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Wipro Limited
A handshake for growth

IT & ITES Sharekhan code: WIPRO Event Update

Summary

+ We maintain a Buy on Wipro with an unchanged PT of Rs. 510 given its strategic acquisition
of Capco in BFSI space and significant external hires to achieve industry-matching growth.

+ Wipro would acquire Capco, an end-to-end management consulting services and digital
transformation solutions provider in the BFSI space, in a $1.45 billion all-cash deal.
Company’s net cash stood at about Rs. 450 billion as of Q3FY2021.

+ Deal would help Wipro boost its presence in BFSI segment, enhance capabilities, acquire
talents and new clients and also win large transformational deals. The addition of 30
financial clients (79% of Capco’s revenue) from acquisition would significantly enhance the
access to industry spends.

+ Wipro has redefined its strategic focus to drive growth with speedy decisions in making
large strategic M&A in BFSI space, significant staffing changes and hires in leadership
positions.

Wipro Limited (Wipro) has entered into an agreement to acquire The Capital Markets
Company (Capco), an end-to-end management consulting services and digital transformation
solutions provider in the banking and financial services space, in a $1.45 billion all-cash
deal. Capco clocked revenues of $700 million in 2020, which would increase Wipro’s BFSI
revenue to $3.2 billion from $2.5 billion currently. It would also boost Wipro’s consulting
and business transformation footprint. The management highlighted that Wipro and Capco
share complementary business models, sector alignments and service offering, therefore,
the deal would create a unique combination of consulting and domain led expertise with
scale, digital technology and operation. As Capco is a focused management technological
consultancy offering digital transformational solutions to global financial firms, this deal
would enhance Wipro’s offering with integrated and end-to-end consultative digital, cloud
and IT transformation solutions at scale to their customers. Further, the addition of 30 large
global financial clients (79% of Capco’s revenue) from the acquisition would significantly
enhance Wipro’s access to industry spends as there are significant synergies through cross-
selling opportunities by leveraging the complementary capabilities of both entities. We
believe the unique combination of Capco’s consulting led expertise and Wipro’s technology
offerings would help it secure large-scale transformational deals in the BFSI space. Though
the management indicated that the acquisition will dilute Wipro IT EBIT margin by 2% in year
one as a large component of which will be a non-cash charge (relating to higher charge of
intangible assets in earlier years), management would fund the acquisition through cash
as the company had a net cash of Rs. 45,234 crore as of Q3FY2021. Wipro highlighted that
Capco’s margins are healthy, similar its own onsite margins. The management also highlighted
that Capco’s would improve after the acquisition as it has identified cost synergies. Further,
management also highlighted that EPS would be dilutive in the first year and it would turn
accretive from third year. Though the progress in consulting business need to be eyed going
ahead, the management has been aggressively looking for ways to boost revenue growth
with strategic acquisition, significant people changes and external hires.

Our Call

Valuation — Maintain Buy with a PT of Rs. 510: Wipro has redefined its strategic focus with
speedy decisions on large strategic M&A in BFSI space and significant hires in leadership
positions. This acquisition would the company’s drive growth going ahead given cross-sell/up-
sell opportunities, enhancement of capabilities, addition of large global financial clients and
winning large transformational deals. Though the deal would impact margin during the first-
year, we believe Capco’s margins would improve in coming years with change in onsite mix and
cost efficiency measures. At CMP, the stock is trading at 21x/20x of its FY2022/FY2023 earnings
estimates, at a significant discount to its large peers. Note that we have not incorporated the
impact of the acquisition in our estimates. Given the company’s prioritization to boost growth,
we maintain our Buy rating on Wipro with a revised PT of Rs. 510.

Key Risks

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
Particulars | ___FY19| _ FY20|  FY21E| _FY22E|  FY23E|
Revenue 58,5845 61,023.2 62,082.8 67,4619 72,844.3
OPM (%) 19.1 20.2 24.3 24.0 23.8
Adjusted PAT 8,984.5 9,721.8 10,783.8 11,839.8 12,703.2
% YoY growth 79 8.2 10.9 9.8 7.3
Adjusted EPS (Rs.) 14.9 16.6 18.9 20.8 22.3
P/E (x) 295 26.4 23.2 211 19.7
P/B (x) 5.3 4.8 4.4 3.9 3.6
EV/EBITDA (x) 21.8 19.7 15.7 14.3 13.2
RoNW (%) 15.2 174 176 17.6 17.2
RoCE (%) 14.6 15.7 17.2 17.6 17.6

Source: Company, Sharekhan estimates
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Event: Wipro to acquire Capco for $1.45 billion

On March 4, 2021, Wipro entered into an agreement to acquire The Capital Markets Company (Capco), an
end-to-end management consulting services and digital transformation solutions provider in banking and
financial services space, for $1.45 billion. The transaction will be financed through internal cash accruals. The
acquisition, Wipro’s biggest deal yet, will make it one of the largest end-to-end global consulting, technology
and transformation service providers to the banking and financial services industry. Capco had a revenue of
$700 million in 2020, implies an EV/sales of 2.1x. The transaction is expected to be completed by Q1FY22.

