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Q4 2014 Executive summary 
 

• Fourth-quarter results for the technology sector were mixed. Overall, Internet, Semiconductor and 
EMS/Distributor companies outperformed Communications, Consumer electronics, Software, 
Software services and Hardware companies. However, across all technology sectors, there were 
many companies that suffered either in terms of revenue or profit. The reasons often stood at 
extremes—losses from discontinued operations to high operating expenses from new acquisitions. 
Moreover, problems such as currency volatility, geopolitical unrest and changes in accounting 
policies also affected a number of companies.  

• With uncertainty comes market volatility and this was highly visible in the VIX. In a matter of just 
15 days, the VIX Index fluctuated from as high as 25, on October 15th, to as low as 14 on October 
31st. Since then, it plunged to 12 at the end of November, rose again to 24 in mid-December and 
was hovering around 20 between the end of January and early February. On March 10, it stood at 
roughly 17. 

• Macroeconomic factors for the tech industry in the fourth quarter remained favorable, with the US 
economy expanding by 2.6%. Concern about the widening trade deficit due to the strengthening 
US dollar was offset by the significant decline in oil prices. Further, consumer sentiment surged to 
98.2 in mid-January, the highest in 11 years and the US added 295,000 new jobs in February, the 
13th consecutive month employers added more than 200,000 to their payrolls.1, 2 In contrast, while 
Europe has shown improvement—with GDP rising 0.3% compared to 0.2% in the third quarter—      

Financial results were mixed in Q4 
Investors reward only those with projecting and delivering revenue 

growth and profit 

1. Bureau of Economic Analysis, Jan 2015 
2. Bloomberg, Jan 2015 
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any measurable impact on the tech industry is unlikely.3  Across Asia the story was positive. China's 
GDP growth held steady at 7.3% in the fourth quarter, slightly better than expected, but still 
hovering at its weakest since the first quarter of 2009.4 Japan’s economy grew by 0.6% over the 
previous quarter5  and the Indian economy grew by 7.5% in the fourth quarter, reflecting higher 
consumer spending potential in the technology sector.6 

• The hardware market has firmed up, with PC shipments witnessing a recovery after over two years 
of decline. Growth was led by mobile PCs, which includes notebooks and laptops with detachable 
screens—also referred to as 2-in-1 computers. Total PC shipments in the fourth quarter of 2014 
increased by 1% compared to the fourth quarter of 2013.7 

• Software services posted a strong fourth quarter, with the value of mega-relationships (contracts 
over US$100mn) increasing by 354% and the value of restructured contracts rising by 77% 
compared to the third quarter. Year over year, the total value of contracts with Annual Contract 
Value (ACV) exceeding US$5mn increased by 27% in the quarter.8 

• The outlook remains positive with the PMI (Purchasing Managers Index) pulling back only slightly 
in the fourth quarter to 56.9. US markets have also remained strong, with the Dow Jones Industrial 
Average breaking the 18,000 level in December. Against this backdrop, the technology sector 
maintained a strong IPO pace, recording 34 new IPOs in the fourth quarter. In terms of proceeds, 
US$7.5bn was raised, a 33% improvement over the last quarter of 2013.9 

 3. The Guardian, Feb 2015 
4. Business Insider, Jan 2015 
5.  BBC, Feb 2015 
6. The Wall Street Journal, Feb 2015 
7. Gartner, Jan 2015 
8. Information Services Group, Jan 2015 
9.Q4 2014 Global Technology IPO Review, PwC 
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Source: ISM  
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The Purchasing Manager’s Index decreased by 0.7 percentage points from 57.6 in Q3’14 to 56.9 in 
Q4. Though fourth quarter PMI pulled back only slightly, the January number fell by 1.6 points to 
53.5. With PMI staying above 50, growth in manufacturing continued for the 20th consecutive 
month, while growth in the overall economy continued for the 68th consecutive month.  

US Purchasing Manager’s Index (PMI) trends (Q4’05 – Q4’14) 
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Snapshot by subsector 

Communications  
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Market analysis 
Communications 

• The devices segment (including PCs, ultra-mobiles, mobile phones, tablets and printers) of 
worldwide IT spending at $US3.88 trillion in 2015 is expected to account for 19.1% or US$732bn, 
a 5.1% increase from 2014. In terms of percentage increases, the devices segment is second 
behind enterprise software (5.5%), with data center systems, IT services and telecom services 
expected to grow at 1.8%, 2.5% and 0.7%, respectively.1 

• The global wireless equipment market grew at a slow to moderate pace in 2014 due to LTE and 
LTE-Advanced roll-outs. Most operators worldwide have been earning significant portions of 
their revenue through 3G infrastructure while LTE is generating half of wireless infrastructure 
revenue globally. LTE revenue share is expected to grow to 80% by 2018. LTE growth will 
cannibalize 3G business resulting in flat to minimal total sales growth.1 

• The 2015 outlook for the global communications equipment industry is positive. Continued rapid 
consumption of network capacity, aided by the proliferation of smartphones and, to a lesser 
degree, tablets, is a solid long-term growth driver for the industry. Telecom equipment purchases 
will begin to pick up in 2015 as carriers and enterprises shift from legacy networks to modern 
architectures. The industry is expected to see positive demand trends in cloud computing, 
wireless, visualization and data center transformation.2 

 

1. Gartner, Jan 2015 
2. Factiva, Feb 2015 
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Market analysis (continued)  
Communications 

