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Wipro’s Q3FY07 results were ahead of our expectations. Revenues were reported at INR 

39.6 bn, up 12.8% Q-o-Q and 42.9% Y-o-Y; net profit stood at INR 7.4 bn, up 7.0% Q-o-

Q and 39.9% Y-o-Y. Revenues from all the segments have posted healthy performance - 

global IT business grew 6.2% Q-o-Q and 34.1% Y-o-Y at USD 640.5 mn (as against 

guidance of USD 633 mn), whilst the Indian and Asia Pac IT business reported a 

stupendous growth of 34.7% Q-o-Q and 74.2% Y-o-Y. Gross margins at 31.0% declined 

by 110 bps Q-o-Q, largely on the back of lower margins in the products business segment 

of the Indian and Asia Pac IT business. A 20bps improvement in the gross margins of the 

global IT business, however, was a positive surprise. This is despite the fact that this 

quarter faced three months of effected salary hike and rupee appreciation woes. We 

believe that the company has managed to maintain its margins quite well.  

 

We expect the company to maintain its growth momentum backed by: 1) improvement in 

the demand for global IT business, 2) robust growth rates in the Indian IT and BPO 

businesses, which is particularly interesting, and 3) strong growth in the new services lines 

such as remote infrastructure management services (RIMS) and testing. In addition, 

factors such as improved profitability of the acquired entities, 3-4% improved billing rates 

in the contracts being renewed, lower attrition rates, and improving bulge mix of the 

employee pyramid are aiding the company in arresting the decline in margins. 

 

At CMP of INR 641, the stock trades at P/E of 32.3 and 25.1 and EV/EBITDA of 25.3 and 

18.7x for our FY07E and FY08E earnings, respectively. We maintain our ‘ACCUMULATE’ 

rating. 

 

 Wipro announced its Q3FY07 results, which were ahead of expectations. Revenues 

were up 12.8% Q-o-Q and 42.9% Y-o-Y at INR 39.6 bn and net income stood INR 

7.4 bn, up by 7% Q-o-Q and 39.9% Y-o-Y. 

 

 Global IT services’ revenue growth, at 6.2% Q-o-Q and 34.1% Y-o-Y, is in line. This 

segment’s revenues stood at INR 28.8 bn. Revenues from India and Asia PAC stood 

at INR 6.7 bn, up by 34.7% Q-o-Q. Revenues from the 3D Networks and Planet PSG 

acquisition to the extent of INR 477 mn, which played a significant role in the 

exceptional growth of the global IT services’ growth, have been included in this 

quarter’s numbers. Growth in the BPO business by 3.0% Q-o-Q appears slightly 

muted after a very strong 9.7% growth in the previous quarter.
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Strong volumes continue ACCUMULATE 

Edelweiss Research is also available on Bloomberg EDEL <GO>, Thomson First Call, Reuters and Factset. 

Financials

Year to March Q3FY07 Q2FY07 Growth % Q1FY06 Growth % FY07E FY08E

Revenue (INR mn) 39,636      35,138   12.8         27,734   42.9          148,476   190,863  

Gross profit (INR mn) 12,276      11,297   8.7           9,427     30.2          47,185     62,605    

EBITDA (INR mn) 8,945        8,201     9.1           7,031     27.2          34,260     45,067    

EBIT (INR mn) 7,849        7,184     9.3           6,246     25.7          30,098     40,037    

Net profit (INR mn) 7,450        6,963     7.0           5,323     39.9          28,433     36,605    

EPS basic (INR) 5.2            4.9         6.4           3.8        38.0          19.9         25.5        

P/E (x) 32.3         25.1        

EV/EBITDA (x) 25.3         18.7        

Market cap / Rev. (x) 6.2           4.8          
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 Gross margins declined by 110bps from 32.1% to 31%. This was because of a rise in 

compensation levels on account of salary hike effective from  September 1, 2006, foreign 

exchange impact, lower price realisation on account of lesser number of working days, 

which shaved 180 bps, 60 bps, and 20 bps, respectively, off the margins. However, the 

SG&A leverage, improved margins in the BPO business and acquisitions, and improved 

utilisation aided in adding 50 bps, 30 bps, and 160 bps, respectively, to the margins.   

 The onsite volumes increased by 9.5% Q-o-Q and offshore volumes by 9.2% Q-o-Q. EBIT 

margins declined from 20.4% last quarter to 19.8%.  

 Onsite billing rates were stable, while the offshore billing rates declined by 0.7%. On a 

blended basis, the billing rates were marginally down by 0.4% Q-o-Q. 

 The employee head count increased to 70,553 with a net addition of 5,444 employees in 

this quarter. The head count in the global IT services and BPO businesses stood at 52,934 

and 17,619 respectively.  

 The global IT Services and products segment added 37 new clients during the quarter, 

taking the active client count to 592 as against 485 a year ago. 

 Number of clients, contributing more than USD 1 mn, has increased from 210 in Q3FY06 

to 253 in the current quarter (243 in Q2FY07). 

