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Information Technology Sector

Electronic Equipment, Instruments & Components
Produce electronic equipment such as TV and point
of sale & barcode

ELECTRONICS

Provide IT consulting, customized software

X development & outsourcing services
._ Cognizant | market cap 51,0308

G Internet Software & Services
Search engine such as Google & social web network
n such as Facebook

Market cap 51,580 B

-

Communications Equipment
Enable telephony & internet connection all over ol I Il | [

the world C|sco‘

Market cap 5318 B

__I
' _ Technology Hardware, Storage & Peripherals 7/

Manufacturer PCs and servers

Market cap 5787 B

| Software = Microsoft
Develop software for business or consumers
Market cap $1,370 B ORACLE’
] - -
“. Semiconductors & Semiconductor Equipment m te l
Design and manufacture computer chips and memory chips
Market cap 51,020 B QUALW
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Snapshot

Market Cap ($Billions)

Sector Market Cap  Members 3 Month % Change 1Yr%Chg 3Yr%Chg 5Yr%Chg 10 Yr % Chg

Information Technology $6.37 67 3.3% 8.1% 46% 88% 127%

S&P 500 Index $19.97 500 -2.8% 1.6% 20% 68% 53%
S&P 500 .

Sector Weight SIM Weight +-

Information Technology 21.24% 19.25% -1.99%

Internet Software & Services

11-02-2016 M internet Software & Services 73.61% M S&P 500 INDEX 20.00% &
+100%

+50%

+40%

0%

01-03-2014 07032014 01022015 07022015 01082016 07012016

TODAY 5D 1M 3M  YTD 1Y 3Y 5V 10Y Frequency: WEEKLY

Semiconductors & Semiconductor Equipment

Software

11-02-2016 M Software $5.98% M S&P 500 INDEX 20.00% £

~a0m

0%

01032014 07032014 01022015 07022015 01082018 07012018

TODAY ED 1M 3M  YTD 1V 3Y &Y

IT Services

11-02-2016 WIT Services 25.55% M S&P 500 INDEX20.00% &

10Y  Frequency: WEEKLY

Apple 586 11-02-2016 M Semi tor Equip 22%
I 1 S&P 500 INDEX20.00% &
Google 548 +50%
Microsoft 469
Facebook 351 a0
Visa 195 i
0%
Industries: Top Five & Bottom Five Performers This Quarter baas orossois oroamses seamsis orsasats osoisnis St G 01anEiE 0TeREis om0
Top Five Industries in Q3 Sector Bottom Five Industries in @3 Sector TODAY SO 1M 3M YTD 1Y 3¥ 6Y 10Y Frequency WEEKLY TODAY 8D 1M 34 YTD 1Y 3Y &Y 10V Frequency: WEEKLY
Communications Equipment Electronics Equipment, Instruments & Components
fechnalogy 11-02-2016 M Communications Equipment 14.06% B S&P 500 INDEX 20.00% ) e Dot Faubment,lnstruments & Components 30 05%
=y 20% Water Utilities l 1% Utilities <20%
Peripherals 003
Semicenductors. 19% Consumer e
& Semiconductor Tech
Bt T L .
10% 01-02-2014 07-03-2014 01-02-2015 07-02-2015 01-08-2018 07-01-2016
TODAY 5D 1M 3M  YTD v 3v §Y 10Y Frequency: WEEKLY
Inte & Dii Consurmer Independent Power 0103-2014 0703-2014 01902-2015 0702-2015 0108-2016 07-01-2018 .
nlarknl..lng R-uj":lz t 15% Diiscretionarny and Renswable l 6% Utiities TODAY 5D 1M 3M  YTD 1Y 3Y 5 10V Frequency: WEEKLY TEChnOIOQy Hardware, Storage & Perlpherals
Electricity Producers 11-02-2016 M Technology Hardware, Storage & Peripherals 41.06%
W S&P 500 INDEX20.00% €
+80%
C 2 " +80%
sqmmenemiens P 1a% sommesen [e% e
0%
Internet Softwa
Internet So re t 13% Multiline Retail l 6% Dics?,'r;s:uﬂzrw 01022014 07022014 01022016 07022015 01082018 07012018
TODAY 5D M 3 YTD 1Y 3¥ 5y 10Y FraquencyWEEKLY
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Business Cycle and Demand Trends