• In the service provider segment, near-term equipment sales, particularly for optical components, 
are beginning to improve. Carrier spending is expected to increase in 2015 as new technologies 
such as Long Term Evolution (LTE) in the wireless space, DOCSIS3.0 in the cable space and 40G 
and 100G in the optical space gain commercial traction. Moreover, accelerated wireless equipment 
funding is expected due to the increasing demand for wireless connectivity in both enterprise and 
household applications driven by IoT . In 2015, spending priorities are shifting to the early stages 
of the fifth generation for wireless applications coming from a rapid rise in mobile broadband and 
increased use of smartphones and tablets.2 

• As mobile data usage is increases, Communications Service Providers (CSPs) need to focus on 
creating new pricing with a focus on data access. They will also need to create a more immersive 
and personalized experience. For instance, through next-generation hotspot technology, Wi-Fi 
users’ location, dwell time and other context-based information can be captured in real time, 
allowing providers to better understand what customers want at that moment.3 

3. Gartner, Feb 2015 
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Market analysis (continued) 
Communications 

• Motorola’s sales remained flat in Q4’14 at US$1.8bn which included a US$27mn unfavorable 
foreign currency impact. Sales were impacted by respective declines of 5% and 8% in the Europe & 
Africa and Asia Pac Middle East regions. The company also reported a Q4’14 net loss of 
US$926mn as compared to a net profit of US$343mn in Q4’13. This was due to a 95.8% increase 
in operating expenses owing to a US$1.9bn non-recurring charge resulting from a US$4.2bn US 
pension de-risking transaction aimed at improving its risk profile and cash flows. Motorola's Real-
Time Crime Center (RTCC) solution holds good potential in the long term, with a US$350mn-
US$450mn opportunity in the US alone, as police and public safety agencies redeploy funds and 
resources for technologies other than communication systems, including body worn cameras used 
for analyzing video feeds in real time. 

• Ericsson’s Q4’14 sales grew 1% year over year to SEK68bn. Sales were driven by growth in the 
Middle East, Asia and Europe due to mobile broadband coverage projects, higher software sales 
and intellectual property rights revenues. Sluggish performance in North America, owing to lower 
operator investments due to a focus on cash flow optimization to finance major acquisitions and 
spectrum auctions, weighed on otherwise positive growth. The company’s Networks and Support 
Solutions segments posted respective year-over-year declines of 2% and 21%, whereas the Global 
Services segment grew by 10%. The company also shut down its declining modem business which 
it took over from STMicroelectronics in August 2013. The decision to close came amid falling 
prices and high competition in modems, accelerating technological innovation requiring 
significant R&D investments and a shrinking market as more smartphone makers buy integrated 
modems and processors, which Ericsson does not produce. 
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Q4 performance  
Communications 

Company Q4’14 

Revenue 
(US$ billions) 

Gross margin 
(%) 

Net income/(loss) 
(US$ millions) 

EPS (US$) Market cap  
(US$ billions) 

Cisco Systems Inc        11.9 59.40%      2,397             0.46       142. 1 

LM Ericsson*          9.9  36.60%         617             0.19         39.2  

Motorola Solutions Inc          1.8 50.03%        (926)           (4.02)        16.1  

Nokia Corp**          5.1  43.53%         589             0.11         28.7 

* SEK to USD exchange rate used for Ericsson is 0.1462 USD/SEK. 

**EUR to USD exchange rate used for Nokia is 1.3293 USD/EUR. 

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “Data explorer” box. 

Company Q4’13 

Revenue 
(US$ billions) 

Gross margin 
(%) 

Net income/(loss) 
(US$ millions) 

EPS (US$) Market cap  
(US$ billions) 

Cisco Systems Inc        11.2 53.35%      1,429           0.27    118.8 

LM Ericsson*        10.3 37.09%         984           0.30      39.5 

Motorola Solutions Inc          2.5  48.48%         343           1.31      17.3 

Nokia Corp**          4.7 42.52%          (34)         (0.01)     30.1  

* SEK to USD exchange rate used for Ericsson is 0.1534 USD/SEK. 

**EUR to USD exchange rate used for Nokia is 1.3280 USD/EUR. 

http://www.pwc.com/techscorecard
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Snapshot by subsector 

Consumer Electronics 
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Market analysis 
Consumer Electronics 

• The consumer electronics industry saw reasonable improvement in the last quarter of 2014 with most 
companies showing positive results compared to the third quarter. Most of the companies under 
study reported double-digit revenue growth sequentially, but had a marginal dip year over year. 

• Following a strong November showing, consumer sentiment toward the overall economy reached a 
record level in December. The Consumer Electronics Association Index of Consumer Expectations 
(ICE), which measures consumer expectations about the broader economy, jumped 7.3 points from 
last month to reach 180.1 in December—the highest ICE level since the Consumer Electronics 
Association Indices began in January 2007. Unfortunately, consumer sentiment toward tech 
spending decreased in December.  

• Black Friday and Christmas holiday sales led to increased demand for consumer electronics in Q4’14.1 

• Another factor impacting consumer electronic sales and revenues is the increasing polarization of the 
smartphone market into high- and low-end market price points. On one hand, there is the premium 
phone, with an average selling price of US$447 in 2014, which saw its growth dominated by iOS.  On 
the other end of the spectrum is the Android and other open OS phones with an average cost of 
US$100, with growth occurring in the basic phone segment. For midrange smartphones, however, 
the market opportunity is becoming increasingly limited as the PC Market stabilizes and the 
challenge for the next iPhone to find significant growth becomes greater.2 

• In the operating system (OS) market, Android surpassed a billion shipments of devices in 2014, and 
will continue to grow at a double-digit pace in 2015, with a 26% increase year over year.   