 This is the second consecutive quarter wherein revenues from the top client have posted a 

double digit sequential growth (10.0% Q-o-Q), while revenues from the clients outside the 

top ten category once again posted double digit growth (10.4% Q-o-Q).  

 

 Firing on all cylinders 

 The global IT business has delivered robust growth, primarily driven by robust performance of 

the energy and utilities vertical, technology infrastructure services, and enterprise application 

services. Continuing its strong momentum, the BFSI and retail businesses have delivered more 

than 50% Y-o-Y growth. Most impressive performance was exhibited by the manufacturing 

vertical and the European geography, both of which posted growth-rates ahead of the 

company’s average. 

 

Table 1: BFSI together with retail and utilities grew ahead of company average growth rates 

(USD mn) Q1FY06 Q2FY06 Q3FY06 Q4FY06 Q1FY07 Q2FY07 Q3FY07 CQGR (%)

Retail, Utilities & BFSI 149.2        161.5        179.5        194.7        206.9        228.7        260.3        9.7            

Growth (%) 7.6            8.3            11.1          8.5            6.3            10.5          13.8          

Others 206.8        227.7        250.9        271.0        286.9        310.7        327.2        7.9            

Growth (%) 4.5            10.1          10.2          8.0            5.9            8.3            5.3            

Total 356.0        389.2        430.4        465.7        493.8        539.4        587.5        8.7            

Growth (%) 5.8            9.3            10.6          8.2            6.0            9.2            8.9             
Source: Company, Edelweiss research 

 

 Initial investments bearing fruits 

 Early investments in the new service lines seem to be bearing fruits now. It seems to have 

successfully completed its transition strategy, which it had embarked upon for its BPO business. 

Gross margins in the BPO segment were at 35.5%, 60bps higher Q-o-Q and 810bps Y-o-Y. 

However, this business tends to show quarterly volatility. 
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 Early investments in other new service lines such as testing and RIMS have provided Wipro with 

a head-start over its peers. In RIMS, Wipro with a quarterly USD 71 mn in revenue (USD 59.1 

mn in Q2), is ~ 50% ahead of its peers. In testing too, Wipro is by far the leader in product 

testing related to the telecom/embedded space.  In Q3FY07, revenue from both RIMS and 

testing robustly grew 76.7% and 56.7% Y-o-Y, respectively.  

 

 We believe that the company is gearing up to serve as a one stop integrated end-to-end 

solutions provider. In anticipation of the mega outsourcing opportunity, like its peers, Wipro too 

is likely to be one of the prime beneficiaries of large deals moving to offshore vendors. 

 

Chart 1: Healthy Q-o-Q growth rates in the new service lines 
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Source: Company, Edelweiss research 

 

 Backed by strong volumes 

 Over the last four quarters, volume growth has been the best in Q3FY07. Whilst volumes this 

quarter grew 9.3% Q-o-Q and 33.6% Y-o-Y, realisations dipped marginally by 40bps Q-o-Q. 

This is largely because of lower number of billing days during the quarter. However, on a Y-o-Y 

basis the realisations grew by 2.5%. This upward trend in realisations is mainly due to the faster 

growth in Wipro’s differentiated service offerings.   

 

Chart 2: Volumes on an uptick 
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 Client traction on a good wicket 

 The company’s account management initiatives instill a sense of confidence in us.  With an 

active customer base of 592, lower additions to its client roster (at 37 compared with 53 in 

Q2FY07) does not worry us. The top five clients seem to be ramping up well. While the top five 

grew 12.0% Q-o-Q, the top ten grew 8.0% Q-o-Q. Contribution from the top client has once 

again registered a healthy 14.3% Q-o-Q increase. However, client contribution from the top 6-

10 clients has been muted since the last two quarters. Our talk with the management reveals 

that this is largely because of the consolidation in the telecom equipment manufacturers (TEM) 

space that largely dominates this bucket of its clientele. Post this consolidation, these clients too 

should start ramping up.  

.  

 Marginal revision  

 We have marginally revised our numbers for FY07E and FY08E, to take into account the strong 

volume growth reported by the company and higher than expected growth in the Indian and 

Asia Pac business. Our revised EPS for FY07E and FY08E stands increased by 2.4% and 4.1% 

respectively. 

 

Table 2: Revised estimates 

Revised estimates

FY07E FY08E FY07E FY08E FY07E FY08E

Revenue 144,097     188,314     148,476     190,863     3.0             1.4             

Net profit 27,262       34,497       28,010       36,155       2.7             4.8             

EPS 19.4           24.5           19.9           25.5           2.4             4.1             

Source: Edelweiss research

Earlier Revised % change

 
 

 Valuations 

 We believe Wipro’s initiatives and focused expansion will help it to consistently post healthy 

performance. We expect the company to grow its EPS by 33% CAGR over FY06-08E. At CMP 

of INR 641, the stock trades at P/E of 32.3x and 25.1x and EV/EBITDA of 25.3x and 18.7x for 

our FY07E and FY08E earnings, respectively. We maintain our ‘ACCUMULATE’ rating on the 

stock.  
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Financials snapshot (INR mn)

