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Financials & Valuation (INR b)
Y/E March 2013E 2014E 2015E

Sa les 434.8 467.5 516.4

EBITDA 87.0 90.7 101.4

PAT 66.4 68.4 77.2

EPS (INR) 27.0 27.8 31.4

EPS Gr. (%) -11.0 3.0 12.8

BV/Sh. (INR) 130.9 150.0 172.1

RoE (%) 21.9 19.8 19.5

RoCE (%) 20.3 18.9 18.9

Payout (%) 24.1 26.9 25.5

Valuations

P/E (x) 14.7 14.3 12.6

P/BV (x) 3.0 2.6 2.3

EV/EBITDA (x) 10.3 9.6 8.4

Div yld (%) 1.6 1.9 2.0

 Volume declined QoQ: Wipro's 3QFY13 volumes declined 1% QoQ v/s  est of

growth of 1.6%; impacted by seasonality and attempt to drive higher

productivity. However, pick-up in deal signings partly alleviates concerns.

 PAT higher than estimate: Revenue at USD1,577m and IT Services EBIT margin

at 20.2% (after adjusting for ERF) were in line, despite low volumes, due to

realization improvement of +3.2% QoQ CC onsite and +3% QoQ CC offshore.

However, PAT at INR17.16b beat our est (INR15.95b) on higher other income

(INR3.4b v/s est of INR2.3b) and lower tax rate (21.9% v/s est of 23%).

 Guides 0.5-3% QoQ growth for 4QFY13: Prospects of growth revival remain

afloat due to [1] better deal closures in 3QFY13 v/s 2QFY13,[2] 1.7x increase

in the deal pipeline YoY, 2x increase in the number of large deals in the

pipeline YoY. Guidance of 0.5-3% QoQ growth in 4QFY13 is due to low activity

levels in 4Q amid budget finalizations, limiting visibility on ramp-ups.

 Current margins should sustain: Wipro's IT Services EBIT margin has stayed in

a tight band of 20-21% as lower utilization (at historical lows), and higher

SGA have offset currency and productivity tailwinds. We see current margin

levels sustainable, given levers of productivity and utilization going forward.

 Upgrading estimates marginally; Buy: Post the 3QFY13 results we have

upgraded our EBIT margin est by 20bp/90bp and our EPS est by 2.7%/2.3% for

FY14/FY15 to factor in the improved productivity. While uninspiring volume

growth has kept the valuation multiple for Wipro in check, we see some

traction in revenues, going forward. Wipro's recent announcement of

demerger of non-IT business will: [1] improve RoCE by over 3pp, and [2]

sharpen focus on IT Services. Maintain Buy.
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3QFY13: Revenue and OPM in line despite weak volumes, due to
productivity gains; higher other income  and lower tax drive above-estimate
PAT
Wipro' IT Services revenues at USD1,577m grew +2.4% QoQ (in line with our estimate

of USD1,575m) and against guidance of USD1,560-1,590m. Revenue in constant currency

was USD1,571m, growth of 2% (in line with our estimate of 1.8% QoQ).

IT Services revenue grew in line with our estimate despite weak volumes…

Source: Company, MOSL

Volume growth in 3QFY13 was a key disappointment, declining 1% QoQ, while we

had estimated growth of 1.6% QoQ. In line revenue growth was driven by realization

improvement of +3.2% QoQ CC at onsite and +3% QoQ CC at offshore.

Overall company revenue was INR109.5b, +2.7% QoQ, in line with our estimate of

+2.5% growth. Realized rupee rate during the quarter was INR54.1/USD, v/s our

estimate of INR54.15/USD.

IT services EBIT margin (after adjusting for ERF gains in the top line) was 20.2%, down

50bp QoQ (in line with our estimate of 20.3%, -40bp). In line margin was despite

tailwind from productivity-led efficiencies during the quarter, as the gains were offset

by lower utilization v/s our estimate (71.7% including trainees v/s estimate of 73.3%).

…and EBIT margin was in line with our estimate despite lower utilization - both due to better
realization
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Overall company EBIT margin (adjusting ERF gains) was 17.1%, down 30bp QoQ, v/s

our estimate of 50bp QoQ decline to 16.9%.

PAT was above estimate at INR17.16b (estimate of 15.95b), driven primarily by higher

other income and lower tax rate. Total other income was INR3.4b, well above our

estimate of INR2.3b. Effective tax rate was 21.9%, v/s estimate of 23%.

IMS and Business Applications drove growth among services
Among Services, IMS drove growth in 3QFY13 (4.6% QoQ, 45% of incremental

revenues), followed by Business Application Services (4.7% QoQ, 61% of incremental

revenues). ADM was flattish QoQ while Product Engineering and Mobility declined.

