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Wipro Ltd 
Recent acquisitions to payback 

Wipro seems confident that a payback from its inorganic initiatives is 
imminent. We understand it is seeing traction in large deal wins due to 
capabilities it added in infrastructure management services. We raise our 
earnings estimates by 8% for FY10 and 11% for FY11 due to the surprise 
recovery and, hence, our target price from Rs 476 to Rs 600. However, at 
18.4x FY11E P/E, a 10% premium to TCS, we prefer TCS over Wipro.  

 Seeing traction across services 
Wipro is signing more multi-service deals, including application and package 
maintenance, BPO, infrastructure management and testing services. With 80 
of Wipro’s top 100 clients using it for at least four different services, the 
company is using this fact as a reference to win new multi-service deals. 

 Inorganic initiatives set to give returns 
Over the past two years, Wipro has pursued an aggressive inorganic growth 
and utilised over US$1 billion in cash. While its market share has remained 
unchanged, its margins have been diluted and, hence, lower earnings growth 
than peers. Wipro expects to demonstrate the benefits of its inorganic strategy 
in the imminent future.  

 Raising earnings by 8% for FY10E and 11% for FY11E 
Wipro is currently trading at 18.4x FY11E earnings, a 10% premium to TCS. 
The company was ahead of its peers in reading the change in environment. 
Thus, the Street seems to be expecting superior growth for Wipro relative to 
peers. As the company’s track record doesn’t inspire confidence for us to 
assume outperformance, we would like to see at least one quarter of better 
relative growth before turning optimistic. Maintain Neutral. 
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Figure 1: Key financials  
Rs million or as indicated, year-end March 

FY08 FY09 FY10E FY11E

Sales 197,428 254,564 265,845 306,638

Sales growth YoY (%) 32.1 28.9 4.4 15.3

EBITDA margin (%) 19.7             19.9             21.3             20.4             

Net profit 32,240         34,415         41,250         43,944         

EPS (Rs) 22.2             23.6             28.3             30.2             

P/E (x) 25.1             23.5             19.6             18.4             

EV/EBITDA (x) 20.5             15.8             13.8             12.1             

FCF yield (3.4)              1.6               4.3               4.3               

ROE (%) 27.9             24.6             25.2             22.9             

Source: Company data, Reliance Equities estimates. Note: Priced at COB 16 September 2009. 
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Activity picking up across the board 
Wipro is experiencing more engagements with clients including some discretionary spending 
activity. The recovery in spending is more dominant in retail and manufacturing, healthcare 
and other services. The company is signing multi-service deals including IT infrastructure 
management, BPO and testing services. Wipro claims that 80 of its top 100 clients procure at 
least four of its services. Surprisingly, the company is witnessing larger deals from Europe 
while deals from the US geography are smaller but more in number. Wipro seems optimistic 
in bagging government projects not only in India but also outside.  

Inorganic initiatives set to payback 
Wipro has been aggressive in pursuing acquisitions with its ‘string of pearls’ strategy and 
utilised US$1 billion in cash. Despite this, it has not reported superior growth rates compared 
to its peers. The company seems quite confident that returns will be reflected in its 
performance imminently. Wipro remains optimistic on its Infocrossing acquisition (data centre 
operations), because of which it is able to win IT infrastructure management services deals. It 
is also optimistic on the Citi Tech services acquisition, which it believes would lead to mining 
of the Citigroup account.  

Raising earnings estimates by 8% for FY10 and 11% for FY11 
Wipro surprised the Street in April 2009 with its positive commentary on the environment 
despite its peers remaining cautious. However, reported performance in 1Q FY10 was below 
par relative to peers. Our channel checks lead us to believe that Wipro is winning more large 
deals than before and is also benefiting due to vendor consolidation. We are thus raising our 
earnings forecast by 8% for FY10. Wipro seems to be confident of keeping margins at current 
levels in FY11 despite its plan to honour 8,000 campus offers in 2Q FY10 and 3Q FY10 and 
another 7,500 offers starting January 2010. However, given our exchange rate assumption of 
Rs 45/US$ as against Rs 47.3 in FY10, we believe margins will decline by 60bps in FY11. 
We are raising FY11E earnings by 11%. 

