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Cognizant 3Q: Revenue beat vs Tier 1 IT peers 
Cognizant’s 3QFY11 results were above expectations. We expect the 
stock to react positively to the results. Key highlights of the results were: 
1) Revenue growth of 7.8% q-q (ahead of Tier 1 peers’ growth of 4.1-
4.7% and our estimate of 6.5% q-q) and 2) GAAP EPS ahead of 
guidance at US$0.73 (vs our estimate of US$0.72 and consensus of 
US$0.71). We maintain our Neutral recommendation. We prefer Info 
(INFO IN, Buy) and HCL Tech (HCLT IN, Buy) in the Tier 1 IT space. 

 

3Q results: Above expectations 
 Revenue growth of 7.8% q-q came in above our forecast of 6.5% (and 

ahead of guidance of 5.7% and consensus expectation of 6.2%). 

 EBIT margin was in line with our estimate of 18.3% flat sequentially. 

 Diluted GAAP EPS of US$0.73 came in above our estimate of 
US$0.72 and consensus estimate of US$0.71. The EPS beat is partly 
driven by a lower tax rate of 21% vs 25% in the last quarter. The tax 
rate was much lower than company guidance on taxes.  

 3Q had forex losses of US$15mn (vs a loss of US$1.8mn in 2Q). 

Guidance raise largely driven by 3Q beat; 4Q view unchanged 
 Cognizant has raised its FY11 revenue growth guidance to 33% (vs 

32% earlier). We believe this was largely driven by the revenue beat in 
3Q.  

 Implied revenue growth guidance for 4Q is for 3.7% q-q (vs Infosys’ 
guidance of 3.2-5.4% and Wipro’s guidance of 2-4% q-q). In our view 
this indicates no change in expectations for 4Q vs earlier.  

 4Q GAAP EPS guidance of US$0.76 showed a growth of 3.5% q-q. 

 Its FY11 GAAP EPS guidance has been raised to US$2.83 (from 
US$2.78 earlier). Our current estimate for FY11/12F GAAP EPS is for 
US$2.80/3.26. 

Stock reaction likely positive; we remain cautious on FY12F 
Cognizant’s 3Q results corroborate what has been seen at other Tier 1 
IT players: demand continues to be resilient and FY11 IT spending is on 
track. Cognizant’s revenue growth outperformance vs its peers’ is likely 
to lead to a positive stock reaction. We would still be cautious on the 
FY12 outlook given 1) higher exposure to BFSI/Europe 2) Higher client 
concentration and 3) Valuation premium of close to 20% vs its peers (eg, 
Infosys and TCS). We would revisit our estimates post the conference 
call today.  
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Key things to watch out for: 
 BFSI’s growth outlook, especially in Europe. Peer Wipro highlighted in 

its 2QFY11 results conference call that it was seeing softness in 
demand from European investment banks.  

 Inorganic contribution from Core Logic acquisition in 3Q.  

 Reason for no change in outlook for 4Q, despite significant 
outperformance in 3Q. 

 

Fig. 1:  Cognizant 3QFY11: actual vs. expected 
 

Source: Company data, Nomura estimate 

 

 

 

 

 

 

 

Key parameters 2QFY11 q-q (%) 3QFY10 y-y (%)

Actual Est.

Revenues (US$ mn) 1,601 1,582 1,485 7.8 1,217 31.6

EBIT margin (%) 18.3 18.3 18.2 10bp 18.8 -50bp

PAT (US$ mn) 227 223 208 9.2 204 11.5

Diluted EPS (US$) 0.73 0.72 0.67 9.9 0.66 11.6

3QFY11
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Appendix A-1 

Analyst Certification 

We, Ashwin Mehta and Pinku Pappan, hereby certify (1) that the views expressed in this Research report accurately reflect our 
personal views about any or all of the subject securities or issuers referred to in this Research report, (2) no part of our 
compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this 
Research report and (3) no part of our compensation is tied to any specific investment banking transactions performed by 
Nomura Securities International, Inc., Nomura International plc or any other Nomura Group company. 

 

Issuer Specific Regulatory Disclosures 
Mentioned companies 
  
Issuer name Ticker Price Price date Stock rating Sector rating Disclosures 
Cognizant  CTSH US  USD 70.92  01-Nov-2011  Neutral  Not rated  123  
HCL Technologies  HCLT IN  INR 429  01-Nov-2011  Buy  Not rated    
Infosys  INFO IN  INR 2837  01-Nov-2011  Buy  Not rated  123  
 

 

Disclosures required in the U.S. 

