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Values that bind Research

WiprO I_td What's New?
Soft performance; volume growth disappoints

Growth continues to lag peers, volume growth disappoints: Wipro-Global IT CMP TARGET RATING RISK
reported Q3FY11 Rev at US$1344mn up 4.1% QoQ in constant currency (CC).
Volume growth was weak at 1.5%; however offshore pricing improved 2.5% CC
QoQ. Offshore volume was only 0.5% QoQ while onshore was up 4%
sequentially. Offshore pricing improved 2.5%, while onshore was down 0.8%
QoQ CC. On a service mix basis, product engineering and R&D was weak with
with decline of -1%/0.5% QoQ; package implementation grew 2.3% QoQ; BSE NSE BLOOMBERG
consulting growth was the bright spot up 14.4%QoQ. At the region level, growth 507685 WIPRO WPRO IN
was driven by Europe (up9.7% cc) while Americas grew 2.4% qoq. IT services
margins were stable QoQ at 22.2%. Attrition moved down marginally to 21.6%
(23.5% quarterly annualized) and net addition stood at 3,591.

Rs 478 Rs 475 HOLD LOW

Company data

Wipro reported consolidated Rev/EBIT of Rs78.2bn/Rs14.3bn, but overall EBIT Market cap (Rs mn / US$ mn) 1,171,579/25,729
margins improved 30bps QoQ to 18.4%. IT products declined 18% QoQ to Outstanding equity shares (mn) 2,454
Rs8.8bn with an EBIT margin of 4.6% a 40bps decline QoQ. Consumer care and Free float (%) 19.1
lighting grew 4.5% QoQ to Rs6.9bn but margins fell 20bps to 12.3%. Dividend yield (%) 1.0

52-week high/low (Rs) 500/321

Guidance: Wipro IT services guidance for 4QFY11 came in at US$1384-
US$141Tmn implying 3%-5% QoQ growth. Additionally Wipro announced TK
Kurien as the CEO of the IT business effective February 2011 replacing the joint
CEO structure.

2-month average daily volume 1,807,559

Stock performance

Metrics and performance mixed: Wipro global IT services metrics were mixed Returns (%) CMP 1mth  3-mth  6-mth
with gross utilization down to 68.6% (71% last quarter) and net additions were Wipro 478 0.0 2.9 17.0
higher at 3,591 (2,975 additions in 2QFY11). The company at the end of the CNXIT 7,354 0.3 105 21.5
quarter had 119,491 employees. Growth in Americas continued to be soft at Sensex 19,047 4.2) 4.2) 6.5
2.5%, while APAC was down 1.1% QoQ CC and India and Middle east was up

2.6% QoQ CC. Technology and healthcare saw CC QoQ revenue decline of

4%/4.8%, while energy and BFSI were up 13%/6%. Valuation matrix

Takeaways: Another soft performance by Wipro suggests that despite a good ® Y10 FYTTE  FY12E  FY13E
demand environment, growth has failed surprise on the upside. At a sector level PIE @ CMP 254 219 194 168
the top tier tech results resonate a lower than expected volume growth, and P/E @ Target 253 218 193 167
growth outperformance this quarter has really been stock specific (TCS) rather EV/EBITDA @ CMP 195 168 140 122

than broadbased. On a fundamental basis, we continue maintain our Neutral
view as we believe that beating high expectations across the sector would be a
challenge and expensive valuations provide limited comfort.

In the interest of timeliness this report has not been edited.

