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Former partner Bobby Nayar suggested four technology companies with Indian ties for our consideration (Cognizant Technology Solutions, Webex Communications, Silicon Laboratories, and SanDisk Corporation).  

The initial screen:

Sector  = Technology

ADR/ADS = false (only U.S. companies)

Price  >= 5  (no penny stocks)

Cashflow/share 12m > 0

returned 432 companies, including Bobby’s four companies.

The 80th percentile screen:

Cashflow/share 12m > 1.80

Free cashflow/share 12m > 1.59

ROA 12m > 9.9 

ROE 12m > 15.8
Each criterion passes 86 or 87 companies; the full screen returns 8 companies.  
CTSH, WEBX, SLAB, and SNDK did not pass the screen and were added to the group for a total of 12 companies under review.

Here are the data sorted by ROE:
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Market Cap

INGR

Intergraph Corporation

7.87

8.58

55.4

75.5

932

$         

 

GTK

GTECH Holdings Corp.

4.79

3.02

15.5

54.4

1,855

$      

 

ENR

Energizer Holdings, Inc.

2.21

2.8

12.8

28.1

2,505

$      

 

TTWO

Take-Two Interactive Sft.

2.55

3.15

18.9

25.5

932

$         

 

ERTS

Electronic Arts Inc.

3.01

3.52

18.5

25.2

8,679

$      

 

CTSH

Cognizant Technology Sol.

0.7

17.6

24.6

1,165

$      

 

INTL

Inter-Tel, Inc.

1.83

2.61

14.5

24.6

403

$         

 

FELE

Franklin Electric Co.

4.02

2.84

13.2

22.3

543

$         

 

AFP

United Capital Corp.

5.4

2.25

12.9

22.1

197

$         

 

WEBX

WebEx Communications, Inc

0.68

0.55

15.9

22.1

430

$         

 

SLAB

Silicon Laboratories

0.65

0.59

10.2

13.2

1,461

$      

 

SNDK

SanDisk Corporation

1.04

6.7

10.3

1,594

$      

 


Comparing business results (…_grapf.xls) like sales growth, net income, profit, gross margin, and cash:debt: 

	
	
	sales
	profit
	cash:debt
	valuation
	cash
	returns
	price
	

	INGR
	Intergraph Corporation
	flat
	flat
	2500 rising
	
	
	
	
	

	GTK
	GTECH Holdings Corp.
	flat
	25%
	<1
	
	
	
	
	

	ENR
	Energizer Holdings, Inc.
	5%
	dropping
	1 rising
	
	
	
	
	

	TTWO
	Take-Two Interactive Sft.
	40%
	75%
	500 rising
	
	
	12/28

<0 Y2
	
	

	ERTS
	Electronic Arts Inc.
	50%
	75%
	debt-free
	
	
	18/25

<0 Y2
	
	

	CTSH
	Cognizant Technology Sol.
	50% rising
	50% rising
	debt-free
	
	
	18/25 steady
	
	

	INTL
	Inter-Tel, Inc.
	flat
	10%
	debt-free
	
	
	
	
	

	FELE
	Franklin Electric Co.
	2% dropping
	11% dropping
	0.14 dropping
	
	
	
	
	

	AFP
	United Capital Corp.
	0%
	0%
	4.5
	
	
	
	
	

	WEBX
	WebEx Communications, Inc
	47% dropping
	68% dropping
	100 rising
	
	
	16/22

<0 Y2-3
	
	

	SLAB
	Silicon Laboratories
	100% +
	150% +

21% Q1
	debt-free 

Q2-Q1
	
	
	10/13

<0 Y2
	
	

	SNDK
	SanDisk Corporation
	87%+
	500% rising
	4
	
	
	6/10

<0 Y2
	
	


Examination of sale and profit growth, and cash:debt ratios raises questions about six of the twelve companies; flat or dropping sales or profits, or low cash:debt ratios eliminate these from current consideration: INGR, GTK, ENR, INTL, FELE, AFP.