Growth during the quarter was driven by IMS and Business Application among Services

Services Contribution Growth Contr to incr.

to Rev. (%) QoQ (%) rev (%)

Technology Infrastructure Services 23.7 4.6 44.8

Analytics and Information Management 7.1 2.4 7.1

Business Application Services 31.4 4.7 60.9

BPO 8.8 3.5 13.0

Product Engineering and Mobility 7.5 -6.4 -22.0

ADM 21.5 -0.4 -3.8

Total 100.0 2.4 100.0

Source: Company, MOSL

Incremental revenues during the quarter came almost entirely from Europe
Among geographies, growth during the quarter came mainly from Europe (+7.5% QoQ,

89% of incremental revenues). Wipro is the only company in the top tier to witness a

QoQ decline in the US geography during the quarter.

Among Geographies, Europe stole the show in 3QFY13

Geographies Contribution Growth Contr to incr.

to Rev. (%) QoQ (%) rev (%)

US 49.9 -0.8 -17.6

Europe 29.6 7.5 88.7

Japan 1.0 -6.9 -3.2

India & Middle East business 8.8 4.7 17.2

RoW 10.7 3.3 14.9

Source: Company, MOSL

Healthcare & Life Sciences grew fastest among verticals
Among verticals, growth was driven by Healthcare & Life sciences (+6.7% QoQ, 26.8%

of revenues). Healthcare and Energy & Utilities also drove healthy deal signings during

the quarter.

Healthcare &Life Sciences was the fastest growing vertical

Verticals Contribution Growth Contr to incr.

to Rev. (%) QoQ (%) rev (%)

Global Media and Telecom 14.3 1.7 10.1

Finance Solutions 26.9 2.0 22.7

Manufacturing and Hi-Tech 18.7 0.8 6.0

Healthcare, Life Sciences and Services 9.9 6.7 26.8

Retail and Transportation 15.1 3.1 19.3

Energy and Utilities 15.1 2.4 15.1

Source: Company, MOSL
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Top client declined while top 2-5 contributed handsomely towards growth
Revenue growth in 3QFY13 was driven by top 2-5 clients (7.8% QoQ growth, 31% of

incremental revenues), re-emphasizing the company's continued focus of mining

the top accounts. Number of clients contributing over USD100m+ revenues on an LTM

basis inched up to 10 (v/s 9 in 2QFY13, 1 in 3QFY11).

Top client declined sequentially while top 2-5 grew at a healthy rate

Clients Contribution Growth Contr to incr.

to Rev. (%) QoQ (%) rev (%)

Top Client 3.2 -14.0 -9.5

Top 2-5 10.0 7.8 31.1

Top 6-10 9.2 1.3 5.0

Non-top 10 77.6 2.2 73.4

Source: Company, MOSL

Disconcerting volume growth, allayed somewhat by deal signings lending
revenue visibility
One metric of particular concern pertaining to Wipro has been the volume growth.

Volume declined 1% QoQ, the worst performance in the past 15 quarters and also

among the top-tier. This was the fourth quarter in a row when growth in volumes

came under 1%. We understand that partly it is also because volumes during the

quarter saw dual impact of [1] Wipro trying to address pricing concerns in run-the-

business (RTB) segments through better productivity from Fixed Price contracts and

outcome based models and [2] Lower working days QoQ. Shift away from T&M and

increased automation facilitate the potential to cut down on the number of people

deployed for a particular task, thereby driving productivity.

Weak volume growth has offset productivity gains

Source: Company, MOSL

Also, our concerns around volume growth are partly alleviated by the fact that Wipro

has signed a healthy amount of deals towards the end of 2QFY13 and in 3QFY13.

Prospects of growth revival remain afloat due to: [1] better deal closures in 3QFY13

v/s 2QFY13, while 2Q too, was a decent quarter from deal signings' perspective,

[2] 1.7x increase in the deal pipeline YoY and [3] 2x increase in the number of large

deals in the pipeline YoY.
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Guidance: wider spread reflects uncertainty around the trajectory of spends
during the quarter
Wipro guided for 4QFY13 revenue in the band of USD1,585-1,625m, implying

sequential growth band of 0.5%-3% QoQ. Our revenue growth estimate for 4QFY13

was 1.9% and we expected guidance band of 1%-3%. Lower and wider band of revenue

in the guidance, despite better deal signings and improving climate is understandable

given low levels of activity in the first half of the quarter due to budget finalizations,

which would limit the company's visibility on the ramp ups in contracts closed earlier.

Margins continue to remain in a tight band; levers will help sustain the
band with an upward bias
Over the past 6 quarters, Wipro's IT Services EBIT margins have remained in a tight

band of 20%-21% despite the margin levers from currency gains and productivity

benefits. Offsets to tailwinds on margins came from lower utilization, which is down

540bp to 71.7% (including trainees) during this period, and investments in SGA, which

have increased by 190bp during this period. We agree with the company's approach

of staying invested through both technical resources and sales feet in a weak

environment, in order to be prepared for growth.