Financial highlights Profitability and return ratios

(Rs mn) FY10 FYT1E FY12E FY13E (%) FY10 FY11E FY12E FY13E
Revenue 271,185 310,435 359,875 412,807 EBITDA margin 21.6 21.9 22.7 22.6
Growth (%) 6.5 14.5 15.9 14.7 EBIT margin 19.0 19.1 19.8 19.9
Adj net income 45,936 53,500 60,574 69,614 Adj PAT margin 16.9 17.2 16.8 16.9
Growth (%) 17.3 16.5 13.2 14.9 ROE 26.5 25.2 24.4 23.8
FDEPS (Rs) 18.8 21.9 24.7 28.4 ROIC 25.3 25.8 26.0 27.3
Growth (%) 17.1 16.4 12.9 14.9 ROCE 21.7 21.2 20.7 20.3
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Fig 1 - Wipro quarterly metrics

(Rs mn), Y/E March Q2FY10 Q3FY10 Q4FY10* Q1FY11 Q2FY11 Q3FY11
Net sales 69,172 69,662 69,772 71,906 77,719 78,202
Op Profit 13,027 13,622 13,364 14,492 14,033 14,357
OPM (%) 18.8 19.6 19.2 20.2 18.1 18.4
PBT 13,639 14,326 14,976 15,440 14,988 15,681
PAT 11,617 12,174 12,091 13,186 12,849 13,188
EPS 4.8 5.0 4.9 5.4 5.3 5.4
Sales®Rm)
IT services 49,957 51,636 52,596 55,002 57,471 59,486
IT products 11,834 10,016 8,900 8,320 10,693 8,792
Consumer Care & Light 5,866 6,010 6,084 6,414 6,651 6,950
Others 1,515 2,000 2,285 2,628 2,490 3,065
EBIT (Rs m)

IT services 11,871 12,273 12,718 13,502 12,746 13,211
IT products 597 579 262 337 533 408
Consumer Care & Light 725 740 807 879 832 855
Others -166 30 -218 -225 -78 -119
Totemployees 97,801 102,746 108071 112,95 115900 119491
Added (Net) -630 4,855 5,325 4,854 2,975 3,591

Bill rates ($/man-month)

Onsite 12,340 12,299 12,254 11,654 11,782 11,852
Offshore 4,450 4,345 4,352 4,291 4,300 4,459
Clientmetiics
New clients added 37 31 27 22 29 36
Total clients 840 822 845 858 890 880

Client concentration (%)

Top client 2.7 2.6 2.5 2.9 2.9 3.0
Top 5 11.3 10.8 10.5 10.9 10.7 10.7
Top 10 19.7 19.5 19.3 19.8 19.2 19.2
No of clients

>$50M 16 16 16 17 20 21
$20M-$50M 35 37 40 41 43 43
$10M-$20M 48 42 40 42 43 49
$5M-$10M 53 61 70 65 58 63
$3M-$5M 64 77 60 73 80 78
$1M-$3M 187 165 180 196 181 179
$1M+ 403 398 406 434 425 433

Project mix

Fixed price projects (%) 40.3 42.5 44.3 44.6 44.0 46.3

Geography (%)

us 58.4 57.1 56.7 57.3 55.9 54.2
Europe 26.5 26.3 26.3 25.4 26.5 28.3
Japan 1.6 1.6 1.5 1.5 1.5 1.5
India and Middle east 8.1 8.9 8.8 9.0 8.9 8.9
Other emerging mkts 5.4 6.1 6.7 6.8 7.2 7.1
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(Rs mn), Y/E March Q2FY10 Q3FY10 Q4FY10* Q1FY11 Q2FY11 Q3FY11
Mix (%)

Onsite 49.9 50.2 49.4 52.1 51.7 51.8
Offshore 50.1 49.8 50.6 47.9 48.3 48.2

Revenues - Vertical (%)

Technology 8.7 8.4 8.6 8.5 8.2 7.5
Telecom 8.1 7.9 8.2 8.1 8.2 8.2
CMSP 9.6 9.8 8.8 9.1 8.6 8.8
Technology, Media & Telecom 26.4 26.1 25.6 25.7 25.0 24.5
BFSI 25.7 25.8 26.1 26.9 26.9 27.3
Manufacturing and HC 23.7 15.1 14.8 15.1 14.8 14.9
Retail & Transportation 15.2 14.8 14.7 14.9 15.5 15.4
Energy & Utilities 9.0 9.5 9.6 8.9 9.0 9.9
Horizontals- (%)
Technology Infrastructure Services 20.6 21.3 21.6 21.1 21.2 21.4
Testing 12.0 11.5 11.7 11.4 11.4 11.0
Package Implementation 13.3 12.8 12.7 13.5 13.6 13.2
BPO 10.5 10.6 10.9 10.1 9.8 9.3
Product engg 3.9 4.1 4.1 4.7 5.2 4.8
ADM 39.7 39.7 39.0 39.2 38.8 40.3
Consulting 2.3 2.3 2.7 2.6 29 3.1