INFLATIONARY PRESSURES / Red=High

I
» Demand Trends: I _ _
«  Consumers demanding a better experience (social, mobile, e-commerce). = Eorly Mid Late Recession
. H H : H Activity rebounds Growth peaking Growth moderate Falling activity
Demand for cloud computlr)g_, _where software_ gppl_lcatlons are centralized on the Internet. e Lt e e e Credt ars up
+ Increased merger-and-acquisition (M&A) activity in the hardware and semiconductor incomes) Proft growth peaks  * Eamings under Profits decine
industries Credit begins to grow Policy neutral pressure Policy eases
) . . . . . Profits grow rapidly Inventaries, sales Policy contractionary Inventories, sales fall
* New Product innovations & effective SeCUrlty solutions Policy still stimulative grow; equilibrium Inventories grow; Decline relative to
. GlObal prOSpectS Continue to be faVOfable. Inventories low; sales reached sdles growth falls long-term potential
improve
S5INFT C
On 04 Nov 0 777.48 H784.76 L 776.19 Prev 777.71 us.
SSINFT Index [:EIETai=Wils5% 96) Actions -
Data Data > & Linear
] &
6M YTD 1y [ 2Y >Y wWeekly ¥
. RECOVERY EXPANSION
Economic Growth

RELATIVE PERFORMANCE OF ECOMOMICALLY SENSITIVE ASSETS / Green=5trong

Sector Early Mid Late Recession
. E=3 Consistently Overperform  EEE Consistently Underperfarm Mo Clear Pattern
MOderater CyCIICaI E3 Overperform Bl Underperform

Business 7



Porter’s Five Forces Analysis

Threat of New Entrants Bargaining Power of Buyers

Large number of buyers (Global internet
usage)

Low cost business (e.g. Internet
business)

9]eA9POIN

Moderate switching cost (e.g. Oracle
software products and services)

Network effect (e.g. Facebook,
Google)

Industry rivalry — High

Information technology sector is highly
competitive and is prone to rapid
change through the introduction of
disruptive technologies.

The low barriers to entry in the Internet

Bargaining Power of Suppliers business further intensifies the \ Threat of substitutes

competition in this market.

Low switching cost (e.g. Computer Disruptive innovations (e.g. Cloud
processor chips) Servers)

9]e.3POAN

Limited number of suppliers (e.g. M&A Product Differentiation (e.g. Apple
in Semiconductors) ecosystem)

[«B]
o]
@©
S
[«B]
©
o
P
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Economic Analysis

US GDP (GDP CGWG Index) & IT Sector

SSINFT Index 95 Compare 96) Actions - 97 Edit - Line Chart
12/31/2005 ] L]

1D 30 1M 6M YTD 1Y 5Y Max [Quarterly W' UEET +t ~ Table &% security/Study
16,702 5B - 02,2016

S5INFT Last Px 797.9|

95 Compare 96) Actions - 97 Edit - Line Chart
11/03/2016 ]
YTD 1Y 5Y Max Yearly ¥ = t Table ; g M Event -]

S5INFT Last Px 797.9]

Economic

US IT Spending (TOITSSUS Index) & IT Sector

SSINFT Index 95 Compare 96) Actions - 97) Edit - Line Chart
=

30 1M 6M YTD 1Y SY Max [Monthly ¥ = tt ~ Table « ?2535_2015 Study M Event

S5INFT Last Px 797.9|

US Corporate Profits (CPFTTOT Index) & IT Sector

SSINFT Index 95 Compare 96) Actions - 97) Edit ~
= =
6M YTD 1Y SY Max | Quarterly ¥ | o 0 ¥ b, 4 Table 4% Security /St

S5INFT Last Px 797.9]
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Price Performance and Sales Growth Rate (Sector vs Market)

R
SSINET Index 3s
6 YD 1Y 3Y 5Y 7

ave As

10 MHax

4 Load
Monthly v

9 Actions-

Table
B3V ok

[

Felds

Graph Fundamentals

=5

Securities

IT Sector (yellow, CAGR = 8.27%)
has been outperforming the
broader equity market index S&P
500 (green, CAGR = 4.30%) since
2007.

Similar trend is also observed
in the sales growth with IT
Sector’s CAGR of 4.29% and
S&P 500’s CAGR of 2.14%.

Note: chart is normalized using percentage
appreciation

Financial
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Margins Comparison (Sector vs Market)

SSTNFT Index s

ave As

Y LI0¥Y Max

4 Load
Monthly v

9 Actions-

Table

ields /Securitias o

Graph Fundamentals

& Ogptions

On the margins front, IT Sector
has historically enjoyed a higher
gross margin (average historical
spread(AHS) = 13.51%), operating
margin (AHS = 6.63%), and profit
margin (AHS = 18.28%).

