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\l/ Downgrade

Wipro
Pushing the growth pedal hard

IT & ITES Sharekhan code: WIPRO Result Update

Summary

+ We maintain our Buy rating on Wipro with a revised PT of Rs. 510 given large deal wins and
speedy decisions on strategic changes across organisation for improving growth trajectory.

¢ Revenue was broadly in-line, margin beat our estimates; CC revenue grew 3.4% g-o-q,
while EBIT margin for IT services expanded 246 bps g-o-q to 21.7%; cash conversion
remained strong.

* Wipro provided marginally better-than-expected growth guidance of 1.5-3.5% g-o-q for
Q4FY2021E; EBIT margin to sustain in the medium-term despite higher investments, aided
by revenue growth and higher offshoring mix.

+ We expect Wipro’s revenue growth trajectory to significantly exceed historical levels in
FY2022E and FY2023E, because of strong deal wins, a robust deal pipeline and its full
service model.

Wipro delivered a second consecutive quarter of strong revenue growth, margin expansion,
acceleration in order bookings and solid cash conversion. Wipro reported slightly better-
than-expected revenues, while EBIT margin beat our estimates. Wipro reported constant
currency (CC) revenue growth of 3.4% g-o-q (upper-end of guidance), broadly in line with our
expectations, led by a strong growth in consumer, healthcare, technology, energy & utilities
and manufacturing verticals. Reported US Dollar revenue came in at $2,071 million, up 3.9%
g-o-q. EBIT margin for IT services improved by 246 bps q-o-q at 21.7%, exceeding estimates,
led by higher offshoring, operational efficiencies, lower sub-contracting expenses and
improvement in quality of revenues. Net profit of Rs. 2,966.7 crore (up 20.3% q-o-q and 20.8%
y-o-y) exceeded our estimates, led by higher-than-expected profitability. Five out of seven
verticals reported above-average growth rate as clients embraced digital transformation
initiatives. Wipro provided marginally better-than-expected revenue growth guidance of 1.5-
3.5% g-o0-q for Q4FY2021. It closed 12 deals with $30 million+ TCVs in Q3FY2021, taking total
TCVs to over $1.2 billion. We expect Wipro’s revenue growth trajectory to significantly exceed
historical levels in FY2022E and FY2023E, because of strong deal wins, robust deal pipeline,
higher adoption of cloud and cloud-related technologies, improving demand outlook in
certain large verticals, strong digital competencies and full service model. We believe EBIT
margin could be sustainable in the medium-term despite investments on sales and marketing,
domain specialists and building digital capabilities, led by revenue improvement, lower travel
and administrative expenses, higher offshoring revenue and WFH efficiencies.

Key positives
+ Strong deal wins TCVs of $1.2 billion
¢ Cash conversion remained strong; free-cash-flow to EBITDA ratio stood at 96%

Key negatives
¢ The company lost four clients in its $100 million revenue bracket on a y-o-y basis

Our Call

Valuation — Maintain Buy with a PT of Rs. 510: We have revised earnings estimates for
FY2021E/FY2022E/FY2023E factoring in better-than-expected Q3FY2021 results and strong
deal wins. We believe that a leaner organisation structure would enable the company to take
better decisions on a go-to market strategy and optimise costs. Wipro would focus on mining
large accounts, wining large transformational deals, hiring top talents for key roles, leveraging
partnerships and strategic mergers & acquisitions (M&A) to drive faster growth. At CMP, the
stock is trading at 22x/21x of its FY2022/FY2023 earnings estimates, at a significant discount to
its large peers. Given the company’s keen focus on growth acceleration with stable margins, we
maintain our Buy rating on Wipro with a revised PT of Rs. 510.

Key risk
Rupee appreciation and/or adverse cross-currency movements; longer duration of pandemic;

constraint in local talent supply in the US and a stringent visa regime to adversely impact
earnings.

Valuation Rs cr
Revenue 58,584.5 61,023.2 62,082.8 67,4619 72,844.3
OPM (%) 191 20.2 243 24.0 23.8
Adjusted PAT 8,984.5 9,721.8 10,783.8 11,839.8 12,703.2
% YoY growth 79 82 10.9 9.8 73
Adjusted EPS (Rs.) 14.9 16.6 18.9 20.8 223
P/E (x) 30.8 276 24.2 221 20.6
P/B (x) 5.5 5.0 46 41 37
EV/EBITDA (x) 22.8 20.6 16.5 15.0 13.8
RoNW (%) 15.2 17.4 17.6 17.6 17.2
RoCE (%) 14.6 15.7 17.2 17.6 17.6

Source: Company; Sharekhan estimates
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Revenue broadly in-line, margin beat expectations

Wipro reported slightly better-than-expected revenue performance, while margin continued to beat our
estimates. The company delivered a second consecutive quarter of strong performance on order booking.
Wipro’s CC revenue grew 3.4% g-o-q (top-end of its guidance range), broadly on expected lines. Reported
US Dollar revenue came in at $2,071 million, up 3.9% g-o-q. Revenue growth was driven by strong growth in
consumer, healthcare, technology, energy & utilities and manufacturing verticals. EBIT margin for IT services
improved by 246 bps g-o-qto 21.7%, exceeding our estimates, led by higher offshoring, operational efficiencies,
lower sub-contracting expenses and an improvement in quality of revenues. Net profit of Rs. 2,966.7 crore (up
20.3% g-o0-g and 20.8% y-o-y) was ahead our estimates, led by higher-than-expected profitability.