TTWO  shows a volatile quarterly grow pattern of great/good/great/good.  Cash management metrics (WCC) are well controlled and trending positively.  Cash:debt has risen steadily from 80 to 550 in 5 quarters.

ERTS  positive sales and profit growth trend was broken in the last quarter, raising questions.  Cash management metrics (WCC) are good.  Company is debt-free.

CTSH  is the only company showing steadily increasing growth rates in sales and profits, both up 50% in the last quarter.  Cash management metrics (WCC) are good.  Company is debt-free.

WEBX  sales and profit growth rates are both trending steadily down.  WCC is rising, currently the highest level charted (8 quarters).  Cash:debt has risen from 3 to 140 in 8 quarters.

SLAB  stellar sales growth rate is down from 150% (Q’s 4,3,2) to just 117% last quarter.  Profit growth is down from 3 quarters at 150% to 20% last quarter.  SLAB paid off debt to go debt-free in Q2, which may explain the drop in profit growth.    WCC has dropped steadily from 200 in Q8 to under 60 last quarter, a positive trend.

SNDK  sales growth rates are high but dropping (112% to 87% Q3-Q1); profit growth rates are of questionable value due to very low profits in Q8-Q5 (the comparison quarters).  (For example, Q4 profit growth calculates to over 14,000% when comparing $43 million Q4 profits to $300 thousand Q8 profits.)  Cash management metrics are the worst of this group; WCC is 182 days.  SNDK left debt-free status in Q6 and now has a cash:debt of only 4.

TTWO and ERT both show less quarter-to-quarter stability than CTSH, and both are in the gaming software business (Play Station 2, Xbox, etc.).  They may not be the long-term reliable businesses we’re looking for.

WEBX sales and profits are trending the wrong way (down).

SNDK has taken on significant debt but is growing sales nicely; bears watching.

CTSH and SLAB stand out for closer inspection.

Comparing valuations (…_val.xls): valuations (price to earnings, sales, cashflow, free cashflow), cash (quick and current ratios), and management (ROA, ROE):

CTSH is priced from 1/2  to 2/3 SLAB by earnings, sales, and cashflow.  By current ratio they have roughly the same ready assets at 4-times expected annual expenses.  CTSH returns outpace SLAB 17:10 (ROA) and 24:13 (ROE).

CTSH is the only company in this group of six not to book a negative return in Y2.

The stock price of both companies has grown in the past 2 years (during the downturn): CTSH up over 50%, SLAB up 30%.  

Business Descriptions:

CTSH Cognizant Technology Solutions is a provider of custom information technology (IT) design, development, integration and management services.  For the 3 months ended 3/31/03, total revenues increased 60% to $74.5M.  Net income rose 43% to $10.2M.  Results reflect growth in application management and application development and integration services, partially offset by a $2.0M split-off cost.

SLAB  Silicon Laboratories designs & develops proprietary, analog-intensive, mixed-signal integrated circuits, or ICs, for the rapidly growing communications industry.   For the 13 weeks ended 3/29/03, revenues totaled $63.8M, up from $28.8M.  Net loss totaled $1M vs. a net income of $356K. Results reflect significant growth in sales of the Company's wireless products, offset by lower gross margin and an equity investment loss.   

Morningstar note:  SLAB is “Hardware.” CTSH is “Business Services.”  Morningstar’s default scoring of these twelve companies ranges from 37 (CTSH) to 21 (INGR), with SLAB ranking 5th with a 26 score.

Conclusion:

Cognizant’s stability of growth and returns, as well as improved valuation metrics despite significant stock price appreciation in a soft economy are impressive.  It is apparent that their client base (Fortune 500 companies world-wide) have found their services valuable even during the downturn of the last 3 years.  Silicon Lab’s performance is also impressive, though not as steady as CTSH.  Also, SLAB is another semiconductor manufacturer (like our recently purchased ICST), a mark against this company from a diversification perspective.

My opinion is that BHGP should buy CTSH.
Kindly,


Mike
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