1. Consumer Electronics Association, Dec  2014 
2. Gartner,  Jan 2015 
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Market analysis (continued) 
Consumer Electronics 

• As a result of the demand for high-end devices, Apple reported outstanding earnings in the last 
calendar quarter of 2014 on the strength of outsized demand for the iPhone 6 products launched 
near the end of the prior quarter. Apple is not only generating revenue by selling its mobile handsets 
but is also maintaining its margins. Although Apple does have one competitor that made money in 
the commodity smartphone business, Apple's profits were much higher than its nearest competitors 
but the difference in units sold were not that high. This is due to the higher margins Apple achieves. 
Apple’s new phones are very popular in the Chinese market, and it has successfully confronted local 
competitors. In fact, it has recently overtaken Xiaomi, the recent unit sales leader, for the top slot in 
the China market—not just in profit, but even in raw unit sales share.  

• In Q4’14 Sony Corp earned net income of US$736.0mn, compared to a net loss of US$1.3bn in 
Q3’14. The turnaround was attributed to the Mobile Communications business restructuring, which 
posted operating income of US$76mn in Q4 against operating loss of US$1.6bn in the previous 
quarter. This was also due to very high goodwill impairment charges in Q3’14. Year on year, Sony 
bettered Q4’13 results by 6.1%. The increase is primarily due to favorable foreign exchange rates, a 
turnaround of the Mobile Communications business and a significant rise in Devices and Game & 
Network Services businesses.  
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Market analysis (continued) 
Consumer Electronics 

• Toshiba Corporation posted net income of US$339.4mn in Q4’14 against US$201.0mn in Q3’14 and 
US$163.3mn in Q4’13. This reflects a sharp rise of 68.9% quarter over quarter and 107.9% year over 
year, even though revenues declined by 12% quarter over quarter (US$13.8bn in Q4’14 against 
US$15.6bn in Q3’14) and 7% year over year (US$13.8bn in Q4’14 against US$14.8bn in Q4’13). This 
is primarily due to US$241.3mn non-operating income from the settlement of a lawsuit, received in 
Q4’14. Besides this, net income was also helped by rise in revenues from several business segments, 
especially Energy & Infrastructure (15% year over year) and Electronic Devices & Components (14% 
year over year). Though Lifestyle Products & Services revenues declined by 15% year over year, 
revenues rose 5% during the quarter from the combined performance across all business units.  
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Q4 performance  
Consumer Electronics 

Company Q4’14 

Revenue 
(US$ billions) 

Gross 
margin (%) 

Net income /(loss) 
(US$ millions) 

EPS 

(US$) 

Market cap  
(US$ billions) 

Apple Inc                  74.6  39.87%             18,024             3.06           647.5  

Canon Inc                    9.2  48.59%                 593             0.29             36.5  

Philips*                    8.2  38.69%                 167             0.19             26.5  

Sony Corp                  21.1  6.97%                 736             0.63             25.0  

Toshiba Corporation                  13.8  25.89%                 339             0.08             18.9  

*EUR to USD exchange rate used for Philips is 1.2489 USD/EUR. 

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “Data explorer” box. 

Company Q4’13 

Revenue 
(US$ billions) 

Gross 
margin (%) 

Net income /(loss) 
(US$ millions) 

EPS 

(US$) 

Market cap  
(US$ billions) 

Apple Inc          57.6  37.93%               13,072         14.50         503.6  

Canon Inc            9.9  47.17%                   612           0.43          36.4  

Philips*            9.3  42.40%                   561           0.60          33.8  

Sony Corp          23.0  34.27%                   416           0.22          17.9  

Toshiba Corporation          14.8  24.07%                   163           0.04          18.7  

*EUR to USD exchange rate used for Philips is 1.3753 USD/EUR. 

http://www.pwc.com/techscorecard
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Snapshot by subsector 

EMS/Distributors 
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Market analysis  
EMS/Distributors 

• The EMS sector posted 10% average revenue growth quarter over quarter in Q4’14. EMS 
companies realized 5.1% growth in revenue in 2014 while leading ODM companies grew at a 
slightly slower rate of 4.7%.  A lot of this positive growth was due to strong demand for 
smartphones. Growth in the EMS industry has been gradually slowing (particularly in the last 
three years) to the point that it is equal to or sometimes less than that of the overall electronics 
(OEM) industry growth.  However, the Auto (smart cars) and medical fields (instruments) are 
fueling growth for electronics which is positively impacting EMS.1 

• In 2014, the largest EMS company in the industry, Foxconn, is in the process of reversing this 
trend by becoming a hybrid supplier and migrating more toward ODM, and then, ultimately, OEM 
services.2 

• Avnet’s sales increased at an 11% CAGR over the last five years, from US$16.2bn in fiscal year 
2009 to US$27.5bn in 2014. After two years of zero growth, sales picked up in fiscal year 2014. 
Without considering acquisitions worth 500 million in sales, revenue grew 5.2% year over year. 
Arrow had higher gross margins than Avnet, but gross profit has been volatile. Avnet's 
management has been focused on improving profitability. Avnet has also invested in working 
capital to sustain future sales growth, so it is expected to show some improvement in revenue and 
also margin expansion in the coming quarters.  
 

 

 
 
 
 

1. InfoZentech, Feb 2015 

2. Manufacturing Market Insider,  Dec 2014 
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Market analysis (continued)  
EMS/Distributors 

• Flextronics reported positive earnings, with a 10% increase in net income and a 7.6% increase in 
revenue sequentially. The company had net sales of US$7.02bn, and EPS increased 15% year over 
year to US$0.30. The company continued its aggressive buyback program, repurchasing 8 million 
shares for US$84mn. The company has also repurchased over 30% of all outstanding shares since 
2010 and has authorization to repurchase another 20%. Flextronic’s US$33.7mn free cash flow 
helped to fund the buyback program. 

