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Executive Summary 

● Telecom sector has underperformed in comparison to S&P 
500:  -16.2% vs 16.03% YTD. 

● Demand for future technology (5G, IPTV) is skyrocketing 
● Telecom companies are heavily investing to meet future 

demand . 
● Most telecom companies are trading at low P/E multiple 

compared to S&P Benchmark.
● Recommendation - BUY - Increase Telecom Weight in SIM. 



Sector Size & Industry Overview

● Total Global Telecom 
Sector Market Cap:  
$1.55 T

● S5TELS Market Cap:  
$448.7 B

● Fisher SIM Telecom 
Holding: VZ - $171,336 
(Market Value) = 1.73% 
of portfolio vs. 2.26% in 
S&P 500, underweight 
by -0.52%



Telecommunications Industries

S&P Telecom Sector Other Major Companies 



Performance

Year-To-Dat
e

Quarter-To-Date

S5TELS YTD: -16.2%    S&P 500 YTD: 16.03% S5TELS QTD: -8.5%    S&P 500 QTD: 2.7%
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Telecom Market Trends

Demand for Modern Mobile Services 
growing compared to Traditional Telecom:

● Smartphone sales up 10% (YoY); Use 
of Mobile Data up 35X (2016 vs. 2010)

● Smartwatch penetration doubled from 
2014 to 2015 and tripled in 2016

● Cable TV declining 2.4% (YoY); wired 
voice declining rapidly  



Product Life Cycle Phase 

● OTT: Netflix subscribers  
surpassed Cable TV; Skype 
>30% of Int’l calls & Whatsapp 
and others >80% of SMSs   

● Wireless: Strong competition
● Cable TV declining due to 

“Cord Cutting” 
● US Household Landline: from 

92.7% (2004) to 45.9% (2016)  
● 5G Launch ~ 2018-19 

Broadband 
Internet 



Economic Forecast 

The US economy is expected to continue growing steadily over the next few years, 
outpacing many other western countries.

Annualised 
Q1 2017 GDP 

growth
1.4%

Unemployment rate 
in May 2017

4.3%



Telecom Outlook 2017 - 2022



Telecom Revolution - Future Demand 



Telecom Services / US Geography  

Mobile Wireless Services 3G or Better Fixed Broadband (25 Mbps/3 Mbps) June, 2016

~98% of U.S. population is covered by 3 or 
more providers of mobile wireless service



Telecom Investments 

MORE CELL SITES EXPAND COVERAGE & SPEEDS:  
308,334 cell sites were in operation in 2016 Capex: Top 5 Telecoms in 2016 and 2017



Telecom Investments to Win 5G Race



Telecom Industry Analysis (Porter's Five Forces) 

Unattractive Industry: 

● Strong competition/ rivalry 
cutting into profit margins

● High Customer (Buyers) power; 
high churn rates 

● High CAPEX requirements to 
stay updated with 
Technological changes 

● FCC regulatory requirements   



Top Telecom Company Performance
(Q1 2017) - Wireless 



Top Telecom Company Performance
(Q4 2016) - Pay-TV 

In March 2017, Cable TV had a combined 48.6 million 
subscribers in the US, vs. 50.9 million at Netflix
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S&P Telecom vs S&P 500 

Low Beta implies that sector is steady & low R2 implies that variations are not strongly dependent 
on S&P 500 performance   



S&P Telecom vs Russell 3000 

Similar inference: Low Beta implies that sector is steady & low R2 implies that variations are not 
strongly dependent on RUSSELL 3000 performance   
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Telecom Sector Sales & Growth



Major Company Sales



Margins

● Margins are staying 
relatively consistent 
over time.

● Net producer of FCF.  

● Telecom has 
Consistently good 
dividend yields.



R&D as a Percent of Sales

● Industry has a relatively 
low cost of R&D



Return on Equity (ROE)

● ROE is projected to grow 
in FY2017 and FY2018



10 Year Performance

● Price performance of 
S&P 500 vs Telecom 
Sector (S5TELS) 
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Ratio Valuation - Overview

● On average all ratios cheaper 
than S&P, but varies across 
industries and companies.

● Overall a much cheaper 
P/EBITDA than S&P, which is 
consistent over industries and 
companies.



Ratio Valuation - Telecom Sector

● Ratios fluctuated over time, currently close to median values
● On a relative basis we are seeing the lowest values in relation to S&P 500



Ratio Valuation - Integrated Telecom

● Integrated Telecom financial ratios currently resides around the median historically
● On a relative basis integrated telecom is currently lowest in relation to S&P 500 



Ratio Valuation - Wireless

● Wireless industry currently trading at relatively high financial ratios compared to historicals
● On a relative basis Wireless trades at around its median historically to the S&P 500
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Recommendation - Buy

● Match S&P 500, cover rest with AT&T
● We are not taking a short term view in our recommendation
● Telecom industry is currently in investment phase
● Has potential for growth in future with multiple lines of revenue
● Verizon and AT&T positioning themselves to maintain leadership in 

future technology

● Adjust SIM weight equal to S&P 500 Index
● Increase SIM weight by +0.52% to 2.26%



Any Questions?