Utilization levels are at historical lows

Client mining in top accounts continues to yield impressive results, strong customer additions in
last 2 quarters

Source: Company, MOSL
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We don't see the company faced with many challenges to its guidance of sustaining

the margin band in the near term given the levers of: [1] Productivity, with further

scope in RTB segment, [2] Utilization, which is at the lowest levels historically.

Investments in S&M have ramped up even in a weak environment

Source: Company, MOSL

Change in estimates: Estimates largely unchanged; minor upgrade in earnings
driven by higher base of realization rate
Our estimates are little changed post the results. We expect Wipro to grow its USD

revenues by 9.3% in FY14 and 10% in FY15. We are modeling a 2.4% revenue CQGR

both in FY14 and FY15 for the company.

We expect the narrow band of IT Services EBIT margin to sustain. Our EBIT margin

estimates are up by 21bp/90bp for FY14E/FY15E to 20%/20.3%, factoring in higher

realization base. We believe Wipro has enough levers to grow the margins going

forward, but remain conservative, building in continued investments into the business

by the company.

Our EPS estimates for FY14E/15E are up 2.7%/2.3% to INR27.8/31.4, on the back of

marginally higher EBIT margin estimates.

Change in Estimates

Revised Earlier Change (%)

FY13E FY14E FY15E FY13E FY14E FY15E FY13E FY14E FY15E

INR/USD 54.3 53.0 53.0 54.3 53.0 53.0 0.0 0.0 0.0

USD Revenue (m) 6,241 6,823 7,507 6,236 6,846 7,519 0.1 -0.3 -0.2

EBIT Margin (Overall) % 17.5 16.9 17.1 17.4 16.6 16.2  5bp  34bp  90bp

EBIT Margin (IT Services) % 20.7 20.0 20.3 20.8 19.7 19.4  -8bp  21bp  92bp

EPS  (INR) 27.0 27.8 31.4 26.3 27.1 30.7 2.6 2.7 2.3

Source: Company, MOSL



Wipro

19 January 2013  7

Valuation and view: Expect some revenue traction going forward on the
back of deals signed; maintain Buy
We expect Wipro to grow its USD revenues at a CAGR of 10% over FY13-15 and EPS at

a CAGR of 8% over this period. The stock trades at 14.3x FY14E and 12.6x FY15E EPS.

While uninspiring growth in volumes has kept the multiple for Wipro in check, we

see some traction in revenues going forward as the ramp ups in signed deals

accelerate. Wipro's recent announcement of de-merger of non-IT business is a positive

given it will: [1] improve RoCE of the business by over 3pp and [2] increase the focus

on IT Services. Our target price of INR470 (18% upside) discounts FY15E EPS by 15x.

Maintain Buy.

Other result highlights
 Revenue mix shifted in favor of onsite by 40bp QoQ to 53.8%

 Revenue from Fixed Price contracts increased by 40bp QoQ to 46.2%

 The company added 50 new customers during the quarter, on the back of 53

customers in the previous quarter. Wipro closed the quarter with 966 active clients

v/s 939 clients in 2QFY13

 DSO improved to 68 days in 3QFY13, from 72 days in the previous quarter

 Hedge book stands at USD1.8b as on December 31, 2012

 Net employee addition was 2,336 v/s estimate of 3,115

 TTM attrition (comparable to other IT services attrition reporting) at 14.2% v/s

14.6% in 2QFY13

QoQ USD rev. growth comparison (%)

Wipro Infosys TCS HCL Tech

Industry

BFSI 2.0 1.6 2.9 3.4

Manufacturing 0.9 4.6 7.1 2.3

Retai l 3.1 0.1 3.3 1.2

Telecom 1.3 3.1 -4.7 -2.0

Services

ADM 0.0 -0.9 1.7 2.5

IMS 4.3 7.9 6.1 10.9

BPO 2.7 17.6 3.3 1.7

Region

US -0.7 1.6 2.9 3.4

Europe 7.5 16.6 3.3 6.0

Source: Company, MOSL
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Growth Matrix QoQ (%)