• Ingram’s revenues of US$14.0bn in Q4’14 were up 24.2% quarter over quarter against US$11.2bn 
in Q3’14 and 17.9% year over year against US$11.8bn in Q4’13. Growth was driven by a strong rise 
in sales globally across all majors verticals, such as mobility, supply chain solutions and cloud. An 
extra week in the quarter (14 weeks in Q4’14 as opposed to the 13 weeks in both Q3’14 and Q4’13) 
also helped boost revenues by 7%. The benefit of higher revenues also reflected on the company’s 
net income, which stood at US$119.0mn in Q4’14, an impressive quarter-over-quarter 
improvement of 64.8% against US$72.2mn in Q3’14 and a year-over-year improvement of 6.1% 
against US$112.2mn in Q4’13. 
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Q4 performance  
EMS/Distributors 
Company Q4'14 

Revenue 
(US$ billions) 

Gross 
margin (%) 

Net income/(loss) 
(US$ millions) 

EPS 

(US$) 

Market cap  
(US$ billions) 

Arrow Electronics Inc                    6.4 12.75%                 116             1.18               5.6  

Avnet Inc                    7.6  11.09%                 164             1.18               5.9  

Flextronics 
International Ltd                    7.0  5.82%                 153             0.26               6.5  

Foxconn 

Ingram Micro 

Company Q4'13 

Revenue 
(US$ billions) 

Gross 
margin (%) 

Net income/(loss) 
(US$ millions) 

EPS 

(US$) 

Market cap  
(US$ billions) 

Arrow Electronics Inc            6.2  12.80%                   135           1.32            6.8  

Avnet Inc            7.4  11.43%                   125           0.89            6.0  

Flextronics 
International Ltd            7.2  5.55%                   145           0.23            4.7  

Foxconn 29.0 6.0% 642 0.05 37.2 

Ingram Micro 11.8 6.0% 112 0.71 3.6 

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “Data explorer” box. 

http://www.pwc.com/techscorecard


PwC 
Technology Sector Scorecard 

20 

Snapshot by subsector 

Internet 
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Market analysis 
Internet 

• The Internet sector ended 2014 on a strong note, with the majority of the large companies 
experiencing double-digit revenue growth. A major driver was the growing usage of mobile data, 
which is expected to increase by 59% in 2015. What is causing this increase in mobile data? Newer 
and faster networks, increased users of these networks and more affordable 3G and 4G. However, 
the key driver is mobile apps, particularly mobile video apps which generate 50% of all mobile data.1 

• Mergers and acquisitions in the Internet of Things (IoT) space will continue in 2015 as large 
established vendors are focused on strengthening their core capabilities. The growing number of 
interconnected devices will raise questions about privacy and data ownership. Also, machine data 
will be intermixed with social network data, which will further elevate privacy concerns.2 How 
efficiently and quickly the data is transferred, encrypted and stored will be crucial for success.  

• The Internet usage pattern is dynamic in nature as users are increasingly accessing entertainment 
content online rather than paying for it. Users are watching streamed entertainment instead of 
downloading. The majority (70%) of 16-to-24-year-olds are now watching online forms of TV, 
compared to just a third of 55- to 64-year-olds. PCs/laptops remain the most important 
entertainment device, but mobile phones and tablets are rapidly gaining ground. Last month, 75% 
of users accessed the mobile web, 4 in 10 visited YouTube on mobiles and one-third streamed 
music.3 

1. Gartner, Feb 2015 
2. PRnewswire , Feb 2015 
3. Globalwebindex, Feb, 2015 
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Market analysis (continued) 
Internet 

• In October 2014 Google sold their Motorola Mobile business which resulted in a gain of 
US$740mn for Q4’14, net of tax. As a result of the sale, net income increased to US$4.8bn in 
Q4’14, an increase of 70% compared to US$3.4bn in Q4’13. The US$9 billion loss incurred from 
the Motorola writeoff was recognized in Q3’14 thereby providing a boost to Q4’14 net income 
which increased 41%. They reported consolidated revenues of US$18.1bn in Q4’14, an increase of 
15% from US$15.7bn in Q4’13.  Google has started losing share of ad revenues to Facebook and 
other popular social media sites which is expected to impact its earnings in the coming quarters.4  

• Yelp’s earnings reflect that the company is still in a major growth mode. They reported net 
revenues of US$109.9mn in Q4’14, reflecting 56% growth sequentially. Net income in Q4’14 
was US$32.7mn, compared to a net loss of US$2.1mn in Q4’13. Net income for Q4’14 included an 
income tax benefit of US$26.2mn, or US$0.34 per share, due to the release of a deferred tax asset 
valuation allowance. Yelp is struggling to expand much beyond the 130 million MUUs (monthly 
unique users) that it first reached during Q1’14. Yelp’s Q4’14 MUUs were only 135 million, a slight 
13% increase compared to Q4’13 and compared to the prior quarter it was a drop of 4 million 
MUUs.  

