245)
Chg in investments - - - - - -
Other investing activities - - - (350) - -
Cash flow from investing (b) (725) 106 (373) (743) (223) (245)
Equity raised/(repaid) 6 2 2 1 - -
Debt raised/(repaid) 236 (785) 186 78 - -
Dividend (incl. tax) (252) (140) (245) (315) (681) (783)
Chg in monorities - - - - - -
Other financing activities 164 (160) (543) (30) (15) (44)
Cash flow from financing (c) 154 (1,083) (599) (265) (696) (827)
Net chg in cash (a+b+c) (138) 765 342 (679) 856 1,675

11



Newgen Software Technologies | Q2FY24 Result Review [@ IDBI Capltal

Financial Ratios

Year-end: March FY20 FY21 FY22 FY23 FY24E FY25E

Book Value (Rs) 79.6 96 117 141 170 204
Adj EPS (Rs) 10.5 18.3 23.6 25.3 39.2 45.1
Adj EPS growth (%) -28.5 73 29 7 55 15
EBITDA margin (%) 15.8 28.5 25.0 21.8 24.9 23.3
Pre-tax margin (%) 14.3 26.9 26.1 22.3 25.8 24.0
Net Debt/Equity (x) -0.1 -0.3 -0.3 -0.1 -0.2 -0.3
ROCE (%) 11.8 22 20 17 23 23
ROE (%) 13.9 21 22 20 25 24
DuPont Analysis
Asset turnover (x) 0.8 0.8 0.8 0.8 0.9 1.0
Leverage factor (x) 1.5 1.5 1.4 14 1.3 1.3
Net margin (%) 11.0 18.8 21.1 18.1 20.8 19.2
Working Capital & Liquidity ratio
Inventory days 0 0 0 0 0 0
Receivable days 149 129 131 145 145 135
Payable days 18 17 23 17 17 17
Valuations
Year-end: March FY20 FY21 FY22 FY23 FY24E FY25E
PER (x) 98.7 57.0 441 411 26.6 23.1
Price/Book value (x) 13.1 10.8 8.9 7.4 6.1 5.1
EV/Net sales (x) 10.8 10.4 9.0 7.3 5.3 4.2
EV/EBITDA (x) 68.2 36.5 36.1 334 21.5 18.0
Dividend Yield (%) 0.4 0.2 0.3 0.4 0.9 1.1

Source: Company; IDBI Capital Research

12
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Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd.(hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for 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 the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

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 IDBI Capital and associates 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 report
may come are required to inform themselves of and to observe such restriction.

E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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