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Integrated Research (IRI)

In transition

Revenue and PBT below our forecast, NPAT in line

Integrated Research (IR) reported 1HFY22 revenue and PBT below our forecasts
($32.2m vs BP $38.0m and $0.6m vs BP $2.2m) but NPAT was close to in line ($1.8m
vs BP $1.7m). The make-up at NPAT was driven by a tax benefit of $1.2m rather than
a tax expense which we were forecasting. The result also included other gains of
$2.2m — driven by currency exchange movements — which we had not forecast and
lowered the quality of the result. Operating cash flow fell 23% to $8.7m but the cash
flow conversion was good at 92% (and there was no debtor factoring). The net cash
position improved from $5.5m at 30 June to $9.4m at 31 December. There was no
interim dividend but we did not expect any.

Guidance of NPAT growth

IR did not provide any specific guidance but did say it expects both TCV and NPAT to
grow relative to FY21. On the conference call the company also said it expects pro
forma revenue to be similar in H2 to H1 implying 2HFY22 pro forma revenue of around
$80m (though it was not clear what this implies for statutory revenue). IR said it is
confident of a better 2H relative to 1H on the back of more renewals, recent product
releases and a strong pipeline of opportunities with both new and existing customers.

EPS downgrades

We have downgraded our EPS forecasts by 11%, 21% and 21% in FY22, FY23 and
FY24. The downgrades have been driven by 7-8% reductions in our revenue
forecasts and also reductions in our margin forecasts.

Investment view: PT down 33% to $1.00, Maintain HOLD

We have updated each valuation used in the determination of our price target for the
earnings changes and also increased the discount in the relative valuations from 30%
to 40% and the WACC in the DCF from 9.2% to 9.7% given the weaker-than-expected
H1 result. The net result is a 33% decrease in our PT to $1.00 which is <15%
premium to the share price so we maintain our HOLD recommendation.

Earnings Forecast

Year end 30 June 2021 2022e 2023e 2024e
$6.00 Total revenue (A$m) 78.5 78.2 87.3 94.8
$5.00 EBITDA (A$m) 21.9 21.0 26.0 30.3
$4.00 NPAT (A$m) 7.9 8.3 11.1 135
EPS (diluted) (cps) 4.6 4.8 6.4 7.8
$3.00 v EPS growth (%) 67% 4% 34% 21%
$2.00 |- % PER (x) 19.3 185 13.8 11.4
$1.00 " Price/CF (x) 7.2 10.7 8.6 6.9
EV/EBITDA () 6.7 6.9 5.3 43
$0.00 ! ! ! ! Dividend (¢ps) 0.0 0.0 0.0 1.0
Feb 20 Aug 20 Feb 21 Aug 21 Feb 22 .
Yield (%) 0.0% 0.0% 0.0% 1.1%
= |RI S&P 300 Rebased ROE (%) 9.5% 9.0% 10.8% 11.7%
Franking (%) 0% 0% 100% 100%
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
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1HFY22 Result

A summary of the 1HFY22 result is shown below.

Figure 1 - 1HFY22 result summary

Result vs PCP Result vs Forecast

Year end 30 June 1HFY21 1HFY22 Change 1HFY22e Variance Comment

Total revenue (ASm) 341 323 -5% 38.0 -15%  Miss driven by lower than forecast revenue in each product
Total expenses (excl. D&A and int.) 329 34.7 5% 36.1 -4% Lower expenses than forecast but higher as % of revenue
Expenses as % of revenue 96.4% 107.3% 1095bps 95.0% 1234bps

Other income (e.g. forex gains/losses) -3.0 22 NM 0.0 NM Positive other income

EBITDA 4.4 6.6 49% 8.7 -24%  Miss driven by miss at revenue and offset by lower expenses
Depreciation -0.4 -0.3 -25% -0.3 0%

Amortisation -5.8 -6.5 11% -6.5 0%

EBIT -1.8 -0.2 NM 1.9 NM Modest negative EBIT versus forecast positive EBIT

Net interestincome 0.4 0.8 118% 0.3 >100% Much higher netinterestincome than forecast
Profit before tax -1.4 0.6 NM 22 -71% Large miss driven by miss at EBITDA