4.  Seeking alpha, Dec 2014 
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Market analysis (continued) 
Internet 

• LinkedIn reported US$643.0mn in revenue in Q4’14, an increase of 44% compared to US$447mn 
in Q4’13. Net income attributable to common stockholders was US$3mn in Q4’14, compared to 
net income of US$4mn in Q4’13, a 21% decrease. This is attributable to a 50% increase in COGS. 
Revenues from the Talent Solutions product grew by 41% to US$369mn driven by the growth in 
scale and relevance of job listings through the acquisition of Bright. Marketing Solutions 
products totalled US$153mn, an increase of 56% compared to Q4’13. Revenues for Premium 
Subscriptions increased by 38% to US$121mn. The growth of Talent Solutions, Marketing 
Solutions and Sales Navigator product revenues speaks to the fact that LinkedIn provides access 
to a unique audience—global business professionals.   
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Q4 performance  
Internet 

Company Q4’14 

Revenue 
(US$ billions) 

Gross  
margin (%) 

Net 
income/(loss) 

(US$ millions) 

EPS Market cap  
(US$ billions) 

Amazon        29.3  30%             214             0.45       144.3  

eBay          4.9  67%             936             0.75         68.7  

Google        18.1  62%          4,757             5.69       358.0  

LinkedIn             0.6  86%                3             0.02         24.9  

Netflix          1.5  32%              83             1.35         20.5  

Yahoo!          1.3  73%             166             0.17         47.9  

Yelp            0.1  93%              33             0.42           3.4  

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “Data explorer” box. 

http://www.pwc.com/techscorecard
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Q4 performance (continued)  
Internet 

Company Q4’13 

Revenue 
(US$ billions) 

Gross  
margin (%) 

Net 
income/(loss) 

(US$ millions) 

EPS Market cap  
(US$ billions) 

Amazon        25.6  27%             239           0.51       183.1 

eBay          4.5  68%             850           0.65         71.1  

Google        16.9 56%          3,376           9.90       376.4  

LinkedIn 0.5             87%                4           0.03         25.9  

Netflix          1.2  31%              48           0.79         22.0  

Yahoo!          1.3  73%             348           0.33         43.1  

Yelp 0.07              93%               (2)         (0.03)          4.4  

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “Data explorer” box. 

http://www.pwc.com/techscorecard
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Snapshot by subsector 

Semiconductors 
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Market analysis 
Semiconductors 

• The global semiconductor industry posted record sales totaling US$335.8bn in 2014, an increase 
of 9.9% from the 2013 total of US$305.6bn. Global sales for the month of December 2014 reached 
US$29.1bn, marking the strongest December ever recorded. Fourth-quarter global sales of 
US$87.4bn were 9.3% higher than the total of US$79.9bn from Q4’13.1 

• Several semiconductor product segments stood out in 2014. Logic was the largest semiconductor 
category by sales, reaching US$91.6bn in 2014, a 6.6% increase compared to 2013. Memory 
(US$79.2bn) and micro-ICs (US$62.1bn)—a category that includes microprocessors—rounded out 
the top three segments in terms of sales revenue. Memory was the fastest growing segment, 
increasing 18.2% in 2014. Within memory, DRAM performed particularly well, increasing by 
34.7% year over year. Other fast-growing product segments included power transistors, which 
reached US$11.9bn in sales for a 16.1% annual increase; discretes (US$20.2bn), an increase of 
10.8%; and analog (US$44.4bn), a 10.6% increase.1  

• Annual sales increased in all four regional markets for the first time since 2010. The Americas 
market showed particular strength, with sales increasing by 12.7% in 2014. Sales were also up in 
Asia Pacific (11.4%), Europe (7.4%) and Japan (0.1%), marking the first time annual sales in Japan 
increased since 2010.1 

• The top 25 semiconductor vendors' combined revenue increased 11.7%, which was more than the 
overall industry's growth. The top 25 vendors accounted for 72.1% of total market revenue, up 
from 69.7% in 2013.2 

  

1. Semiconductors.org,  Nov 2014 
2. Gartner, Oct 2014 
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Market analysis (continued) 
Semiconductors 

• The US and China have agreed to expand the Information Technology Agreement (ITA), a key 
trade pact that promotes fair and open trade by providing for duty-free treatment of certain 
information and communications technology (ICT) products, including semiconductors. The 
product scope of an expanded ITA includes next-generation semiconductors, static converters and 
inductors, and an array of technology products including medical devices, GPS devices, software 
media, ICT testing instruments, and others. US negotiators sought expanded coverage for new and 
innovative semiconductor products, including multi-component semiconductors (MCOs).  

• As the trend toward “smart” products continues, demand for advanced semiconductor products 
like MCOs has been growing consistently in the past few years and will continue to do so in the 
future.3 

• Intel is on pace to reach its goal of 40 million tablet processors in 2014, although these processors 
are being shipped at significantly discounted prices and with incentives. On the PC front, Intel 
continued to gain market share from AMD, and volume increases for both Intel's notebook and 
desktop platforms compared with 2013 is expected. Intel has maintained the No. 1 market share 
position for the 23rd consecutive year, capturing 15.0% of the 2014 semiconductor market, down 
slightly from its peak of 16.5% in 2011.4 

3. Semiconductors.org,, Nov 2014 
4. Gartner, Oct 2014 
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Market analysis (continued)  
Semiconductors 

• In the fourth quarter, TSMC’s revenue continued to grow sequentially due to strong demand for 
20nm wafers. By application, Communication and Computer increased 18% and 7%, while 
Consumer and Industrial/Standard declined 21% and 11%, respectively. Contribution from 20nm 
process technology increased from 9% in Q3’14 to 21% in Q4’14. Advanced technologies (28nm and 
below) accounted for 51% of total wafer revenue, up from 43% in Q3’14. Revenue from 
Fabless/System customers accounted for 85% of total wafer revenue in Q4’14. Gross margin was 
49.7% in Q4’14, 0.8 percentage point lower than Q3’14, mainly reflecting 20nm margin dilution 
and lower capacity utilization. On a full-year basis, gross margin for 2014 was 49.5%, up 2.4 
percentage points from 2013, mainly attributed to higher capacity utilization and partially offset by 
20nm margin dilution.  

