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Key Developments

A GEannounced plans to open a new Global
Software Center to béheadquartered near
San Ramon, CAWhenfully operational, this
new oner ve ¢ endewlopient or
will employ approximately 400 software
professionals. Thecentemdds t o GEG®G s
software portfolio that includes technologies
that help businessesmprove the productivity
of assets andincrease costsavings.

A Flooding in Thailand is expected to curtail up
to 30% of global harddisk-drive production
and approximately 510% of PC shipments
during the 4" quarter.

A In an effort to shore up investor confidence
shaken by management changes and
reduced sales forecastsHPappointed activist
shareholderRalph Whitworth to its board.

A IBMannouncedthat Virginia 'Ginnl' Rometty,
a 30-year veteran of the company, willeplace
current president and CEO Saalmisano
starting January 1st.

Industry Fundamentals

The recent earnings reporting season confirmed concerns for suppliers of enterprise IT
solutions about spending constraints in important verticals such as the public sector and the
financial services industry. Uncertainty among consumers heading into the usually strong
holiday buying season is also a concern for the consumer electronics segment. Seasonal
influences may still provide a positive tailwind albeit likely less than historical norms.
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Macro Supply & Demand Indicators

Not surprisingly, macrandicators that reflect current and neaiterm conditions for IT spendinfpave
generally weakened throughout 2011. Demanslide indicators (right side exhibits below) are mixed
with actual ITcapexshowing volatility while the ISM services index has been surprisingly resilient,
which we view as a leading indicator for IT capex. Falling capacity utilization typically signals
lackluster demand and a potential accumulation of inventory in the IT hardware supply chain.
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A Industrial production of computer and semiconductor
related equipment continues to show impressive growth
while production of communications equipment shows
muted growth. As ofOctober,the indices for the production
of computer and semiconductor related equipment had risen
9.0%and 7.4%year-over-year, respectively. Production of
communication equipmentwas up 2.9% yeafover-year.

A Technology related capacity utilization continues to fall,
while non-tech capacity utilization continues to nudge
slightly higher. Asof October,technology related capacity
utilization had declined for 9 consecutive months and is nhow
approaching the prior cyclical lows of the late 2008 / early
2009 timeframe.

A Growth of private fixed investment in information
processing equipment and software remained positive but
slowing during the 3 quarter. Duringthe 3 quarter,
annualized investment increased 0.7%, down from 8.9%
during the 29 quarter.

A Economic activity in the services sector, which constitutes
the largest segment of the economy and is a large
consumer of IT products and services,expanded in October
for the 23 consecutive month. The Normanufacturing
Index (NMI) was2.9 in September. Although the reading
continues to indicate agenerally expanding servicesector,
momentum has slowed with the index remaining slightly
below the six month average of 53.3.
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Electronic Components SupplyfChain Indicators

Supply chain disruptions due to flooding in Thailand coupled with lacklusiemand
fundamentals including weakening consumer and business confidence, remain the
primary nearterm concernsfor the global electronics components supply chain. The
impact on HDD availability and likewise PC production due to the situation in Thailand will
likely cause a temporary increase in inventories (and likewise downward pricing

pressure) of electronic

components

such as DRAM,

that are associated with the supply chains of PCs and other HDD dependent products.

Global Semiconductor Sales
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Flash Memory Spot Pricing
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Semiconductor Capital Equipment Bookto-Bill
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A Global sales of semiconductors were up 2.2% YTD through
September although growth has continued to slow in
recent months. Global sales of semiconductors were25.8
billionin September, up nearly 2.7% frorthe prior month but
down 1.7% compared to sales of $26llion inSeptember
2010.

A Global semiconductor capital equipment salesin October
decreased 3.6% month-over-month and were 22% lower
year-over-year. Orders also remainin aslump and declined
nearly 41% yearover-year but were relatively stable month
over-month. Puttingthese dynamics together, the
semiconductor capital equipmenbook-to-bill remains
significantly below parity at 0.74.

A Seasonal factors stabilizing flash memory pricing. Spot
prices of NANDOlash initiallyshot up 25% immediately after
the disasterin Japan buthave sinceresumed a capacity
induced downward trend. That said, NAND spot prices have
recently found some support in anticipation of stronger
seasonal trends for consumer electronics.

A Following earlier seasonal strength, printed circuit board
(PCB) sales and orders have shown recent weaknes$he
PCB bookto-bill of 0.99in September points to lackluster
near-term sales while reversing what had been a modestly
improving trend overthe prior five months.
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Hardware Systems

Despite longerterm concerns regarding the ongoing adoption of public cloud computing
models, the onsiteenterprisehardware refresh cycle remains intacivith strong sales of
enterprise class servers, storage, networking equipment etdowever,HDD supply
disruptions due to flooding in Thailand coupled with weapending trends among
consumers andpublic entitiesare causing PC shipment volumes to fall short of estimates.