Figure 2: Estimates revisions  

Units as indicated 

Old New Revision Old New Revision

Volumes (man mths) 529,052     534,933        1.1% 620,535      637,154       2.7%

Blended pricing (US$/man mth) 6,199 6,264 1.1% 6,074 6,257 3.0%

Revenues (US$ m) 4,308         4,406 2.3% 4,939 5,283 7.0%

EBITDA margin 24.8% 25.0% 23.4% 24.4%

EPS (Rs) 26.3           28.3             7.9% 27.4           30.4             11.0%

FY10E FY11E

 

Source: Reliance Equities estimates. Note: EPS is as per US GAAP and the rest of the data is for the IT services 
  business only. 

Maintain Neutral as expectations are high 
Wipro has followed a strategy that’s different compared to its peers, like pursuing inorganic 
growth opportunities aggressively and deferring the joining dates of about 15,000 campus 
hires even as TCS and Infosys continued to honour their commitments. While sell-side 
analysts have been cautious (until recently there were few ‘buy’ recommendations), investors 
have remained optimistic on Wipro due to expectations that its differentiated strategy would 
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result in superior performance. However, so far the trends Wipro has demonstrated are 
similar to those of its peers. The company was ahead of its peers in identifying that the 
environment was improving. This has raised investor expectations that Wipro would report 
superior performance going forward, given its ability to predict market trends early on. At 
18.4x FY11E earnings, Wipro is trading at a premium of 10% to TCS. We would like to see at 
least one quarter of superior growth before turning optimistic on Wipro. We are raising our 
target price to Rs 600, based on 20x FY11E earnings, i.e., a 10% discount to Infosys. 
Maintain Neutral. 
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Figure 3: Summary financials 
Rs million or as indicated, year-end March 