• Q4 2014 calendar quarter orders for Applied Materials, Inc. were US$2.27bn, up 1% sequentially 
and down 1% percent year over year. Net sales were US$2.36bn, up 4% sequentially and 8% year 
over year. The net income was US$338mn or US$0.27 per diluted share. Applied Materials has 
stepped up investments to prepare for the ongoing transitions to larger wafer sizes and smaller 
process nodes. The ramp up in FinFET, 3D NAND and new display technology is expected to drive 
growth in future. There are also signs of improvement in the Display side of the business, backed 
by PVD tools. The drivers of this business are larger TV screens and better mobile displays that 
involve more complicated production processes and new tools. Due to major transitions in 
semiconductor and display technology, big opportunities lie ahead for Applied Materials. Its 
upcoming merger with Tokyo Electron will further take it toward its long-term strategic goals. 
Applied has strengthened its R&D and, at the same time, increased investment in product 
development.5 

 5. Seekingalpha.com, Feb 2015 
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Q4 performance  
Semiconductors 

Company Q4'14 

Revenue 
(US$ billions) 

Gross 
margin (%) 

Net income/(loss) 
(US$ millions) 

EPS 

(US$) 

 

Market  cap  
(US$ billions) 

Intel                  14.7  65.36%              3,661             0.74           172.4 

Applied Materials                    2.3  40.65%                 348             0.28             30.4  

Texas Instruments                    3.3  57.97%                 825             0.76             93.1 

TSMC                    7.2  49.70%              2,598             0.50           116.1 

Qualcomm Inc                    7.1  57.08%              1,972             1.17           124.1  

Company Q4’13 

Revenue 
(US$ billions) 

Gross 
margin (%) 

Net income/(loss) 
(US$ millions) 

EPS 

(US$) 

Market  cap  
(US$ billions) 

Intel          13.8 61.96%                2,625           0.51         127.3 

Applied Materials            2.2 40.68%                   253           0.21          20.1 

Texas Instruments            3.0  54.16%                   511           0.46          76.4 

TSMC            4.9  44.49%                1,517           0.29          90.1 

Qualcomm Inc            6.6 59.14%                1,875           1.11         124.4 

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “Data explorer” box. 

http://www.pwc.com/techscorecard
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Snapshot by subsector 

Software 
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Market analysis  
Software 

• In Q4’14 the software sector performed reasonably well compared to the previous quarter in terms 
of both revenue and net income. Adobe and VMware  performed exceptionally with a more than 
50% sequential growth in net income. However, margin and net income declined for Microsoft, 
Oracle, SAP, Symantec and Vmware year over year. 

• In the enterprise software market 2015 spending is expected to reach a total of US$335bn, a 5.5% 
increase from 2014. Price erosion and vendor consolidation is expected in 2015 because of fierce 
competition between cloud and on-premises software providers. In particular, in the customer 
relationship management (CRM) market prices for segments such as sales force automation (SFA) 
are expected to decline by 25% through 2018. Incumbent on-premises vendors will be heavily 
discounting their cloud offerings to sustain their customer base. Increased price competition for 
cloud-based database management systems (CBMS) and application infrastructure and middleware 
is also expected.1 

• Traditional business intelligence (BI) and analytic models are undergoing rapid changes as 
businesses are given more access to data.  The rise of data discovery, access to multi-structured data, 
data preparation tools and smart capabilities will further democratize access to analytics and will 
stress the need for governance. By 2017, most businesses will have access to self-service tools to 
prepare data for analysis.1 

 

1. Gartner press release, Nov 2014 
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Market analysis (continued)  
Software 

• Adobe has entered into a definitive agreement to acquire privately held Fotolia, a microstock 
photography agency. Fotolia will be integrated into Adobe Creative Cloud.2 Adobe posted positive 
Q4 results with a  faster-than-expected adoption of subscription licenses for its Creative Cloud 
product, as more of its clients chose annual subscription plans. The company reported over 3.5 
million paid subscribers for the Creative Cloud product, a sizable increase of 644,000 over the 
previous quarter. This generated over US$1.5bn in annualized recurring revenue in the fourth 
quarter. Adobe also witnessed growth in its marketing cloud initiatives during the quarter as cloud 
revenues grew by 4.5% year over year to US$330mn. Its LiveCycle software revenues declined by 
9% while print and publishing revenues were US$1.07bn, a 5.4% increase compared to Q3’14 and a 
3% increase compared to Q4’13.  

• SAP reported a better than expected fourth quarter with strong growth in its cloud business and the 
continued success of SAP HANA. Full-year revenues were €17.56bn, up 4% from 2013 revenues of 
€16.82bn. Software and support revenue, which includes revenue from new software subscriptions 
and technical support services, accounted for the bulk of the revenue and expanded by 4% year over 
year to reach €13.77bn. The growth was led by a 56% jump in cloud subscriptions and support 
revenue, which reached €1.1bn in 2014. The shift in focus to the cloud had a negative impact on 
professional and other services revenue, which fell by 6% year over year to €2.7bn. Operating profit 
fell by 3% year over year to €4.3bn, partly due to TomorrowNow and Versata litigation charges. 
Although part of the cloud revenue growth is attributed to the Concur and Fieldgrass acquisitions, 
the company still managed substantial organic growth in cloud billings.2 

2.  Seekingalpha.com, Feb 2015 
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Q4 performance  
Software 

Company Q4’14 

Revenue 
(US$ billions) 

Gross  
margin (%) 

Net 
Income/(Loss) 
(US$ millions) 

EPS 

(US$) 

Market cap  
(US$ billions) 

Adobe             1.1  85.01%     73                           0.14                36.1  

Intuit                0.8  75.62%        (66)                         (0.23)               25.5  

Microsoft           26.5  61.71% 5,863                           0.71              381.7  

Oracle             9.6  80.21%       2,502                           0.56              197.9  

SAP             6.8  73.20%        1,629                           1.36                86.7  

Symantec             1.6  82.97%    222                           0.32                17.5  

VMware              1.7  85.09%    326                           0.75                10.8  

*Euro to USD exchange rate used for SAP is 1.2489 USD/Euro. 