Year to March Q3FY07 Q2FY07 Growth % Q3FY06 Growth % FY06 FY07E FY08E

Global IT 28,873       27,179       6.2            21,528       34.1          80,726       111,601     146,159     

India and AsiaPac IT 6,734         4,999         34.7          3,867         74.2          16,478       23,249       28,470       

Consumer care & lighting 1,931         1,871         3.2            1,461         32.2          5,625         7,482         9,477         

Others 2,099         1,089         92.7          878            139.0        3,279         6,144         6,758         

Revenues 39,636       35,138       12.8          27,734       42.9          106,107     148,476     190,863     

Global IT 19,041       17,966       6.0            13,831       37.7          52,795       73,276       95,120       
India and AsiaPac IT 5,250         3,834        36.9        2,900       81.0        12,836      18,084       21,869     

Consumer care & lighting 1,260         1,243         1.4            919            37.0          3,556         4,851         6,065         

Others 1,809         798            126.8        656            176.0        2,460         5,081         5,204         
Total direct cost 27,360       23,841      14.8        18,306     49.5        71,647      101,291     128,258   

Gross profit 12,276       11,297       8.7            9,427         30.2          34,460       47,185       62,605       

SG&A 4,261         3,954         7.8            3,119         36.6          12,003       16,512       21,810       

R&D 76              71              8.1            52              45.6          202            274            458            

Amortization 90              88              1.8            11              752.3        64              301            300            

EBIT 7,849         7,184         9.3            6,246         25.7          22,191       30,098       40,037       

Depreciation 1,006         929            8.3            774            29.9          3,101         3,861         4,730         

EBITDA 8,945         8,201         9.1            7,031         27.2          25,356       34,260       45,067       

Other income 770            753            2.2            380            102.3        1,345         2,503         2,250         

Foreign exchange gain / (loss) (211)           2                (8,956.3)     (407)           (48.3)         (288)           (199)           -             

Earnings before tax and minority int. 8,408         7,939         5.9            6,219         35.2          23,248       32,402       42,287       

Tax 1,080         1,068         1.1            989            9.1            3,264         4,392         6,132         

Adj. net income 7,328         6,871         6.7            5,230         40.1          19,984       28,010       36,155       

Extraordinary item -             -             -             -             39              -             

Minority interest -             -             -             -             (1)               -             -             
Equity in earnings of affiliates 121            92             31.9        94            29.4        288           384           450          

Reported net income 7,450         6,963         7.0            5,323         39.9          20,270       28,433       36,605       

EPS basic (INR) 5.2             4.9             6.4            3.8             38.0          14.4           19.9           25.5           

% of revenue

Gross profit 31.0 32.1 34.0 32.5 31.8 32.8

SG&A 10.7 11.3 11.2 11.3 11.1 11.4

EBITDA 22.6 23.3 25.4 23.9 23.1 23.6

EBIT 19.8 20.4 22.5 20.9 20.3 21.0
Reported net profit 18.8 19.8 19.2 19.1 19.1 19.2

Tax rate 12.8           13.5           15.9           14.0           13.6           14.5            
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Company Description 

Wipro is India's leading IT service provider with business interests in IT and BPO services exports, 

domestic hardware, consumer lighting, and consumer care. It has one of the widest range of 

services, including systems integration, IT-enabled services, package implementation, R&D services, 

and software application, development, and maintenance. Wipro is the first P CMM Level 5 and SEI 

CMM Level 5 certified IT services company in the world. It has more than 590 clients spanning the 

BFSI, manufacturing, retail, utilities, and telecom verticals. Its IT services exports team has more than 

52,000 employees and BPO operation has around 16,500 employees. The company’s revenues for 

the last twelve months (TTM) stood at INR 136.6 bn (USD 3 bn).  

 

Investment Theme 

 Industry revenues are forecasted to grow at 25-30% over FY10 and as a dominant player Wipro is 

expected to gradually increase its share of the total pie. Early investments in new service lines such 

as BPO, Infrastructure management, and testing highlight the company’s endeavor to be looked 

upon as a one stop end-to-end integrated solutions provider. Successful transition in the BPO 

business from voice to non-voice business is a good example of this focus. Being the leader in RIMS 

and testing services too opens up a lot of opportunities for the company, who along with its peers, is 

in pursuit of the multiple mega off-shoring deals in the industry. Wipro recently has been at the 

forefront with its ‘string of pearls’ acquisition strategy. We expect Wipro’s presence in significant 

long-term potential domains will enable it to grow its revenues and net profits at a CAGR of 34.1% 

and 33%, respectively over FY06-08E. 

 

 

Risks to Investment Theme 

 Key risks to our investment theme include – a) sustained economic slowdown in the U.S., b) 

maintaining margins while pursuing large deals, c) significant increase in salary hikes and attrition rate, 

creating cost pressures, and d) any substantial appreciation of rupee against the US dollar, Euro, 

and GBP.     
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