3rd Quarterly report, 2019, for Cognizant (CTSH)


Date: Dec 9, 2019
Percentage change in Sales from year ago quarter 

4.2%
Percentage change in Earnings per Share from year ago qtr 
9.8%
Is company meeting our target sales & earnings estimates
No
Pre-tax Profit on sales trend  





slightly down
Return on equity trends (13.26% 09/2018 … 19.52% 09/2019)
up
Debt  









down
Current PE is 







17.0   

Where does it fall in my estimated High/low range of PE's  
below 
Signature (Average) PE  






22.0
Club cost basis for this stock is 





$60.75 (2011) 
Current price is







$62.66 (12/9/19) 

Current fair value:  



Morningstar

$79.00
Projected Average Return is 





16.1%
Recommendation: Hold.  (SSG is in the BUY range, but with new CEO and recent returns, we should wait before taking any action on this stock.  MicNova’s CTSH holdings make up 4.8% of our portfolio.)
Recent Analysis of CTSH:

VL Comments:
· Cognizant has suggested that improvement may start to be realized as 2019 draws to a close when the new Brian Humphries management team really begins putting its mark on the company’s operations
· We are maintaining our rather conservative view for next year, targeting revenue and earnings growth of 5.4% and 8.3%, respectively
· Profitability is not expected in the next few quarters, signaling the path to sustainable growth will likely be lengthy

· It may well be best to wait and see how Cognizant evolves under new leadership, before adding to an existing position

CFRA says:

· deep ties to data and analytics along with its low base of digital-related revenues (~35%) have the potential to create a long runway of future growth

· company-specific execution issues and isolated industry weakness in Financial Services and Health Care make any chance of a top-line recovery a 2020 story at best

· we see a revenue increase of 3.5% in 2019 following CTSH’s recaliberated outlook earlier this year
· CTSH’s balance sheet remains solid with $3.1B in cash 
· we think progress is needed to restore investor confidence, specifically around banking

· Risks to our opinion include lower IT spending, likely induced by specific events (Brexit) 

· Our 12-month target price of $72, on 16.4x our 2020 EPS estimate, is below CTSH's closest peers at 21.5x

Morningstar says:
· Cognizant reported good results in its third fiscal quarter, beating the high end of revenue guidance and increasing its forecast ranges for most metrics heading into the fourth quarter. Now with two solid quarters under the company’s belt following a dismal start to the year, management has revised guidance higher for most metrics. 
· Success in digital technologies and Humphries’ focus on streamlining the business reinforce our belief in Cognizant’s strong competitive positioning. 
· We reiterate our narrow moat rating for Cognizant, as well as our $79 fair value estimate and we view shares as undervalued.  We believe Cognizant has a narrow economic moat because of customer switching costs. The firm’s commitment to client satisfaction has led to the formation of critical long-term relationships and an intimate knowledge of customer business processes; we estimate the company’s strategic client retention ratio to be in the mid- to high-90s. Notably, about 30% of a Cognizant project team resides at a client’s site, which differentiates the company from other offshore outsourcers. 

