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Event:  Cognizant Technology Solutions Q4CY09 results 

Comment:  Strong CY10 guidance from Cognizant: Read for Indian IT services sector 

Key Result highlights 

Cognizant Technology Solutions reported Q4CY09 results: 

•  Revenues grew 5.8% qoq – largely volume driven growth; pricing was stable 

•  BFSI grew ~4% qoq, Healthcare grew ~6% qoq while Retail/ Mfg/ Logistics grew ~11% qoq, Other verticals grew 
~4% qoq 

•  Company hired 10,000 employees during the quarter (~16% of quarter-ago base) – Strong hiring reflects rising 
utilization and confidence in business pipeline, in our view 

Guidance: 

•  For Q1CY10, company has guided for “at least 3.6% qoq growth”; for CY10, company guided for “at least 20%” 
revenue growth 

•  Full year guidance builds 3.4% CQGR for remaining three quarters of CY10. 

Management commentary on environment: 

Overall environment: 

•  “the economies of the world have begun to recover and there is a more stable business climate when compared to a year ago” 

•  “however, there remains considerable debate on the shape of the recovery and the so-called new normal in terms of long term 
growth rates for key economies of the world” 

IT budgets/ spend and offshore increase: 

•  “clients IT budgets in 2010 will probably range from flat to slightly up; however..” 

•  “the proportion of IT budgets that will be dedicated to offshoring will rise compared to 2009” 

•  “clients are beginning to spend more both on the lights on stuff but also on discretionary projects” 

•  “there is still caution out there.. clients are still not sure what the new normal is going to be” 

•  “clients are still not willing to commit to the big transformational programs” 

Guidance comments 

•  Full year growth guidance is conservative and management is “taking a cautious view on the second half of 2010” 

US vs. Europe 

•  “U.S. being a little bit ahead of Europe in terms of the return to discretionary spending” 

•  “seeing very good signs in Europe as well so Europe might be a quarter behind the U.S. at this point, not more” 
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View on Indian IT services stocks:  

Overall demand environment for IT services has improved and IT budgets for 2010 are likely to be flat with some 
positive bias. Management commentary on increased offshore spends despite flat budgets gels with our “Accelerated 
Offshore Adoption” thesis. We expect three tier1 Indian IT companies to report 20%+ revenue growth in FY11 in USD 
term. Infosys, the only company amongst Indian large cap to guide for full year revenues, might guide for ~10% revenue 
growth to begin with and then beat-and-raise quarterly and annual guidance as year progresses. We maintain positive 
sector view and Outperformer rating on all three tier1 Indian IT stocks – Infosys is our top pick in Indian IT services 
space. 

Indian IT services – Valuation comparison table 

Company Price Mkt Cap Mkt Cap Reco Target   PER (x)              EPS CAGR EV/EBITDA EV/Sales 
 (Rs) (Rs bn) ( US$ m)  Price (Rs) FY10E FY11E FY12E FY10-12E FY09-12E FY10E FY10E 
Infosys 2,474 1,413 30,276 OP 3,500 23.1 20.6 16.9 16.9 11.9 20.6 7.2 
TCS 735 1,439 30,835 OP 970 21.5 19.8 17.4 11.2 16.9 16.5 4.8 
Wipro 654 961 20,584 OP 920 21.4 19.6 17.1 11.8 12.9 21.6 3.4 
Source: IDFCSSKI Research 

Please refer following notes for detail analysis on Tier1 IT services companies’ result notes: 

•  Infosys Technologies (Outperformer) - Upping the Ante (Company update) – dated 12-Jan-10 

•  TCS' Q3FY10 results (Outperformer): Good Results!! – dated 15-Jan-10 

•  Wipro's Q3FY10 results (Outperformer): Good results - in-line with raised expectations – dated 20-Jan-10 

Please refer our recent sector reports for our view on Indian IT services sector: 

•  Indian IT Services - Buoyant offshore demand, best is yet to come – dated 25-Jan-10 

•  The Extra Mile: IDFC-SSKI IT Mid-cap Conference – dated 29-Jan-10 
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