Income tax benefit/(expense) 15 1.2 NM -0.6 NM  Income tax benefit rather than forecast income tax expense
NPAT 0.1 1.8 1286% 1.7 8% Beat driven by income tax benefit

EBITDA margin 13.0% 20.4% 742bps 22.8% -234bps EBITDA margin c.235bps below our forecast

NPAT margin 0.4% 5.5% 516bps 4.4% 117bps

Effective tax rate -109.3% 181.6% NM -25.0% NM

Weighted average fully diluted shares 172.5m 172.9m 0% 172.5m 0%

Diluted EPS 0.07¢ 1.03c 1284% 0.96¢ 7% 7% beat in diluted EPS

Interim dividend 0.00c 0.00c NM 0.00c No dividend consisent with our forecast

SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES

The key take-outs are:

e Revenue below our forecast: Revenue fell 5% to $32.3m which was well below our
forecast of $38.0m. The miss was driven by lower-than-expected revenue in each
product segment (Collaborate, Infrastructure and Transact) as well as professional
services (i.e. consulting).

e EBITDA below our forecast: EBITDA grew by 49% to $6.6m but was still well below
our forecast of $8.7m. The miss was driven by the miss at revenue and also higher
expenses as a % of revenue (though in absolute terms expenses were lower than our
forecast). The miss was partially offset, however, by other income of $2.2m which we
had not forecast and was driven by exchange rate movements.

e NPAT close to in line: NPAT of $1.8m was close to in line with our forecast of $1.7m
and the miss at EBITDA — and EBIT and PBT — was offset by an income tax benefit of
$1.2m rather than an income tax expense which we were forecasting.

e Good cash flow: Operating cash flow fell 23% to $8.7m but the cash flow conversion
was good at 92% (and there was no debtor factoring). The net cash position improved
from $5.5m at 30 June to $9.4m at 31 December. The company has undrawn debt
facility of $14.4m.

e No dividend but none expected: IR did not declare an interim dividend but we did not
expect any.
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Earnings and Valuation Changes

Total revenue (ASm)
EBITDA

Diluted EPS (Ac)
DPS (Ac)

255
NPAT 9.3
5.4c
0.0c

EPS Downgrades

We have downgraded our EPS forecasts by 11%, 21% and 21% in FY22, FY23 and FY24.
The downgrades have been driven by 7-8% reductions in our revenue forecasts and also
reductions in our margin forecasts. We now forecast FY22 NPAT of $8.3m which is up on
the FY21 NPAT of $7.9m so is consistent with the company’s expectation of growth. Note
our FY22 forecasts assume only modest income of $0.3m in 2HFY22 — compared to $2.2m
in 1IHFY22 — and also a tax expense in 2HFY22 similar in size to the tax benefit in 1HFY22
(so there is little net tax for the full year).

A summary of the changes in our key forecasts is shown below. We continue to forecast
no dividends in FY22 but now also assume no dividends in FY23. We no assume a
resumption of dividends in FY24.

Figure 2 - Change in key forecasts

-6.8%
-21.0%

21.0

8.3 -21.3%
4.8c -21.3%

0.0c -100.0%

SOURCE: BELL POTTER SECURITIES ESTIMATES

33% Decrease in PT to $1.00

We have updated each valuation used in the determination of our price target for the
earnings changes as well as market movements and time creep. We have also increased
the discount in the relative valuations from 30% to 40% and the WACC in the DCF from
9.2% to 9.7% given the weaker-than-expected H1 result and increased skew in earnings to
H2. We also do not anticipate much news flow in H2 and so there is a lack of apparent
catalysts for the share price as well as a means of gaining better visibility on the H2 result.

The change in each valuation and the impact on our PT calculation is shown below.

Figure 3 - Change in valuations and impact on PT

New (as at 17-Feb-22)

Old (as at 24-Nov-21)

Valuation % Price Valuation % Price
per share  weighting target per share  weighting target
Methodology
PE ratio $1.28 40% $0.51 $0.84 40% $0.33
EV/EBITDA $1.50 40% $0.60 $1.03 40% $0.41
DCF $1.93 20% $0.39 $1.26 20% $0.25
Total $1.50 $1.00

SOURCE: BELL POTTER SECURITIES ESTIMATES

The figure shows a relatively consistent decrease in each valuation ranging between 31-
35%. The net result is a 33% decrease in our PT to $1.00 which is <15% premium to the
share price so we maintain our HOLD recommendation.