Financial

13



Sales Growth Rate (Industry vs Sector vs Market)

Report will launch automatically once completed thi

JSave As 4 Load 9 Actions- Graph Fundamentals Wlthln the IT sec.:tor, the )

6M YID 1¥ 3Y SY 7v ESONN Hax EMONBNLWE Table £ Fields/Securies. €3 Opbions industries experience varied
Industry Color  CAGR-Rev : | levels of sales growth rate, with
Communications Equip.

Elec. Equip, Instr. & Comp. o1 Internet Software & Services
IT Services IE- .107 . .
Internet Software & Services .719 W, : Ieadlng Wlth 15.71% (CAGR)

Semicdt. & Semicdt. Equip.

Software mwm I JR and Elec. Equip., Instr. & Comp.

Tech. HW, Storage & Peripherals |[BEI{q:=I[V3]

T Sector Yellow 0% e N Y - trailing behind with a decline of

S&P 500

9.81%.

Note: chart is normalized using percentage
appreciation

:




Operating Margin Comparison (Industry vs Sector vs Market)

SSINFT Index 1 Save As 4 Load 9 Actions~
6M YD 1¥ 3Y 5¢ 7Y

10¥ | Max ”(X!My v Tabls « e F

Industry

Communications Equip.
Elec. Equip., Instr. & Comp.
IT Services

Internet Software & Services

Semicdt. & Semicdt. Equip.
Software White

Tech. HW, Storage & Peripherals [DEIIS:IIL
IT Sector Yellow

Graph Fundamentals

=lds /Securbes $ Opbons

OM (10yr-Avg) StdDev
18.12%  3.94%
10.23%  4.98%

29.12%  3.68%
15.39% 3.97%
18.82% 2.95%
12.09% 1.66%

Industries within the IT sector
has generally achieved a higher
operating margin than that of
the S&P 500.

The volatility of the operating
margin differs among the
industries

A convergence of the operating
margin over time can be
observed.

Financial
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Profit Margin Comparison (Industry vs Sector vs Market)

SR 4 e S At T —— Slmllart.rend |s.also observed at
64 YD v 3v 5¢ 7v [0V Max oW Table ‘ £ Fields/Securities ¢} Optione the prOflt marg|n|eve|.

Industry Color PM (10yr-Avg) StdDev

Communications Equip. Purple 15.68%  4.19%

Elec. Equip., Instr. & Comp. 10.71%  6.22%
IT Services
Internet Software & Services 21.62% 4.21%
Semicdt. & Semicdt. Equip. BT 1451% 5.95%
Software White 20.66% 4.01%
Tech. HW, Storage & Peripherals 11.62% 3.07%

13.95% 3.03%

7.81%




ROE Comparison (Industry vs Sector vs Market)

ROEs for the industries within

9 Actions~ Graph Fundamentals
”~

10 Max Monthly v Tabis o o Felds/Securibes 3 Opbons

SSINFT Index 3 Save As 4 Load
64 YD I¥ 3¥ S5 7Y

Industry

Communications Equip.
Elec. Equip., Instr. & Comp.
IT Services

Internet Software & Services

Semicdt. & Semicdt. Equip. m

Software White

Tech. HW, Storage & Peripherals [BEI{q:]IVS

Yellow

the IT sector outperform the
broader market for the most
part historically.

One noticeable observation is
that Internet Software &
Services, despite having one of
the highest margins (both OM
and PM), has not translated it
into a higher shareholder
return.

Financial
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Price to Earnings

Mean
Median
Max
Min
Current

SSTNET Index JSaveAs 4§load 9 Actions- Graph Fundamentals

6 C 3 107 3 Hu(tu)"y ¥ Table e Felds/Secunbe & Opbons

Industry Ticker
Communications Equip. S5COMM
Elec. Equip., Instr. & Comp. SSELEIX

IT Services ESSITSV

Internet Software & Services S5INSSX
Semicdt. & Semicdt. Equip. EET s5ss:a

SSSOFT L@/ SS5INFT R

Mean 18.22 16.87
Median 18.21 16.82
Max 26.39 24.48
Min 11.74 12.10
Current 21.52 19.92

Software White S5SOFT
Tech. HW, Storage & Peripherals |PEI{EEIE SSCMPE
Yellow  SSINFT

Software is trading at 72% above its historical
median, while Comm. Equip. is trading at 7%
below its historical median. S&P 500 and
SS5INFT are both at 18% above their historical
median.