Global PC Unit Shipments (MM)
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Global Server Revenue ($B)
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PC OEM Y/Y Growt{89 Quarter 2011)
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A According to IDC, overall global PC unit shipments
increased 3.6% year-over-year during the 3 quarter.
While overall trends for PC demand remained positive
through the 39 quarter, flooding in Thailand is expected to
have a significant impact on the availability of HDDs and
likewise PCs through at least theslquarter of 2012.

A Despite lackluster consumer PC salesn the 3 quarter, HP
maintains a healthy global leadership position in the PC
market with unit share of 18% vs. 14% for 2 place

Lenovo. Lenovo, which for the first time has leapfrogged Dell
for the #2 position globally, continued to take significant
market share inthe 3 quarter with global unit growth of

36%. Ongoing dominance in Asia coupled with a successful
3 party distribution strategy elsewhere continues to result in
overall market share gains for Lenovo.

A Updated 34 quarter global server revenue will be published

in our December update. Server demand remained
surprisingly strong through the 2 " quarter of 2011. Given
the weakening macro environment, conditions in the 2"
half of the year are likely to be challenging. 2" quarter
server shipments increased 5% yearover-year to 2.1million
units, which is the second highest quarterly total for any'®
quarter ever reported. Revenuimcreased17.9%to $13.2
billion during the 29 quarter, which was thesixth consecutive
quarter of yearover-year revenue growth.

A For the second consecutive quarter, all three server classes

(volume, mid-range and high-end) experienced improved
year-over-year demand during the 2" quarter. Volume
server revenue increased 6.6% yearover-year while mid
range server revenue increased 16.7% and hignd server
revenue increased2.8%.
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Software & Services

U.S. Private Fixed Investmen® Software (Annualized % Change)

Driven by positive macro trends coupled

20 with investment in new computing models
such as cloud, growth in software spending
N continued to carry positive momentum
10

through the 3™ quarter. Driven by typical

/\/\ /\/\ seasonalspending coupled with favorable

0 year-over-year comparisonsjnvestment in
\/ N software remained at a robust annualized

rate of 5.7%during the 3 quarter.
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Global IT Services Contract Signings (> $25 million) New IT outsourcing services contract

25 activity slowed significantly during the first
23.3 three quarters of 2011 with signed

souree: TP 20.3 19.9 contract values down 45% year-over-year.
20 : Excluding an M&A related mega deal
17.0 159 between Siemens and Atos, thealue of
_ 13.9 14.0 global IT services contracsignings during
. . 12.3 12.3 the 3 quarter of 2011 declined 86 from
— _ — both the 2d quarter of 2011 and yearover-
year. Excluding the megadeal, the total
value of contracts signed in the '8 quarter is
the lowest quarterly total in the past three
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Global BPO Contract Signings (> $25 million) Yearto-date BPO remains strong and has
already exceeded the annual total for 2010.
12 Duringthe 39 quarter, the total value ofBPO
Source: TPI contract signingsdeclined modestly by 4%

quarter-over-quarter but rose 18% year
over-year. Growth in large deals could
result in the highest annual volume of
contract awards since 2008.

iy
o

Total Contract Value ($B)
N N ()] o]
o -
=
Nk
N

“o I
©

6.5

©
:
“ -
w
()
o
“
(e}
“ e
o
o -
©
“o -
(2]
“ W
:
©
(o2}
o
o]
“ -
[«2]

1009 ‘
3009 ‘

Explore Financing Solutions atww.gecapital.com/americas Industry Research Updatefechnology & Business Servicesb
© Copyright 2011 General Electric Capital Corporation, All Rights Reserved.


http://www.gecapital.com/americas

Financial Transaction Processing

Despite global macro uncertainties, the positive trend of financial transaction
processing volumescontinued through the 3@ quarter. Visaand MasterCard

continue to see strong growth in the number of transactions as well as the gross value
of transactions. During 3Q11 combined global credit and debit volume and value of
transactions grew 11.1% and 17.7%, respectively.

Global Credit & Debit Transaction Volume Global Credit& Debit Transaction Value
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Consumer Electronics

A slowing macro economy and dim nearterm prospects for the labor market is
reflected by a drop in consumer confidenceto its lowest point in nearly five years.
The CEA Index of Consumer Expectations (ICBYémemberdecreased3 points to
156.6and is9.5% lowerthan a yearago level. BestB u y26 guarter earningsfell
short of expectations and the company reduced its fejlear outlook primarily due taa
weak outlook for television and PC sales

Electronics & Appliance Stores (Seasonally Adjusted Sales) Consumer Confidence & Intentions To Purchase Electronics
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