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Price performance

Stock Update
Weak quarter, soft guidance 

(%) 1m 3m 6m 12m

Absolute 9.2 16.6 20.2 30.8

Relative to Sensex 6.7 8.7 7.3 13.5

Wipro

Reco: Hold  |  CMP: Rs281

Key points

 �   Soft quarter: Wipro delivered lower-than-
expected revenue growth as well as operating 
profitability performance in Q4FY2019. Constant 
currency (CC) revenue growth during the quarter 
was at 1% q-o-q, below our estimates. Growth was 
driven by the BFSI (1.3% q-o-q and 15.9% y-o-y in 
CC) and consumer (5.3% q-o-q and 14.8% y-o-y 
CC) verticals. On reported basis, USD revenue 
increased by 1.4% q-o-q to $2,075.5 million. EBIT 
margin for IT services declined by 59 BPS q-o-q 
to 19.2%, below our estimates. Lower profitability 
was partially offset by higher-than-expected 
other income, which resulted in a 1.1% q-o-q 
decline in net profit, broadly in-line with our 
expectations. Digital business during the quarter 
grew by 6.4% q-o-q, which now contributes to 
around 35% of total revenue.

 �  Guidance disappoints, softness in certain 
pockets continues: Wipro’s management 
guided for muted revenue growth of -1% to 
+1% for Q1FY2020E (excluding Workday and 
Cornerstone divestment impact), which is below 
our estimates. Soft guidance was due to Q1 
being seasonally weak for Wipro, continued 
softness in the manufacturing and healthcare 
verticals and postponement of certain deal 
signings to Q1FY2020E. Though the core 
healthcare business has been doing well, the 
decline in HPS revenue is impacting the overall 
performance of the healthcare vertical. The 
manufacturing vertical would continue to remain 
weak in the next couple of quarters owing to 
closure of some projects and lower rate of 
renewals. Management expects both healthcare 
and manufacturing verticals to recover during 
2HFY2020E. CC growth of the BFSI vertical 
(31.5% of total revenue) has also moderated to 
1.3% q-o-q in Q4FY2019, though management 
hopes the growth momentum would return in 
the coming quarters. Management sees a stable 
demand environment with traction in the BFSI 
and consumer verticals. However, softness in 
the healthcare and manufacturing verticals 
continues. 

 �  Management sees headroom for margin 
expansion in FY2020E: Management sees 
headroom for margin expansion in FY2020E, 
led by automation initiative, superior fixed price 
project management, higher digital revenue 
contribution and premium pricing for new offers. 
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Results                                                                                                                               Rs cr

Particulars (IFRS) Q4FY19 Q4FY18 Q3FY19 YoY (%) QoQ (%)

Revenues ($ mn) 2,075.5 2,062.0 2,046.5 0.7 1.4

Net sales 15,037.9 13,768.6 15,150.6 9.2 -0.7

Direct costs 10,694.2 9,779.4 10,397.1 9.4 2.9

Gross profit 4,596.6 3,989.2 5,006.4 15.2 -8.2

SG&A 1,766.3 2,050.7 1,886.7 -13.9 -6.4

EBIT 2,830.3 1,938.5 3,119.7 46.0 -9.3

Net other income 469.8 323.9 373.5 45.0 25.8

PBT 3,300.1 2,262.4 3,493.2 45.9 -5.5

Tax provision 706.4 461.5 696.6 53.1 1.4

Net profit 2,483.3 1,802.8 2,510.3 37.7 -1.1

EPS (Rs)

Margin (%) BPS BPS

EBIT margins (Blended) 18.8 14.1 20.6 474 -177

EBIT margin (IT Services) 19.2 14.4 19.8 484 -59

NPM 16.5 13.1 16.6 342 -6

Valuation Rs cr

Particulars FY18 FY19 FY20E FY21E

Net sales 54,487.1 58,906.0 62,936.4 68,051.7

EBIT margin (%) 15.8 17.0 17.5 17.8

Net profit 8,327.1 9,011.4 10,083.7 11,175.9 

EPS (Rs) 13.8 14.9 16.7 18.5

P/E (x) 20.4 18.8 16.8 15.2

EV/EBIDTA (x) 7.2 6.4 5.4 4.7

RoCE (%) 13.8 15.4 16.1 16.7

RoE (%) 17.4 16.2 17.4 17.5

However, the company would continue to invest 
to drive growth. Notably, the company has done 
well in terms of local hires in key markets, with 
64% of localisation in the U.S.  In Q1FY2020, 
operating profitability would be adversely 
impacted due to wage revision starting from 
June.    

 �  Approves buyback of Rs. 10,500 crore at Rs. 
325/share: Wipro’s board has approved share 
buyback of Rs. 10,500 crore (32.3 crore shares, 
representing 5.35% of total equity shares) at Rs. 
325/share (16% premium to last closing price) 
through the tender route. The company’s capital 
payout strategy continues to remain impressive. 
The price of the buyback looks attractive 
considering a higher acceptance ratio  for small 
shareholders like in the last round of share buy-
back program (July 2017). Assuming an entry 
price of Rs. 285 for 700 shares, 95% acceptance, 

an investor would end up with an absolute return 
of 12.8-13.8% (pre-tax) in an estimated tenure of 
3-4 months. We believe it would be good for retail 
investors to tender their shares in the buyback 
programme and could be a tactical opportunity 
for investors for short-term investment gain.

 �  Downgrade to Hold with a revised PT of Rs. 305: 
We have tweaked our earnings estimates for 
FY2020E/FY2021E, factoring in weak guidance 
and continued softness in certain industry 
pockets. With inconsistent execution along 
with macro uncertainties, underperformance on 
revenue growth among large peers will likely 
continue. However, the buyback could provide 
some support to the stock price in the near-to-
medium term. We downgrade our rating on Wipro 
from Buy to Hold with a revised price target (PT) 
of Rs. 305.  
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Expected return from the buyback

Estimated acceptance ratio 95%

CMP 285

Estimated eligible for Buyback quantity 700

Estimated buyback qty 665

Buyback price 325

Tenure 3-4 months

Amout realised from buyback (Rs.)                      2,16,125 

Remaining quantity 35

Amount in open selling Refer below table

Total investment (Rs.)                      1,99,500 

Absoute return 12.8% to 13.8%

                                                                                                                               

If Wipro share price rise by Price PL Cash Gain from Buyback Net P&L % Gain

0%  285  -  26,600  26,600  13.3 

5%  299  499  26,600  27,099  13.6 

10%  314  998  26,600  27,598  13.8 

If Wipro share price fall by Price PL Cash Gain from Buyback Net P&L % Gain

0%  285  -  26,600  26,600  13.3 

5%  271  -499  26,600  26,101  13.1 

10%  257  -998  26,600  25,603  12.8 
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