123 Market Maker - NSI 
Nomura Securities International Inc. makes a market in securities of the company. 

 

Previous Rating 
  
Issuer name Previous Rating Date of change 
Cognizant  Buy  02-Nov-2010  
HCL Technologies  Neutral  10-Sep-2009  
Infosys  Neutral  21-Jan-2011  
 

 

Cognizant (CTSH US) USD 70.92 (01-Nov-2011)  
Rating and target price chart (three year history) 
 

Neutral (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
05-Sep-2011 68.00 61.10 
08-Apr-2011 83.00 80.26 
21-Jan-2011 82.00 73.05 
05-Jan-2011 77.00 76.19 
02-Nov-2010 68.00 65.55 
02-Nov-2010 Neutral 65.55 
04-Aug-2010 67.00 61.57 
29-Jun-2010 63.00 50.55 
06-May-2010 60.00 48.75 
10-Feb-2010 52.00 46.34 
03-Nov-2009 48.00 41.97 
18-Sep-2009 45.00 38.49 
05-Aug-2009 36.75 34.59 
22-Jun-2009 32.00 24.90 
22-Jun-2009 Buy 24.90 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We value Cognizant at 20x our one-year forward earnings per share estimate of USD3.4, which is at a 
10% discount to its long-term average to reflect higher risk in the macro environment and risks related to higher BFSI exposure. 
Our target price is USD68. 
Risks that may impede the achievement of the target price The key risks include: 1) a faster-than-anticipated demand 
slowdown; 2) breakage of pricing discipline in the industry; and 3) rupee appreciation. 
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Infosys (INFO IN) INR 2837 (01-Nov-2011)  
Rating and target price chart (three year history) 
 

Buy (Sector rating: Not rated) 

 

Date  Rating  Target price  Closing price  
12-Oct-2011 3100.00 2680.50 
04-Oct-2011 2900.00 2440.70 
05-Sep-2011 2800.00 2263.85 
12-Jul-2011 3400.00 2794.25 
17-Apr-2011 3450.00 2988.80 
21-Jan-2011 3800.00 3248.75 
21-Jan-2011 Buy 3248.75 
05-Jan-2011 3580.00 3467.65 
18-Oct-2010 3200.00 3107.00 
14-Jul-2010 3040.00 2742.30 
06-Jul-2010 3000.00 2786.50 
25-Mar-2010 2780.00 2805.60 
12-Jan-2010 2740.00 2587.45 
09-Dec-2009 2600.00 2456.15 
09-Oct-2009 2300.00 2178.35 
10-Sep-2009 2271.00 2235.10 
10-Sep-2009 Neutral 2235.10 
10-Jul-2009 1598.00 1726.50 
17-Jun-2009 1458.00 1710.50 
15-Apr-2009 1283.00 1370.80 
13-Jan-2009 1049.00 1230.20 
10-Oct-2008 1042.00 1226.70 
10-Oct-2008 Reduce 1226.70 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We value Infosys at 18x one-year forward earnings of INR170, which is at a 10% discount to its long-
term average valuation. We believe the discount is justified on heightened economic uncertainties, increased risk aversion and 
an impending slowdown. Our target price is INR3,100. 
Risks that may impede the achievement of the target price The key risks are: 1) worse-than-expected slowdown and 
breakage of pricing discipline in the industry; 2) rupee appreciation; 3) client-specific issues; and 4) an adverse ruling in its 
pending B1 visa violation case in the US.  
 

HCL Technologies (HCLT IN) INR 429 (01-Nov-2011)  
Rating and target price chart (three year history) 
 

Buy (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
05-Sep-2011 530.00 384.15 
27-Jul-2011 630.00 502.85 
05-Jul-2011 620.00 506.55 
20-Apr-2011 620.00 522.85 
08-Apr-2011 580.00 484.35 
21-Jan-2011 600.00 499.20 
05-Jan-2011 540.00 471.15 
13-Oct-2010 510.00 444.40 
07-Jul-2010 450.00 356.00 
22-Apr-2010 435.00 380.80 
31-Mar-2010 425.00 357.80 
26-Jan-2010 430.00 361.15 
28-Oct-2009 397.00 313.50 
10-Sep-2009 389.00 309.10 
10-Sep-2009 Buy 309.10 
06-Jul-2009 187.00 186.90 
06-Jul-2009 Neutral 186.90 
28-Apr-2009 152.00 125.85 
28-Apr-2009 Buy 125.85 
23-Jan-2009 130.00 107.00 
23-Jan-2009 Reduce 107.00 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology Our target price of INR530 is based on 15x our FY13F earnings forecast of INR35.3, which is in line 
with its historical average valuation. 
Risks that may impede the achievement of the target price The key risks are: 1) worse-than-expected slowdown and 
breakage of pricing discipline; 2) failure to exhibit stability in margins; 3) rupee appreciation; and 4) client-specific issues. 