Income statement FY08 FY09 FY10E FY11E Cash Flow Statement FY08 FY09 FY10E FY11E
Sales 197,428  254,564  265,845   306,638 PBT 36,137 39,936    48,010 52,405  
R&D expenses (405)        -          -           -        D&A add back (5,343) (6,703)    (7,096)  (8,040)   
Employee expenses (133,488) (171,473) (175,996)  (205,100) Taxes paid (3,873) (5,422)    (6,561)  (8,261)   
SG&A exp (24,627)   (32,458)   (33,271)    (38,907) (Inc)/dec in w. cap 34,643 61,078    21,749 21,968  
Other operating exp -          -          -           -        Other op. cash flow (70,310) (59,090)   (13,212) (13,941) 
Other op. income -          -          -           -        Cash flow from op. (A) (8,746) 29,800    42,890 44,131  
EBITDA 38,908    50,633    56,579     62,631  Cap exp. (B) (18,624) (16,743)   (8,000)  (9,000)   
Depn and amort. (5,960)     (8,191)    (8,802)      (9,676)   Acquisitions (C) -       -         -       -        
EBIT 32,948    42,442    47,777     52,955  Divestitures (D) -       -         -       -        
Net int. income/exp. -          -          -           -        Others (E) 17,504 (1,682)    -       -        
Inc./loss from assoc. -          -          -           -        Cash flow from investing (1,120) (18,425)   (8,000)  (9,000)   
Other non-op inc./exp. 2,167      (1,816)    4,725       (1,249)   FCF (A+B+C+D+E) (27,370) 13,057    34,890 35,131  
PBT 36,137    39,936    48,010     52,405  Divids pd (com. and pref.) (9,955) (11,770)   (14,107) (15,029) 
Provision for taxes (3,873)     (5,422)    (6,561)      (8,261)   Inc. in equity 1,938    2,591      -       -        
Minority interest (24)          (99)          (199)         (200)      Inc./(dec.) in debt 40,975 12,050    (17,566) (29,142) 
Preference dividend -          -          -           -        Other financing cash flows 3,766    (4,399)    (434)     (200)      
Reported net profit 32,240    34,415    41,250     43,944  Cash flow from financing 36,724 (1,528)    (32,107) (44,370) 
REIPL net income 32,240    34,415    41,250     43,944  Total cash flow 26,858 9,847      2,782   (9,240)   
Wtd avg # of shares 1,455.4   1,455.5   1,455.5    1,455.5 Capital management FY08 FY09 FY10E FY11E
EPS (basic, rep) (Rs) 22.2        23.6        28.3         30.2      Inventory days 10.5      11.4        13.1     13.6      
EPS (dil., rep.) (Rs) 22.2        23.6        28.3         30.2      Receivable days 62.3      61.0        63.7     58.7      
EPS (dil., adj.) (Rs) 22.2        23.6        28.3         30.2      Growth and margins (%) FY08 FY09 FY10E FY11E
DPS (Rs) 6.0          7.1          8.5           9.1        Sales growth 32.1      28.9        4.4       15.3      
Divid payout ratio (%) 27.1        30.0        30.0         30.0      EBITDA growth 14.2      30.1        11.7     10.7      
Balance sheet FY08 FY09 FY10E FY11E EPS growth 13.7      6.7          19.9     6.5        
Cash and equiv. 39,270    49,117    51,899     42,661  EBITDA margin 19.7      19.9        21.3     20.4      
A/c.s receivable 38,908    46,217    46,614     52,087  EBIT margin 16.7      16.7        18.0     17.3      
Loans and adv. -          -          -           1           Net margin 16.3      13.5        15.5     14.3      
Inventory 7,172      8,686      10,423     12,508  Rev. growth – peers 24.1      27.5        4.6       12.9      
Other current assets 28,183    40,883    49,060     58,872  EBITDA growth – peers 17.3      29.4        7.0       9.9        
Total curr. assets 128,696  161,421  174,514   182,646 EBITDA margin – peers 24.8      25.1        25.7     25.0      
Accounts payable 15,218    21,144    22,933     26,741  EPS growth – peers 15.6      13.1        8.2       12.6      
Short-term debt 30,234    37,211    20,197     10,099  Noplat 29,417 36,680    41,248 44,608  
Other curr. liab. 31,786    54,213    61,080     71,109  Invested capital 224,386 270,138  283,480 286,735
Total curr. liab. 77,238    112,568  104,210   107,948 ROIC (%) 17.1      14.8        14.9     15.6      
Net curr. assets 51,458    48,853    70,304     74,698  ROIC/WACC (x) 1.4        1.2          1.3       1.3        
Net fixed assets 39,822    49,862    50,766     51,726  ROIC – peers (%) 27.3      26.3        22.8     22.0      
Net intangibles 51,436    67,106    71,106     75,106  Valuations FY08 FY09 FY10E FY11E
Investments -          -          -           -        P/E (x) 25.1      23.5        19.6     18.4      
Other long-term assets 3,345      12,159    12,159     12,678  P/E (peers) (x) 24.2      21.4        19.8     17.5      
Total assets 223,299  290,548  308,545   322,156 EV/sales (x) 4.0        3.1          2.9       2.5        
Total loans 14,522    19,595    19,043     -        EV/sales – peers (x) 4.9        3.8          3.5       3.0        
Other long-term liab. 2,058      7,968      7,968       7,968    EV/EBITDA (x) 20.5      15.8        13.8     12.1      
Shareholders' funds 129,367  150,182  177,324   206,241 EV/EBITDA (peer group) 19.3      14.9        13.5     11.8      
Pref. shrs/other equity -          -          -           -        P/B (x) 6.2        5.4          4.6       3.9        
Minority interest 114         235         -           -        P/B peer group (x) 7.8        7.0          5.6       4.6        
Total liab. and equity 223,299  290,548  308,545   322,156 Div yield (%) 1.1        1.3          1.5       1.6        
BVPS (Rs) 89.0        103.3      121.8       141.7    Free cash flow yield (%) (3.4)      1.6          4.3       4.3        
DuPont analysis FY08 FY09 FY10E FY11E Quality of earnings FY08 FY09 FY10E FY11E
Margin (%) 16.3        13.5        15.5         14.3      Op. cash flow/net income (x) (0.3)      0.9          1.0       1.0        
Asset turnover (x) 1.1          1.0          0.9           1.0        Capex/Depn (x) 3.5        2.5          1.1       1.1        
Leverage (x) 1.6          1.8          1.8           1.6        Tax charge/pre-tax income (x 10.7      13.6        13.7     15.8      
ROE (%) 27.9        24.6        25.2         22.9      Net debt/equity (%) (0.1)      (0.1)        (0.2)      (0.2)       

Interest cover (x) -       -         -       -        

Source: Company data, Reliance Equities estimates. 
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Key to REIPL recommendations 
Outperform = Expected total return is more than the hurdle rate. 
Neutral = Expected total return is less than the hurdle rate but more than zero. 
Underperform = Expected total return is negative. 
 
Expected total return is defined as expected price appreciation over the next 12 months plus our dividend yield 
forecast for the stock.  
Hurdle rate is defined as the ten-year government securities yield + our market risk premium assumption. 
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