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “data explorer” box. 

http://www.pwc.com/techscorecard
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Q4 performance (continued)  
Software 

Company Q4’13 

Revenue 
(US$ billions) 

Gross  
margin (%) 

Net 
Income/(Loss) 
(US$ millions) 

EPS 

(US$) 

Market cap  
(US$ billions) 

Adobe             1.0  85.84%                 65                           0.13                28.2  

Intuit  0.8               78.26%                (37)                         (0.13)               20.9  

Microsoft           24.5  66.21%             6,558                           0.78              310.5  

Oracle             9.3  81.47%       2,553                           0.56              159.0  

SAP             7.0  73.81%         1,817                           1.52              105.1  

Symantec             1.7  83.40%                283                           0.40                16.1  

VMware              1.5  87.05%     335                           0.77                38.5  

*Euro to USD exchange rate used for SAP is 1.3609 USD/Euro. 

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “data explorer” box. 

http://www.pwc.com/techscorecard
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Snapshot by subsector 

Software Services 
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• Despite a weak third quarter, the Software Services sector ended on a strong note. In Q4’14 the value 
of mega-relationships (contracts over US$100mn) increased by 354% and the value of restructured 
contracts rose by 77% compared to the third quarter.  The total value of contracts with Annual 
Contract Value (ACV) exceeding US$5mn was US$5.8bn in Q4’14, an increase of 27% compared to 
Q4’13.  

• The global outsourcing industry achieved double-digit growth in revenues for 2014, ending the year 
with 16% growth compared to 2013. Cumulative ACV reached US$23.1bn from 1,218 contracts in 
2014, a 6% increase year over year. Although the number of new-scope contracts increased by only 1% 
in 2014, there was a 16% rise in terms of contract value at $US14bn. Restructured contracts increased 
by 16% in value at US$9.1bn and 9% in volume in 2014. The value of new-scope mega-relationships 
for the year increased by 53% at US$6.2bn. This implies that a large number of contracts were 
restructured, possibly to extend the tenure of the contracts or to include additional services. There 
was a significant rise in the number of new contracts signed, reflecting renewed buyer aggressiveness 
at a time when prices of services are extremely competitive.1 

• In Q4’14 Information Technology Outsourcing (ITO) witnessed a year-over-year increase of 13% in 
ACV. For the full year, ITO had total ACV of US$17.3bn, a 19% increase compared to 2013. Demand 
for ITO services is on the rise, especially in the Americas, where the market saw a number of large 
deals for bundled IT services. With heavy investments made in cloud solutions, insourcing and 
automation, clients are now increasingly looking at applications design and maintenance (ADM) 
contracts to manage their IT infrastructure more efficiently. Overall, ITO contracts alone contributed 
to about 75% of the cumulative ACV of US$23.1bn generated in 2014. 

 

Market analysis 
Software Services 

1. The Global ISG (Information Services Group) Outsourcing 
Index, Jan 2015 
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• After witnessing a decline in Q3, business process outsourcing (BPO) posted a massive year-over-year 
increase of 80% in ACV in Q4’14. For the full year, BPO had an 8% increase in ACV compared to 
2013. The total ACV for BPO stood at US$5.8bn at the end of 2014.1 Overall, BPO contracts 
contributed to the remaining 25% of the cumulative ACV of US$23.1bn generated in 2014. 

• Computer Sciences Corp (CSC) reported revenues of US$3.0bn in Q4’14, compared to US$3.1bn in 
Q3’14, a decline of 4%. This is attributable to price-cuts and business restructuring in Global Business 
Services and Global Infrastructure Services segments. Additionally, the company adopted a new 
pension accounting policy under which actuarial gains and losses and changes in fair value of plan 
assets are recorded in the year in which they occur and are excluded from operating income and 
EBIT, resulting in a reported loss of US$462mn in Q4’14.  During the quarter, CSC also changed its 
accounting policy so inter-company transactions between segments are now treated as cost transfers 
instead of revenues. This revision comes after the US$195mn fine the company paid in Q4’14 to the 
SEC, which alleged that CSC’s previous inter-company accounting policy violated US antifraud, 
reporting, and books-and-records laws. As a result, the company’s net income declined to a loss of 
US$313mn in Q4’14 against net profits of US$151mn in Q3’14. 

Market analysis (continued) 
Software Services 
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• Infosys continues to expand and enter into strategic partnerships to offer new solutions to clients. It 
partnered with Tableau Software, a business analytics software, to integrate their offerings into the 
Big Data solutions offered to clients. Infosys has also entered into an engineering partnership with 
DreamWorks Animation through which Infosys will deploy its global talent pool, available across 
Cloud, Big Data, Java and open source capabilities, to develop next-generation solutions based on 
DreamWorks technology. Infosys reported relatively flat performance quarter over quarter with flat 
revenue and net income. Its EPS dropped by half due to the 1:1 bonus issue by the company.  

• Cognizant completed the acquisition of TriZetto Corporation, which manages the health benefits of 
close to half the insured population in the US and supports about a quarter of all US healthcare 
providers. With more than US$3.0bn in combined healthcare revenue, Cognizant and TriZetto will 
serve nearly 245,000 healthcare providers.  