Source: Company *Numbers prior to 4Q are based on Indian GAAP.
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Consolidated financials

Profit and Loss statement

Balance sheet

FY10  FY1IE  FY12E  FY13E FY10  FY11E  FYI2E  FY13E
Revenues 271,185 311,370 359,875 412,807 Cash and cash eq 95,298 87,471 110,412 143,552
Growth (%) 6.5 14.8 15.6 14.7 Accounts receivable 50,928 61,547 71,052 80,852
EBITDA 58,449 67,593 81,338 93,451 Inventories 7,926 8,872 10,242 11,655
Growth (%) 21.3 15.6 20.3 14.9 Other current assets 51,362 57,134 65,957 75,055
Depreciation & amortisation 6,935 8,524 10,275 11,345 Investments 2,345 5,567 5,567 5,567
EBIT 51,514 59,068 71,063 82,106 Gross fixed assets 76,997 92,272 102,272 112,272
Growth (%) 24.5 14.7 20.3 15.5 Net fixed assets 53,458 61,937 61,662 60,318
Interest 3,369 4,554 4,131 5,732 CWIP - - - -
Other income - - - - Intangible assets - - - -
EBT 54,883 61,918 73,803 86,448 Deferred tax assets, net - - - -
Income taxes 9,293 8,906 13,696 17,033 Other assets 68,611 80,782 88,782 96,782
Effective tax rate (%) 16.9 14.4 18.6 19.7 Total assets 329,928 363,310 413,674 473,780
Extraordinary items 346 222 176 176 Accounts payable 40,570 45,763 52,836 60,228
Min into / inc from associates - - - - Other current liabilities 22,396 24,111 27,834 31,674
Reported net income 45,936 53,234 60,284 69,591 Provisions - - - -
Adjustments - - - - Debt funds 62,511 55,625 55,625 55,625
Adjusted net income 45,936 53,234 60,284 69,591 Other liabilities 7,902 9,673 9,673 9,673
Growth (%) 17.3 15.9 13.2 15.4 Equity capital 2,936 4,904 4,904 4,904
Shares outstanding (mn) 2,442.5 2,452.0 2,452.0 2,452.0 Reserves & surplus 193,613 223,234 262,802 311,676
FDEPS (Rs) (adj) 18.8 21.8 24.6 28.4 Shareholder's funds 196,549 228,138 267,706 316,580
Growth (%) 17.1 15.8 13.0 15.4 Total liabilities 329,928 363,310 413,674 473,780
DPS (Rs) 6.0 5.0 7.0 8.0 BVPS (Rs) 80.3 92.8 108.9 128.8

Cash flow statement Financial ratios
Y/E March (Rs mn) FY10 FYT1E FY12E FY13E Y/E March \ FY10 FY11E FY12E FY13E
Net income + Depreciation 52,871 61,758 70,558 80,936 Profitability & Return ratios (%)