About Capco: Founded in 1998, Capco is a London-based global management and technology consultancy
company, which provides digital, consulting and technology services to the global banking and financial
services industry. Capco has been working with Boards, C-Suites and business leaders for over 20 years
across the banking, capital markets, wealth, asset management and insurance sectors. Capco works with
more than 100 clients and has many long-standing relationships with the world’s leading financial institutions.
In addition, it services clients in the energy and commodities trading sector. Capco has over 5,000 employees
in over 30 locations globally (including US, UK, France, Germany, Poland, Slovakia, Austria, Switzerland,
Brazil, India, Singapore, Malaysia and Hong Kong). Capco had consolidated revenues (December year-
ending) of $734 million, $639 million and $720 million in 2018, 2019 and 2020 respectively. Vertical-wise,
Capco generated 51% of its revenue from banking and payments, followed by capital markets (34%), wealth
(10%) and insurance (5%). On the service mix, Capco generated 48% from consulting, 38% from Digital and 14%
from Technology. North America contributes the largest portion i.e 55% of total consolidated revenues, while
revenue from Europe contributes 41%.
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Complementary service offering would accelerate growth

Wipro’s management highlighted that Capco will operate as a separate unit (Capco — A Wipro Company)
given its strong brand call. Capco provides services in segments like banking, capital markets, wealth,
asset management and insurance, while Wipro generated 30.5% of total revenues from the BFSI segment
in Q3FY2021. Wipro and Capco share complementary business models, sector alignments and service
offering, which would create a unique combination of consulting and domain led expertise with scale, digital
technology and operation. This would help Wipro drive growth in coming years. This deal would also expand
its presence into large strategic customers, which would be uniquely complementary to its existing customer
base. Capco’s top 30 accounts contribute around 79% of its total revenue. We believe there are significant
synergies through cross-selling opportunities by leveraging the complementary capabilities of both entities.

A strategic fit

We believe that the deal would help Wipro in strengthening its presence in BFSI segment, enhancing
capabilities, acquiring talents and new clients. As Capco is a focused management technological consultancy
offering digital transformational solutions to global financial firms, this deal would boost Wipro’s capability
in the BFSI space by enhancing its offering with integrated and end-to-end consultative digital, cloud and IT
transformation solutions at scale to their customers. Effectively, Wipro’s BFSI business would grow to $3.2
billion from $2.5 billion currently, with strong consulting and business transformation footprint. Further, the
addition of 30 large global financial clients (79% of Capco’s revenue) from Capco acquisition would significantly
enhance the access to industry spends. We believe that the unique combination of Capco’s consulting led
expertise and Wipro’s technology offerings would help Wipro secure large-scale transformational deals in
the BFSI space.

Margin dilutive in initial years, but management remains confident to improve margin with cost synergies

Though Wipro’s management indicated that the acquisition will dilute Wipro IT EBIT margin by 2% in year one
as a large component of which will be a non-cash charge (relating to higher charge of intangible assets in
earlier years), management would fund the acquisition through cash as the company had net cash of around
Rs. 450 billion as of Q3FY2021. Management highlighted that margins of Capco are healthy, which is similar
to Wipro’s onsite margin. Management highlighted that margins of Capco would improve after the acquisition
as it has identified cost synergies. Further, Wipro’s management also highlighted that EPS would be dilutive
in first year and it would turn accretive from third year. We expect that the deal would drive the company’s
revenue growth in coming years as the new management’s focus remains on matching the industry’s revenue
growth.
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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
as compared to average of 4.2% achieved in CY2010-19. Forecasts indicate higher demand for cloud
infrastructure services, potential increase in specialised software, potential investments in transformation
projects by clients and increase 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 - Strategic acquisition to accelerate growth

Wipro focuses on higher client mining, enhancing digital capabilities and an attempt to gain market share
under the new CEO, Mr. Delaporte, who has laid out five-point strategy to take the company to leadership
position in certain key markets. Wipro’s recent acquisition, significant people changes and external hires
indicates the company’s renewed focus to achieve industry-matching growth rate.

B Valuation - Maintain Buy with an unchanged PT of Rs. 510

Wipro has redefined its strategic focus with speedy decisions on large strategic M&A in BFSI space and
significant hires in leadership positions. This acquisition would the company’s drive growth going ahead given
cross-sell/up-sell opportunities, enhancement of capabilities, addition of large global financial clients and
winning large transformational deals. Though the deal would impact margin during the first-year, we believe
Capco’s margins would improve in coming years with change in onsite mix and cost efficiency measures. At
CMP, the stock is trading at 21x/20x of its FY2022/FY2023 earnings estimates, at a significant discount to
its large peers. Note that we have not incorporated the impact of the acquisition in our estimates. Given the
company’s prioritization to boost growth, we maintain our Buy rating on Wipro with a revised PT of Rs. 510.
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Peer valuation

CMP o/s P/E (x) | EV/EBITDA(x) |  P/BV (x) RoE (%)
. MCAP
Farticulars (Rs/| Shares|  pscr)|  Ev21E| Fv22e| Fv21E | Fv22E | FY21E | FY22E | FY21E | Fy22E
Share) (Cr)
HCL Tech 958 271 2,60,037 19.4 184 12,9 1n.5 45 40 245 231
TCS 3,048 370 11,27,360 338 201 234 203 127 N7 384 M8
Wipro 439 548  2,40,439 232 211 157 143 4.4 3.9 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 enables 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 1.9 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
JatinDalal Chief Financial Officer
AnandPadmanabhan President, energy, utilities& construction
Ankur Prakash Senior Vice President, Communications

Source: Company

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 0.15

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 significant increase 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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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
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.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.