Guidance slightly better than expectations; deal TCVs stay strong

Wipro delivered a second consecutive quarter of strong revenue growth, acceleration in order bookings,
expansion of margins, and solid operating cash flows. The managementindicated that robust client acquisition
and focus on digital helped the company to deliver strong revenue growth in Q3FY2021. Further, company
provided marginally better-than-expected revenue growth guidance of 1.5-3.5% g-o-q for Q4FY2021, led
by ramp-up of deal wins and higher digital transformation initiatives by clients. Order bookings during the
quarter grew in double digits y-o-y. The company has closed 12 deals with TCVs of over $30 million, taking
total TCVs to more than $1.2 billion. Though the management remains confident to place Wipro on industry-
matching growth trajectory without losing sight of profitability, we expect Wipro’s revenue growth trajectory
to significantly exceed historical levels on the back of strong deal wins, robust deal pipeline, higher adoption
of cloud and cloud-related technologies and improving demand outlook in certain large verticals. The
management expects margins would sustain at this level in the medium-term despite investments on sales
and marketing, domain specialists and building digital capabilities, led by revenue improvement, lower travel
and administrative expenses, higher offshoring revenue and work-from-home (WFH) efficiencies.

Results Rs cr
Particulars (IFRS) Q3FY21| Q3FY20 | Q2FY21| YoY (%) QoQ (%)
Revenues ($ mn) 2,071.0 2,094.8 1,992.4 -11 3.9
Net sales 15,670.0 15,470.5 15,148.3 1.3 34
Direct costs 10,431.3 10,967.3 10,538.7 -4.9 -1.0
Gross profit 5,491.6 4,503.2 4,862.5 219 12.9
SG&A 1,914.0 1,852.6 1,778.3 33 76
EBIT 3,577.6 2,650.6 3,084.2 35.0 16.0
Net other income 4575 352.6 394.2 29.8 161
PBT 4,0351 3,003.2 3,478.4 344 16.0
Tax provision 8524 616.4 722.8 38.3 17.9
Minority interest 29.8 71 18.7 319.7 59.4
Net profit 2,966.7 2,455.8 2,465.6 20.8 20.3
EPS (Rs.) 5.2 4.3 4.3 20.9 20.6
Margin (%)

EBIT margins (Blended) 22.8 171 20.4 570 247
EBIT margin (IT Services) 217 18.4 19.2 329 246
NPM 18.9 15.9 16.3 306 266

Source: Company; Sharekhan Research
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Operating metrics

Particulars Revenues \ Contribution \ $ Growth (%) CC growth (%)
Revenues ($ mn) 2,071 100 3.9 -1 3.4 -2.0
Geographic mix

Americas 1,193 576 25 -3.8 23 -3.2
Europe 522 25.2 101 51 8.6 1.4
APAC & others 356 17.2 0.4 -0.6 -0.3 -25
Industry verticals

BFSI 632 305 1.6 -2.4 1.2 -2.5
Consumer 340 16.4 5.2 -4 5.2 -3.6
Technology 261 12.6 4.8 13 4.5 0.6
Healthcare 288 13.9 5.5 49 5.0 37
Energy & utilities 27 131 5.6 0.4 41 -2.6
Manufacturing 172 83 5.2 01 4.0 -2.4
Communications 108 5.2 2.0 -9.8 0.7 -11.4
Service line

Application services 920 444 37 -0.7 2.8 -1.6
Cloud and infrastructure services 530 256 39 -1.9 3.6 -3.0
Digital operations and platform 329 15.9 6.6 27 6.6 27
Product engineering 149 7.2 11 -51 11 -6.0
Data, analytics and Al 143 6.9 2.5 -5.3 1.2 -6.5
Client's Contribution

Top client 64 31 0.7 2.2 - -
Top 5 246 1.9 31 -4.4 - -
Top 10 391 18.9 0.2 27 - -

Source: Company; Sharekhan Research

Segmental revenue ($ mn) and margin (%)

Particulars Revenues \ Contribution (%) \ Margin (%)

($ mn) | Q3FY20| Q3FY21 Q3FY20| Q3FY21
BFSI 632 30.9 30.5 177 21.0
Consumer 340 16.9 16.4 18.6 24.6
Technology 261 12.3 12.6 17.5 161
Healthcare 288 131 13.9 161 20.5
Energy and utilities 271 12.9 131 16.0 18.4
Manufacturing 172 8.2 8.3 19.2 201
Communications 108 57 5.2 16.9 18.0

Source: Company; Sharekhan Research
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Outlook and Valuation

B Sector View — Expect acceleration in technology spending going forward

Industry analysts such as Gartner estimates IT services spending would grow by 5-8% over CY2021-24E
comparedto average of 4.2% achieved in CY2010-19. Forecasts indicate higher demand for cloud infrastructure
services, potentialincrease in specialised software, potential investments in transformation projects by clients
and a rise in online adoption across verticals. Tailwinds in infrastructure management services (IMS) would
result in pull-forward of cloud adoption, collaboration tools and cyber security.