 
  



Nomura  |   Cognizant  November 2, 2011

 

    

5

5 

Important Disclosures 
Online availability of research and additional conflict-of-interest disclosures 
Nomura Equity Research is available on nomuranow.com, Bloomberg, Capital IQ, Factset, Reuters and ThomsonOne. 
Important disclosures may be accessed through the left hand side of the Nomura Disclosure web 
page http://go.nomuranow.com/research/globalresearchportal or requested from Nomura Securities International, Inc., on 1-877-865-5752. If you 
have any difficulties with the website, please email grpsupport-eu@nomura.com for technical assistance. 
  
The analysts responsible for preparing this report have received compensation based upon various factors including the firm's total revenues, a 
portion of which is generated by Investment Banking activities. Unless otherwise noted, the non-US analysts listed at the front of this report are 
not registered/qualified as research analysts under FINRA/NYSE rules, may not be associated persons of NSI, and may not be subject to 
FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held 
by a research analyst account. 
  
Industry Specialists identified in some Nomura International plc research reports are employees within the Firm who are responsible for the 
sales and trading effort in the sector for which they have coverage. Industry Specialists do not contribute in any manner to the content of 
research reports in which their names appear. Marketing Analysts identified in some Nomura research reports are research analysts employed 
by Nomura International plc who are primarily responsible for marketing Nomura’s Equity Research product in the sector for which they have 
coverage. Marketing Analysts may also contribute to research reports in which their names appear and publish research on their sector. 
  
Distribution of ratings (US) 
The distribution of all ratings published by Nomura US Equity Research is as follows: 
39% have been assigned a Buy rating which, for purposes of mandatory disclosures, are classified as a Buy rating; 8% of companies with this 
rating are investment banking clients of the Nomura Group*. 
54% have been assigned a Neutral rating which, for purposes of mandatory disclosures, is classified as a Hold rating; 3% of companies with this 
rating are investment banking clients of the Nomura Group*.  
7% have been assigned a Reduce rating which, for purposes of mandatory disclosures, are classified as a Sell rating; 0% of companies with this 
rating are investment banking clients of the Nomura Group*. 
As at 30 September 2011. *The Nomura Group as defined in the Disclaimer section at the end of this report. 
  
Distribution of ratings (Global) 
The distribution of all ratings published by Nomura Global Equity Research is as follows: 
49% have been assigned a Buy rating which, for purposes of mandatory disclosures, are classified as a Buy rating; 41% of companies with this 
rating are investment banking clients of the Nomura Group*. 
41% have been assigned a Neutral rating which, for purposes of mandatory disclosures, is classified as a Hold rating; 50% of companies with 
this rating are investment banking clients of the Nomura Group*.  
10% have been assigned a Reduce rating which, for purposes of mandatory disclosures, are classified as a Sell rating; 20% of companies with 
this rating are investment banking clients of the Nomura Group*. 
As at 30 September 2011. *The Nomura Group as defined in the Disclaimer section at the end of this report. 
  
Explanation of Nomura's equity research rating system in Europe, Middle East and Africa, US and Latin America for 
ratings published from 27 October 2008 
The rating system is a relative system indicating expected performance against a specific benchmark identified for each individual stock. 
Analysts may also indicate absolute upside to target price defined as (fair value - current price)/current price, subject to limited management 
discretion. In most cases, the fair value will equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate 
valuation methodology such as discounted cash flow or multiple analysis, etc. 
 
STOCKS 
A rating of 'Buy', indicates that the analyst expects the stock to outperform the Benchmark over the next 12 months. A rating of 'Neutral', 
indicates that the analyst expects the stock to perform in line with the Benchmark over the next 12 months. A rating of 'Reduce', indicates that 
the analyst expects the stock to underperform the Benchmark over the next 12 months. A rating of 'Suspended', indicates that the rating, target 
price and estimates have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances 
including, but not limited to, when Nomura is acting in an advisory capacity in a merger or strategic transaction involving the company. 
Benchmarks are as follows: United States/Europe: Please see valuation methodologies for explanations of relevant benchmarks for stocks 
(accessible through the left hand side of the Nomura Disclosure web page: http://go.nomuranow.com/research/globalresearchportal);Global 
Emerging Markets (ex-Asia): MSCI Emerging Markets ex-Asia, unless otherwise stated in the valuation methodology. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next 12 months. A 'Neutral' stance, 
indicates that the analyst expects the sector to perform in line with the Benchmark during the next 12 months. A 'Bearish' stance, indicates that 
the analyst expects the sector to underperform the Benchmark during the next 12 months. 
Benchmarks are as follows: United States: S&P 500; Europe: Dow Jones STOXX 600; Global Emerging Markets (ex-Asia): MSCI Emerging 
Markets ex-Asia. 
 