BELL POTTER
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Integrated Research

Company Description

Integrated Research (IR) is a leading global provider of experience management solutions
for business-critical technology environments. The company offers three key solution
suites - Collaborate, Transact and Infrastructure - that are powered by the hybrid-cloud
Prognosis platform. Their solutions enable performance management, analytics, and
business insights, and are used by many of the world’s largest organisations including
major stock exchanges, banks and telecommunication companies.

Investment Thesis
We maintain our HOLD recommendation on IR. Our investment thesis is based on:

e Valuation: Our 12 month price target for IR is $1.00. The price target is generated
from a blend of three valuation methodologies we apply to the company: PE ratio,
EV/EBITDA and DCF. The price target is a 13% premium to the current share price
and the total expected return is the same given there is no forecast dividend yield.

e High level of recurring revenue: IR generates most of its revenue through licence and
maintenance fees which combined represent >80% total revenue. The maintenance
fees (c.20% of total revenue) are by nature highly recurring but the licence fees (c.60%
of total revenue) are also highly recurring as the licences are typically sold on a fixed
term and the company has a very high renewal rate (>95%).

e Tier one global customers: IR is a truly global company (>95% of total revenue is
generated outside of Australia) and has a tier one customer base including many of the
world’s largest organisations. Companies that use IR’s software include nine of the top
ten US banks, six of the top ten automotive companies, seven of the ten biggest telcos,
and six of the top ten financial services companies globally.

Key Risks
Key downside risks to our estimates and valuation include (but are not limited to):

e Technology risk: IR is a technology company that designs, develops and distributes
software. The risk with any such company is that the software does not perform to the
clients’ expectations or is flawed in some way. Such an occurrence would negatively
impact the company’s reputation and provide downside risk to our estimates.

e Competition risk: IR operates in a competitive market and there is the risk of
aggressive or irrational behaviour from one or more competitors who could force down
prices and reduce operating margins across the entire market. There is also the risk
that a competitor comes out with a superior product to the rest of the market and
increases its market share at the expense of IR and other participants.

e Key product risk: IR has one key product — Prognosis — and so has key product risk if
demand or the outlook for that product changes or, worse, the product becomes
superseded or obsolete. IR aims to mitigate this risk by regularly updating the product
and adding new functionality and features to the software (e.g. mobile access and
interface, cloud-based delivery, etc.) as well as developing various versions for different
platforms, vendors and applications. There is still, however, only one core product that
drives the future performance and viability of the company.

BELL POTTER Page 4
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Table 1 - Financial summary

Integrated Research (IRI) Share price: $0.885 Target price: $1.00
No. of issued shares: 172.5m Market cap: $152.7m

Valuation data

Profit & Loss (A$m)