2QFY11 3QFY11 4QFY11 1QFY12 2QFY12 3QFY12 4QFY12 1QFY13 2QFY13 3QFY13

Geography

US 3.2 2.4 3.6 -1.2 2.1 3.8 1.2 -2.3 1.5 -0.8

Europe 10.3 12.7 3.1 2.7 5.3 0.1 0.2 0.1 2.1 7.5

Japan 5.7 5.6 4.2 -26.3 23.6 2.2 -13.7 16.6 -13.9 -6.9

India & Middle East business 4.6 5.6 6.6 -0.6 8.1 0.0 7.6 -9.6 -0.6 4.7

Other Emerging markets 12.0 4.1 10.1 11.2 12.2 2.2 8.9 5.9 5.7 3.3

RoW 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Verticals

Global Media and Telecom 4.5 6.2 5.4 -1.8 -2.2 0.3 -1.3 -1.4 -1.7 1.7

Finance Solutions 5.7 7.1 1.9 0.5 6.2 3.0 -0.6 -2.1 4.0 2.0

Manufacturing and Hi-Tech 2.8 1.0 2.6 0.5 0.9 2.2 2.5 0.2 -0.4 0.8

Healthcare, Life Sciences and Services 7.7 0.7 5.2 -2.4 0.5 4.3 2.0 -0.4 -4.3 6.7

Retail and Transportation 10.0 4.9 6.2 -4.0 2.5 3.6 5.4 -3.9 1.7 3.1

Energy and Utilities 5.7 17.4 7.4 14.3 23.6 0.0 6.6 0.1 8.2 2.4

Services

Technology Infrastructure Services 6.2 7.1 5.2 1.0 6.5 0.4 6.2 -0.5 3.5 4.6

Analytics and Information Management 9.5 7.4 6.0 7.2 7.9 2.2 5.1 3.0 1.7 2.4

Business Application Services 5.4 3.8 3.9 2.9 5.0 3.2 1.3 -1.0 1.7 4.7

BPO 2.6 0.2 9.8 -4.6 -1.0 -1.2 -1.6 1.1 5.3 3.5

Product Engineering and Mobility 7.0 3.2 0.5 1.7 5.9 2.2 -0.4 2.3 -1.9 -6.4

ADM 5.7 9.1 2.6 -2.7 3.3 4.0 0.3 -6.0 -0.1 -0.4

R&D 0.8 -0.3 -3.5 0.5 4.6 3.1 -2.9 -1.4 -1.7 -8.2

Consulting 17.9 12.9 4.2 0.5 8.0 -4.1 -1.4 -15.0 -2.4 -1.9

Source: Company, MOSL
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Company description
Wipro is the third largest Indian IT services company and

the largest third-party BPO operator in India. It is the

largest third-party R&D services provider globally,

employing over 142,000 employees. It offers among the

widest range of IT and ITeS services and its corporate

governance and transparency are at the highest level in

the industry.

Key investment arguments
 It is the largest player in infrastructure management

services (IMS), the fastest growing service line for

Indian IT companies.

 It has a strong presence in domestic and emerging

markets, growing ahead of developed markets.

 Post restructuring, company has seen impressive

client additions and mining of large clients to

increase its number of customers in the higher

contribution buckets (USD100m+ clients up from 1

to 10 in 2 years)

Key investment risks
 Risk pricing in FPP projects could go wrong (46.2%

revenues from FPP in 3QFY13).

 Increased investments in the pursuit for growth will

keep margins muted in the near term. Margin

recovery will be hit if growth challenges persist over

the medium term.

Comparative valuations
Wipro  Infosys TCS

P/E (x) FY13E 14.7 17.2 18.8

FY14E 14.3 15.9 17.2

P/BV (x) FY13E 3.0 4.2 6.8

FY14E 2.6 3.7 5.5

EV/Sales (x) FY13E 2.1 3.3 4.0

FY14E 1.9 2.9 3.5

EV/EBITDA (x) FY13E 10.3 11.4 13.9

FY14E 9.6 10.3 12.3

Shareholding pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 78.3 78.3 79.2

Domestic Inst 3.1 3.5 3.6

Foreign 9.7 9.2 8.4

Others 8.9 9.0 8.8

Wipro: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 27.0 26.3 2.8

FY14 27.8 28.6 -2.8

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

397 470 18.4 Buy

Recent developments
 Wipro has won a multi-year IT Infrastructure

Outsourcing engagement with one of the largest

Retailers in Australia.

 Wipro has won a multi-year engagement with a large

not-for-profit Healthcare Provider in the US to enable

the seamless integration of the IT infrastructure of

its recently acquired entities

Valuation and view
 We expect Wipro to grow its USD revenue at a CAGR

of 10% over FY13-15E and EPS at a CAGR of 8% during

this period

 Valuations at 14.3x FY14E and 12.6x FY15E EPS.

Maintain Buy with a TP of INR470 (15x FY15E EPS).

Sector view
 In the last few quarters, increasingly weak

macroeconomic data have been emanating from

both the US and Europe, which implies deceleration

in growth for Indian IT services.

 Early commentary on CY13 IT budgets indicates that

growth in FY14 is likely to compare with that in FY13.

 We reckon frontline Indian IT companies would be

better placed to sail through the near-term

challenges mentioned above. Niche IT/ITeS

companies with strong business models are also

likely to be better placed to face uncertainties in

the near term.
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