Explanation of Nomura's equity research rating system for Asian companies under coverage ex Japan published from 
30 October 2008 and in Japan from 6 January 2009 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price, 
subject to limited management discretion. In most cases, the Target Price will equal the analyst's 12-month intrinsic valuation of the stock, 
based on an appropriate valuation methodology such as discounted cash flow, multiple analysis, etc. 
A 'Buy' recommendation indicates that potential upside is 15% or more. A 'Neutral' recommendation indicates that potential upside is less than 
15% or downside is less than 5%. A 'Reduce' recommendation indicates that potential downside is 5% or more. A rating of 'Suspended' 
indicates that the rating and target price have been suspended temporarily to comply with applicable regulations and/or firm policies in certain 
circumstances including when Nomura is acting in an advisory capacity in a merger or strategic transaction involving the subject company. 
Securities and/or companies that are labelled as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity 
identified in the top banner. Investors should not expect continuing or additional information from Nomura relating to such securities and/or 
companies. 
 
SECTORS 
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A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive 
absolute recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks 
under coverage is) a neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average 
recommendation of the stocks under coverage is) a negative absolute recommendation. 
  
Explanation of Nomura's equity research rating system in Japan published prior to 6 January 2009 (and ratings in 
Europe, Middle East and Africa, US and Latin America published prior to 27 October 2008) 
STOCKS 
A rating of '1' or 'Strong buy', indicates that the analyst expects the stock to outperform the Benchmark by 15% or more over the next six 
months. A rating of '2' or 'Buy', indicates that the analyst expects the stock to outperform the Benchmark by 5% or more but less than 15% over 
the next six months. A rating of '3' or 'Neutral', indicates that the analyst expects the stock to either outperform or underperform the Benchmark 
by less than 5% over the next six months. A rating of '4' or 'Reduce', indicates that the analyst expects the stock to underperform the 
Benchmark by 5% or more but less than 15% over the next six months. A rating of '5' or 'Sell', indicates that the analyst expects the stock to 
underperform the Benchmark by 15% or more over the next six months. 
Stocks labeled 'Not rated' or shown as 'No rating' are not in Nomura's regular research coverage. Nomura might not publish additional 
research reports concerning this company, and it undertakes no obligation to update the analysis, estimates, projections, conclusions or other 
information contained herein. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next six months. A 'Neutral' stance, 
indicates that the analyst expects the sector to perform in line with the Benchmark during the next six months. A 'Bearish' stance, indicates that 
the analyst expects the sector to underperform the Benchmark during the next six months. 
Benchmarks are as follows: Japan: TOPIX; United States: S&P 500, MSCI World Technology Hardware & Equipment; Europe, by sector - 
Hardware/Semiconductors: FTSE W Europe IT Hardware; Telecoms: FTSE W Europe Business Services; Business Services: FTSE W Europe; 
Auto & Components: FTSE W Europe Auto & Parts; Communications equipment: FTSE W Europe IT Hardware; Ecology Focus: Bloomberg 
World Energy Alternate Sources; Global Emerging Markets: MSCI Emerging Markets ex-Asia. 
 
Explanation of Nomura's equity research rating system for Asian companies under coverage ex Japan published prior 
to 30 October 2008 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Fair Value - Current Price)/Current Price, 
subject to limited management discretion. In most cases, the Fair Value will equal the analyst's assessment of the current intrinsic fair value of 
the stock using an appropriate valuation methodology such as Discounted Cash Flow or Multiple analysis etc. However, if the analyst doesn't 
think the market will revalue the stock over the specified time horizon due to a lack of events or catalysts, then the fair value may differ from the 
intrinsic fair value. In most cases, therefore, our recommendation is an assessment of the difference between current market price and our 
estimate of current intrinsic fair value. Recommendations are set with a 6-12 month horizon unless specified otherwise. Accordingly, within this 
horizon, price volatility may cause the actual upside or downside based on the prevailing market price to differ from the upside or downside 
implied by the recommendation. 
A 'Strong buy' recommendation indicates that upside is more than 20%. A 'Buy' recommendation indicates that upside is between 10% and 
20%. A 'Neutral' recommendation indicates that upside or downside is less than 10%. A 'Reduce' recommendation indicates that downside is 
between 10% and 20%. A 'Sell' recommendation indicates that downside is more than 20%. 
 