B Company Outlook — Expect improvement in performance

Revenue growth has been underperforming the average industry growth rate owing to a steady decline in legacy
business, and continued weakness in certain pockets. Though the long track record of underperformance implies
execution issues, the company is focusing on higher client mining, enhancing digital capabilities and attempt to
gain market share during the challenging period under the new CEO, Mr. Delaporte, who has laid out a five-point
strategy to take the company to a leadership position in certain key markets.

B Valuation — Upgrade to Buy with a PT of Rs. 510

We have revised earnings estimates for FY2021E/FY2022E/FY2023E factoring in better-than-expected Q3FY2021
results and strong deal wins. We believe that a leaner organisation structure would enable the company to take
better decisions on a go-to market strategy and optimise costs. Wipro would focus on mining large accounts,
wining large transformational deals, hiring top talents for key roles, leveraging partnerships and strategic mergers
& acquisitions (M&A) to drive faster growth. At CMP, the stock is trading at 22x/21x of its FY2022/FY2023 earnings
estimates, at a significant discount to its large peers. Given the company’s keen focus on growth acceleration
with stable margins, we maintain our Buy rating on Wipro with a revised PT of Rs. 510.

One-year forward P/E (x) band

25.0 -
20.0 A
15.0 -kﬂ #
= Log ra | =
@ W
= 10.0 |
5.0 1
0.0 T
— o~ o o <t wn (e} ~ 0 [e)] o —
Fli - — — Al — r|| — i — [} o
P /E (x) Avg. P/E (x) e Peak P/E (x) Trough P/E (x)

Source: Sharekhan Research

Peer valuation

CMP o/s P/E (x) | EV/EBITDA (x) | P/BV (x) | RoE (%)
. MCAP
Particulars (Rs / Shares
(RsCr)| FY21E| FY22E| FY21E | FY22E | FY21E | FY22E | FY21E | FY22E
Share) (Cr)
HCL Tech 1,056 271 286,427 23.2 213 14.8 13.8 5.0 45 227 221
TCS 3159 375 1185303 35.0 302 243 211 13.2 121 384 M8
Wipro 459 572 262191 24.2 221 16.5 15.0 46 41 17.2 176

Source: Company, Sharekhan Research
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About company

Wipro is the leading global IT services company with business interests in export of IT, consulting and BPO
services. The company offers the widest range of IT and ITeS services, including digital strategy advisory,
client-centric design, technology consulting, IT consulting, systems integration, software application
development and maintenance, package implementation, and R&D services. Wipro develops and integrates
innovative solutions that enable its clients to leverage IT to achieve their business objectives at competitive
costs. The company generates revenue from the BFSI, manufacturing, retail, utilities and telecom verticals.
Wipro has more than 1.6 lakh employees.

Investment theme

Though Wipro has been active on the investment front, including building digital capabilities, training and
incentivizing employees and acquiring businesses, it has been underperforming the large peers in terms of
overall growth owing to execution challenges and account-specific issues. The company hopes that its growth
trajectory would catch up with the industry’s average growth rates, led by increasing deal wins, continued
growth momentum in BFSI, receding of concerns in certain industry pockets and higher growth in the digital
business. Higher revenue growth would help the company to report margin improvement going ahead.

Key Risks

1) Any hostile regulatory visa norms could impact employee expenses; 2) prolonged weakness in healthcare/
manufacturing verticals; 3) rupee appreciation and/or adverse cross-currency movements; 4) softness in top
accounts; 5) any further client-related/portfolio-related issues impacting sales/margins; and 6) any major
macro issues in developed markets, especially in the U.S. and Europe.

Additional Data

Key management personnel

Thierry Delaporte Chief Executive Officer

Bhanumurthy B. M. President & Chief Operating Officer
Jatin Dalal Chief Financial Officer

Anand Padmanabhan President, energy, utilities & construction
Ankur Prakash Senior Vice President, Communications

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Life Insurance Corp of India 4.84
2 ICICI Prudential Asset Management 1.02
3 Black Rock Inc 0.76
4 Vanguard Group Inc 0.59
5 Norges Bank 0.55
6 SBI Funds Management Pvt Ltd 0.42
7 Dimensional Fund Advisors LP 0.37
8 State of California 0.25
9 Government Pension Investment Fund 0.21
10 Matthews International Capital Man 015

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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