Non-cash adjustments - - - - EBITDA margin 21.6 21.7 22.6 22.6
Changes in working capital (23,686)  (10,429) (8,901) (9,080) EBIT margin 19.0 19.0 19.7 19.9
Cash flow from operations 29,185 51,329 61,657 71,856 Net profit margin 16.9 17.1 16.8 16.9
Capital expenditure (10,531)  (17,003)  (10,000)  (10,000) ROE 26.5 25.1 24.3 23.8
Change in investments (675) (3,222) - - ROCE 21.7 21.1 20.6 20.4
Other investing cash flow 5683  (12,171) (8,000) (8,000) Working Capital & Liquidity ratios
Cash flow from investing (5,523) (32,396) (18,000) (18,000) Receivables (days) 69 72 72 71
Issue of equity 17,114 (7,449) (176) (176) Inventory (days) 11 10 10 10
Issue/repay debt 7,123 (6,886) - - Payables (days) 55 54 54 53
Dividends paid (17,264) (14,418) (20,716) (20,716) Current ratio (x) 1.9 2.1 2.3 2.5
Other financing cash flow 346 222 176 176 Quick ratio (x) 1.4 1.5 1.6 1.8
Change in cash & cash eq 30,001 (7,827) 22,941 33,139 Turnover & Leverage ratios (x)
Closing cash & cash eq 95,298 87,471 110,412 143,552 Gross asset turnover 5.2 5.4 5.8 6.8
Total asset turnover 0.9 0.9 0.9 0.9
Interest coverage ratio 15.3 13.0 17.2 14.3
Adjusted debt/equity 0.3 0.2 0.2 0.2
Valuation ratios (x)
EV/Sales 4.2 3.7 3.2 2.8
EV/EBITDA 19.5 16.8 14.0 12.2
P/E 25.4 21.9 19.4 16.8
P/BV 5.9 5.1 4.4 3.7
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Coverage Profile

By recommendation By market cap (US$)
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Buy Hold Sell >$In $200mn - $bn <$200mn

Recommendation interpretation

Recommendation Expected absolute returns (%) over 12 months
Buy More than 15%

Hold Between 15% and -5%

Sell Less than —5%

Recommendation structure changed with effect from March 1, 2009

Expected absolute returns are based on share price at market close unless otherwise stated. Stock recommendations are based on absolute upside (downside) and have a
12-month horizon. Our target price represents the fair value of the stock based upon the analyst’s discretion. We note that future price fluctuations could lead to a temporary
mismatch between upside/downside for a stock and our recommendation.

Religare Capital Markets Ltd

4™ Floor, GYS Infinity, Paranjpe ‘B’ Scheme, Subhash Road, Vile Parle (F), Mumbai 400 057.

Disclaimer

This document is NOT addressed to or intended for distribution to retail clients (as defined by the FSA).
This document is issued by Religare Capital Markets plc (“/RCM”) in the UK, which is authorised and regulated by the Financial Services Authority in connection with its UK
distribution. RCM is a member of the London Stock Exchange.

This material should not be construed as an offer or recommendation to buy or sell or solicitation of any offer to buy any security or other financial instrument, nor shall it, or
the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to such action or any other matter. The material in this report is based
on information that we consider reliable and accurate at, and share prices are given as at close of business on, the date of this report but we do not warrant or represent
(expressly or impliedly) that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as such. Any opinion
expressed (including estimates and forecasts) is given as of the date of this report and may be subject to change without notice.

RCM, and any of its connected or affiliated companies or their directors or employees, may have a position in any of the securities or may have provided corporate finance
advice, other investment services in relation to any of the securities or related investments referred to in this document. Our asset management area, our proprietary trading
desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this briefing note.

RCM accepts no liability whatsoever for any direct, indirect or consequential loss or damage of any kind arising out of the use of or reliance upon all or any of this material
howsoever arising. Investors should make their own investment decisions based upon their own financial objectives and financial resources and it should be noted that
investment involves risk, including the risk of capital loss.

This document is confidential and is supplied to you for information purposes only. It may not (directly or indirectly) be reproduced, further distributed to any person or
published, in whole or in part, for any purpose whatsoever. Neither this document, nor any copy of it, may be taken or transmitted into the United States, Canada, Australia,
Ireland, South Africa or Japan or into any jurisdiction where it would be unlawful to do so. Any failure to comply with this restriction may constitute a violation of relevant
local securities laws. If you have received this document in error please telephone Nicholas Malins-Smith on +44 (0) 20 7382 4479.
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