SECTORS 
A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive 
absolute recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks 
under coverage is) a neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average 
recommendation of the stocks under coverage is) a negative absolute recommendation. 
  
Target Price 
A Target Price, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any target price may be 
impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the 
company's earnings differ from estimates.  
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Disclaimers 
This document contains material that has been prepared by the Nomura entity identified at the top or bottom of page 1 herein, if any, and/or, with the sole or joint 
contributions of one or more Nomura entities whose employees and their respective affiliations are specified on page 1 herein or identified elsewhere in the 
document. Affiliates and subsidiaries of Nomura Holdings, Inc. (collectively, the 'Nomura Group'), include: Nomura Securities Co., Ltd. ('NSC') Tokyo, Japan; 
Nomura International plc ('NIplc'), UK; Nomura Securities International, Inc. ('NSI'), New York, US; Nomura International (Hong Kong) Ltd. (‘NIHK’), Hong Kong; 
Nomura Financial Investment (Korea) Co., Ltd. (‘NFIK’), Korea (Information on Nomura analysts registered with the Korea Financial Investment Association 
('KOFIA') can be found on the KOFIA Intranet at http://dis.kofia.or.kr ); Nomura Singapore Ltd. (‘NSL’), Singapore (Registration number 197201440E, regulated by 
the Monetary Authority of Singapore); Capital Nomura Securities Public Company Limited (‘CNS’), Thailand; Nomura Australia Ltd. (‘NAL’), Australia (ABN 48 003 
032 513), regulated by the Australian Securities and Investment Commission ('ASIC') and holder of an Australian financial services licence number 246412; P.T. 
Nomura Indonesia (‘PTNI’), Indonesia; Nomura Securities Malaysia Sdn. Bhd. (‘NSM’), Malaysia; Nomura International (Hong Kong) Ltd., Taipei Branch (‘NITB’), 
Taiwan; Nomura Financial Advisory and Securities (India) Private Limited (‘NFASL’), Mumbai, India (Registered Address: Ceejay House, Level 11, Plot F, Shivsagar 
Estate, Dr. Annie Besant Road, Worli, Mumbai- 400 018, India; Tel: +91 22 4037 4037, Fax: +91 22 4037 4111; SEBI Registration No: BSE INB011299030, NSE 
INB231299034, INF231299034, INE 231299034, MCX: INE261299034); Banque Nomura France (‘BNF’), regulated by the Autorité des marches financiers and the 
Autorité de Contrôle Prudentiel; NIplc, Dubai Branch (‘NIplc, Dubai’); NIplc, Madrid Branch (‘NIplc, Madrid’) and NIplc, Italian Branch (‘NIplc, Italy’). 
This material is: (i) for your private information, and we are not soliciting any action based upon it; (ii) not to be construed as an offer to sell or a solicitation of an offer 
to buy any security in any jurisdiction where such offer or solicitation would be illegal; and (iii) based upon information from sources that we consider reliable, but has 
not been independently verified by Nomura Group. 
Nomura Group does not warrant or represent that the document is accurate, complete, reliable, fit for any particular purpose or merchantable and does not accept 
liability for any act (or decision not to act) resulting from use of this document and related data. To the maximum extent permissible all warranties and other 
assurances by Nomura group are hereby excluded and Nomura Group shall have no liability for the use, misuse, or distribution of this information. 
Opinions or estimates expressed are current opinions as of the original publication date appearing on this material and the information, including the opinions and 
estimates contained herein, are subject to change without notice. Nomura Group is under no duty to update this document. Any comments or statements made 
herein are those of the author(s) and may differ from views held by other parties within Nomura Group. Clients should consider whether any advice or 
recommendation in this report is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. Nomura Group does 
not provide tax advice.  
Nomura Group, and/or its officers, directors and employees, may, to the extent permitted by applicable law and/or regulation, deal as principal, agent, or otherwise, 
or have long or short positions in, or buy or sell, the securities, commodities or instruments, or options or other derivative instruments based thereon, of issuers or 
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recommendations to purchase hold or sell securities. They do not address the suitability of securities or the suitability of securities for investment purposes, and 
should not be relied on as investment advice. 
Any MSCI sourced information in this document is the exclusive property of Morgan Stanley Capital International Inc. (‘MSCI’). Without prior written permission of 
MSCI, this information and any other MSCI intellectual property may not be reproduced, re-disseminated or used to create any financial products, including any 
indices. This information is provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party 
involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or 
fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, 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. MSCI, Morgan Stanley Capital International 
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