Year end 30 Jun 2020 2021 2022e 2023e 2024e Year end 30 Jun 2020 2021 2022e 2023e 2024e
Total revenue 1109 78.5 78.2 87.3 94.8 NPAT (A$m) 241 79 8.3 111 135
Change 10% -29% 0% 12% 9% Diluted EPS (cps) 139 46 48 6.4 78
Change 10% -67% 4% 34% 21%
Expenses (excl. D&A, int.) 78.2 68.7 739 76.4 80.6 P/Eratio (x) 6.3 19.3 185 138 114
% of revenue 70.5% 87.5% 94.5% 87.5% 85.0% CFPS (cps) 14.0 122 8.3 103 12.8
Price/CF (x) 6.3 7.2 10.7 8.6 6.9
Other income (fx gains/losses) -1.9 -1.3 25 0.0 0.0 DPS (cps) 73 0.0 0.0 0.0 1.0
Yield 8.2% 0.0% 0.0% 0.0% 1.1%
EBITDA 429 219 21.0 26.0 30.3 Franking 100% 0% 0% 100% 100%
Depreciation -1.0 -0.8 -0.6 -0.4 -0.3 EV/IRevenue (X) 13 19 18 16 14
Amortisation -11.1 -12.7 -13.6 -14.6 -15.7 EV/EBITDA (x) 34 6.7 6.9 53 43
EBIT 30.9 85 6.8 109 14.2 NTAper share (cps) 31.1 31.0 36.4 43.7 52.2
Netinterest (expense)/revenue 0.6 0.8 13 14 17 Price/NTA (x) 2.8 29 24 2.0 17
Pre-tax profit 315 9.3 8.1 124 15.9
Income tax expense 74 14 02 12 24
NPAT 241 7.9 8.3 111 135 Year end 30 Jun 2020 2021 2022e 2023e 2024e
Change 10% -67% 4% 35% 21% EBITDA margin 38.7% 27.9% 26.8% 29.8% 31.9%
Return on equity 29.1% 9.5% 9.0% 10.8% 11.7%
Cash How (A$m) ROIC 44.6% 10.9% 8.4% 12.7% 15.7%
Year end 30 Jun 2020 2021 2022e 2023e 2024e Payout ratio 51.8% 0.0% 0.0% 0.0% 12.8%
EBITDA 429 219 21.0 26.0 30.3 Effective tax rate -236%  -14.7% 2.5% -100%  -15.0%
Change in working capital -12.6 24 -6.9 -7.0 -5.8
Gross cash flow 303 243 141 190 245
Tax paid -6.2 -3.3 0.2 -1.2 -2.4 Year end 30 Jun 2020 2021 2022e 2023e 2024e
Operating cash flow 242 211 143 17.8 221 Net debt/(cash) (A$m) 47 55 -8.3 -14.2 -23.1
Payments for capitalised R&D -14.0 -12.0 -125 -13.0 -135 Net debt/equity NM NM NM NM NM
Payments for PPE -0.3 0.3 -0.3 0.4 -05 Net debt/EBITDA (X) NM NM NM NM NM
Payments for intangibles -0.9 0.0 0.0 0.0 0.0 Net interest cover (X) NM NM NM NM NM
Divestment of assets 0.0 0.0 0.0 0.0 0.0
Interest received 1.0 14 13 14 17 Segmentals (A$m)
Investing cash flow -14.2 -10.8 -115 -11.9 -12.3 Year end 30 Jun 2020 2021 2022e 2023e 2024e
Proceeds from borrowings 14.0 145 0.0 0.0 0.0 Revenue by product
Repayment of borrowings -9.0 -12.8 -25 -25 -15 Collaborate 59.8 44.0 45.1 50.7 57.1
Proceeds from issue of shares 0.0 0.0 0.0 0.0 0.0 Infrastructure 287 159 151 16.6 15.8
Dividends paid -125 6.4 0.0 0.0 -0.9 Transact 13.8 10.2 10.2 12.0 13.8
Financing cash flows -9.7 -7.0 -25 -25 -24 Professional Services 8.6 84 7.7 79 8.1
Net change in cash 0.2 3.2 03 33 74 Total revenue 110.9 785 78.2 87.3 94.8
Cash at start of period 9.3 9.7 121 125 15.8
Exchange rate impact 0.2 -0.8 0.0 0.0 0.0 Revenue by fees
Cash at end of period 9.7 121 125 15.8 233 Licence fees 72.1 474 47.0 51.9 53.5
Maintenance fees 239 18.1 176 175 16.6
Balance Sheet (A$m) Saas fees 0.7 0.3 16 55 11.9
Year end 30 Jun 2020 2021 2022e 2023e 2024e Consulting fees 8.6 8.4 7.7 7.9 8.1
Cash 9.7 121 125 15.8 233 Testing solution senices 55 4.3 4.3 4.6 4.7
Current receivables 57.9 51.9 56.7 63.3 68.7 Total revenue 1109 785 78.2 87.3 94.8
Other currentassets 30 4.0 4.0 40 4.0
Non-current receivables 294 27.6 29.3 327 35.6 % breakdown by fees
Financial assets 0.2 0.2 0.2 0.2 0.2 Licence fees 65% 60% 60% 59% 56%
PPE 8.3 7.3 6.9 6.9 71 Maintenance fees 22% 23% 23% 20% 18%
Deferred tax assets 14 12 12 12 12 Saas fees 1% 0% 2% 6% 13%
Intangibles - Goodwill 3.6 33 3.3 3.3 33 Consulting fees 8% 11% 10% 9% 9%
Intangibles - Other 254 26.7 25.6 23.9 217 Testing solution services 5% 6% 6% 5% 5%
Total assets 139.8 135.1 1405 152.1 165.8 Total 100% 100% 100% 100% 100%
Payables 10.2 10.2 9.8 109 119
Current borrowings 0.0 0.0 0.0 0.0 0.0 Interims (A$m)
Current provisions 39 40 40 4.0 40 Year end 30 Jun 1HFY21  2HFY21  1HFY22 2HFY22e
Current tax liabilities 22 0.1 0.1 0.1 0.1 Total revenue (A$m) 341 44.4 323 45.9
Current deferred revenue 20.8 155 15.6 175 19.0
Deferred tax liabilities 6.5 7.0 7.0 7.0 7.0 EBITDA 4.4 175 6.6 14.4
Non-current borrowings 5.0 6.7 42 17 0.2 Depreciation -0.4 -0.4 -0.3 -0.3
Non-current provisions 0.7 0.7 0.7 0.7 0.7 Amortisation -5.8 -6.9 -6.5 -7.1
Non-current deferred revenue 1.6 0.9 0.8 0.9 0.9 EBIT -1.8 10.2 -0.2 7.0
Total liabilities 57.3 51.7 489 49.4 50.4 Netinterest (expense)/revenue 04 0.5 0.8 0.5
Issued capital 17 17 1.7 17 17 Pre-tax profit -1.4 10.7 0.6 74
Reserves 51 4.4 44 44 44 Income tax expense 15 -2.9 12 -1.0
Retained earnings/(losses) 75.8 773 85.5 96.6 109.3 NPAT 0.1 7.8 1.8 6.5
Total shareholders' equity 825 83.3 91.6 102.7 1154
SOURCE: BELL POTTER SECURITIES ESTIMATES
—V
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The following may affect your legal rights. Important Disclaimer:

This document is a private communication to clients and is not intended for public circulation or for the use of any third party, without the prior approval of Bell Potter Securities
Limited. In the USA and the UK this research is only for institutional investors. It is not for release, publication or distribution in whole or in part to any persons in the two specified
countries. In Hong Kong, this research is being distributed by Bell Potter Securities (HK) Limited which is licensed and regulated by the Securities and Futures Commission,
Hong Kong. In the United States, this research is issued and distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any
person receiving this report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter Securities (US) LLC.

This is general investment advice only and does not constitute personal advice to any person. Because this document has been prepared without consideration of any specific
client’s financial situation, particular needs and investment objectives (‘relevant personal circumstances’), a Bell Potter Securities Limited investment adviser (or the financial
services licensee, or the representative of such licensee, who has provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of
your relevant personal circumstances and consulted before any investment decision is made on the basis of this document.

While this document is based on information from sources which are considered reliable, Bell Potter Securities Limited has not verified independently the information contained
in the document and Bell Potter Securities Limited and its directors, employees and consultants do not represent, warrant or guarantee, expressly or impliedly, that the
information contained in this document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views opinions, or
recommendations contained in this document or for correcting any error or omission which may become apparent after the document has been issued.

Except insofar as liability under any statute cannot be excluded. Bell Potter Securities Limited and its directors, employees and consultants do not accept any liability (whether
arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct, indirect, consequential or
otherwise) suffered by the recipient of this document or any other person.

Research Policies:
For Bell Potter's Research Coverage Decision Making Process and Research Independence Palicy, please refer to our company website:

https://bellpotter.com.au/research-independence-policy/
Disclosure of interest:

Bell Potter Securities Limited, its employees, consultants and its associates within the meaning of Chapter 7 of the Corporations Law may receive commissions, underwriting
and management fees from transactions involving securities referred to in this document (which its representatives may directly share) and may from time to time hold interests
in the securities referred to in this document.

ANALYST CERTIFICATION

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that the analyst
covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner
and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that research analyst in the
research report.
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