Price to Sales

Mean
Median
Max
Min
Current

SSTNET Index JSaveAs 4§load 9 Actions- Graph Fundamentals

6 C 3 07 Ma P-Iwﬂv’.y ¥ Table e Felds/Secunte $ Opbors

Industry Color Ticker
Communications Equip. I SSCOMM
Elec. Equip., Instr. & Comp. SSELEIX
IT Services [Red  FERRY
Internet Software & Services S5INSSX
Semicdt. & Semicdt. Equip. SSSSEQ
Software White  S550FT
Tech. HW, Storage & Peripherals |DEIGQHIE SSCMPE
Yellow  SSINFT

SeNjelal SSCMPE

Mean
Median
Max
Min
Current

Elec. Equip., Inst. & Comp. is trading at 56%
above its historical median, while Comm.
Equip. is trading at 4% below its historical
median. S&P 500 and S5INFT are at 32% and
44% above their historical medians
respectively.




Price to Book Value

Mean
Median
Max
Min
Current

SSINFT Index JSaveAs §load 3 Actions- Graph Fundamentals

10 MHax Monthly v | T

Industry Color Ticker

SSSOFT SSCMPE SSINFT Communications Equip. LI SSCOMM
Elec. Equip., Instr. & Comp. SS5ELEIX
Mean . IT Services [Red SRRV

. Internet Software & Services S5INSSX
Median b o Semicdt. & Semicdt. Equip. lpink R0
White S5SOFT

M ax Software
o Tech. HW, Storage & Peripherals DEIGREIE SSCMPE

Min IT Sector Yellow  SSINFT
- S&P 500 Green 528

Current

Software and Comm. Equip is trading at 33%
and 2% above their historical medians. S&P
500 and S5INFT are at 17% and 15% above
their historical medians respectively.




Price to Cash Flow

»

10v ax Monthly ¥ @ Table % Felds/Secunbe 8 Opbos

S
SSINFT Index JSaveAs 4§load 9 Actions- Graph Fundamentals

Industry Color Ticker
SSSO FT SSCMP E SSI N FT SPX Communications Equip. LTI SS5COMM
Elec. Equip., Instr. & Comp. SS5ELEIX
14.34 14.64 IT Services [Red SRRV
Internet Software & Services S5INSSX
14.63 14.33 Semicdt. & Semicdt. Equip. lpink R0
Software White SSSOFT

17.94 20.73 Tech. HW, Storage & Peripherals S5CMPE
10.27 8-93 IT Sector Yellow  SSINFT

S&P 500 Green SPX
Current 17.57 20.34

Software and Comm. Equip is trading at 38%
above and 8% below their historical medians.
S&P 500 and S5INFT are at 42% and 20%
above their historical medians respectively.

Note: the statistics is calculated from 2009 onward.

m m ”




Relative Valuations

S5COMM [ERSSEEEIX SSSSEQEEENelgN  SSCMPE eIl S5COMM [ERSSEEEIX SSSSEQEENENelaN  SSCMPE Nl
Mean 1.16 0.96 d \ET 2.04 1.10
Median 1.01 0.98 d Median 211 1.12
Max 1.95 1.03 4 ! d Max 2.07 1.47
Min 1.01 0.55 ! Min 244 0.66
Current 0.79 0.98 d Current 1.52 1.32

S5COMM ESSELEIX SSSSEQEENeIa) SS5CMPE S5COMM ERSSELEIX SSSSEQEENeIal SS5CMPE

Mean 1.19 0.80 1.19 1.62 . Mean 0.99 1.18 1.09 0.75
Median 1.13 0.85 1.21 ) . Median 0.99 1.14 1.04 0.75
Max 1.57 0.84 1.27 2.00 . Max 0.98 1.53 1.43 0.69
Min 1.23 0.59 d 1.13 1.56 . Min 1.17 0.98 4 1.16 0.89
Current 1.00 0.87 1.21 1.45 . Current 0.64 1.07 0.99 0.57

Comm. Equip appears to be the cheapest industry within the IT sector currently. With P/E, P/S, P/B,
and P/CF all trading at 21%, 28%, 11%, and 35% below their historical means. Tech. HW, Storage &
Peripherals appears to be the next cheapest industry.

Overall, the IT Sector is observed to be overpriced looking at P/S (at a 9% premium) while underpriced
looking at P/CF (at a 15% discount).
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Recommendation

Positives:

* |T Sector has historically enjoyed a higher operating margins and profit margins
than those of the aggregate S&P 500

* Information Technology is an integral part of the economy and it helps drive growth
and productivity of all industries

* |InfoTech has an attractive valuation with P/CF at 15% discount from historical
median

Risks:

* Valuation is slightly expensive in the certain industries (i.e. Software) within the
sector and also more volatile

* The sector tends to have a short life cycle due to innovation and competition




Recommendation

prm—
V High operating and profit margins
M

ﬁ I|E nctgrg];;?nt;d part of the OV e rW e i g ht
V Low P/CF
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End of Presentation

Thank You For Listening
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