Market analysis (continued) 
Software Services 
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Q4 performance 
Software Services 
 

Company Q4’14 

Revenue 
(US$ billions) 

Gross  
margin (%) 

Net Income 
(US$ millions) 

EPS (US$) Market cap  
(US$ billions) 

Cognizant                 2.7  40.22%                       363                       0.59                    32.1  

CSC                3.0  14.15%                      (313)                     (2.23)                     8.9  

Infosys                2.2  38.68%                       522                       0.46                    36.3  

HCL                1.5  36.99%                       308                       1.74                    18.1  

TCS                3.9  44.85%                       873                       0.45                    80.9  

Company Q4’3 

Revenue 
(US$ billions) 

Gross  
margin (%) 

Net Income 
(US$ millions) 

EPS (US$) Market cap  
(US$ billions) 

Cognizant                  2.4  40.09%                   324                   1.06                30.7  

CSC                 3.2  26.83%                   141                   0.94                  8.1  

Infosys                 2.1  36.14%                   463                   0.81                32.3  

HCL                 1.3  38.43%                   242                   0.48                14.2  

TCS                 3.4  48.22%                   858                   0.44                66.0  

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “data explorer” box. 

http://www.pwc.com/techscorecard
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Snapshot by subsector 

Systems and PC Hardware 
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Market analysis 
Systems and PC Hardware 

• PCs have made a slow but steady recovery after more than two years of decline. Global PC 
shipments totaled 83.7 million units in Q4’14, a 1% increase from Q4’13. 1 

• Displacement of PCs by tablets peaked in 2013 and in the first half of 2014. However, tablets have 
now saturated key markets so consumer spending is slowly shifting back to PCs. The most 
popular products are mobile PCs, including regular, thin and light notebooks and 2-in-1 
computers, also known as laptops with detachable screens. 1 

• Growth of PCs in the quarter showed regional variation, with mature regions recording positive 
growth and emerging markets remaining weak. The US showed the highest growth in Q4’14. PC 
shipments in the US reached 18.1 million units in Q4’14, a 13.1% year-over-year increase and the 
highest growth seen in the US market in the last four years. HP recorded the strongest year-over-
year growth in shipments at 26.2% in Q4’14, and it accounted for 29.2% of all shipments in the 
US for the quarter. 1 

• There were 26.5 million PCs shipped in Europe, Middle East and Africa (EMEA) in Q4’14, a 2.8% 
year-over-year increase. PC growth in EMEA was driven by the holiday season in Western Europe 
with high sales of consumer notebooks. The low prices of these devices ensured that consumer 
spending shifted to notebooks and two-in-ones from tablets, but had a negative impact on 
average selling prices (ASPs) and vendor margins.1 

1. Gartner, Jan 2015 
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Market analysis (continued) 
Systems and PC Hardware 

• The Asia-Pacific PC market also showed recovery, where PC shipments reached 26.6 million units 
in Q4’14. This is a 2% year-over-year increase for the quarter. The PC user base in Asia-Pacific is 
stabilizing and replacement demand is recovering in the mature markets. However, consumers in 
emerging markets, such as China and India, continue to be attracted to smartphones. They are 
more focused on content consumption or on specific tasks that can be easily performed by a 
smartphone. Coupled with limited disposable income, these buyers do not see the need to invest 
in PCs.1 

• Global tablet shipments in 2014 recorded 4.4% growth, from 207 million units in 2013 to 216 
million units in 2014.1, 2 This is in sharp contrast to the previous year, when tablet shipments 
grew by 53.4%, from 120 million units in 2012 to 207 million units in 2013. 2, 3 The steep decline 
can be explained by a long refresh cycle. Lack of innovation in tablet hardware has led to 
consumers holding on to their tablets and spending money on phone upgrades.1 

• The tablet market is still very top heavy in the sense that it relies mostly on Apple and Samsung to 
carry the market forward each year. Although Apple expanded its iPad lineup by retaining older 
models and offering a lower entry price point of US$249, it still wasn't enough to spur iPad sales. 
Meanwhile, Samsung's struggles continue as low-cost vendors are undercutting mid-to-high-
priced Android tablets with tablets that cost less but do not compromise on features.4 

1. Gartner, Jan 2015 
2. Gartner, Jul 2014 
3. Gartner, Oct 2013 
4. IDC, Feb 2015 
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Market analysis (continued) 
Systems and PC Hardware 

• IBM posted Q4’14 revenue of US$24.1bn against US$22.4bn in Q3’14 and US$27.7bn in Q4’13. 
This equates to quarter-over-quarter growth of 7.7%, but a year-over-year decline of 12.9%. The 
decline can be attributed to divestment of System X and Customer Care units, which generated 
revenues of US$1.6bn in Q4’13. In addition, currency movements trimmed Q4’14 revenue by 
approximately US$1.2bn. Net income was US$5.5bn in Q4’14 against US$0.02bn in Q3’14. In 
Q3’14, the company realized US$3.5bn net income from continuing operations. However, during 
the same quarter, it recognized a US$3.4bn loss from discontinued operations. The loss includes 
an impairment to reflect fair value less estimated costs to sell the Microelectronics business assets, 
which it had classified as held for sale in Q3’14. The loss also included other estimated costs related 
to the transaction, including cash consideration of approximately US$1.5bn.  The cash 
consideration is expected to be paid over the next three years and will be adjusted by working 
capital due to IBM, estimated to be US$0.2bn. In addition, discontinued operations in Q3’14 
included operational net losses from the Microelectronics business of US$0.1bn. 

• Xerox Corp posted revenue of US$5.0bn in Q4’14 against US$5.1bn in Q3’14 and US$5.6bn in 
Q4’13. This results in a quarter-over-quarter decline of 1.7% and a year-over-year decline of 9.6%. 
The decline is attributed to exchange rate fluctuations. Net income of US$156.0mn in Q4’14 
declined 41.4% quarter over quarter against US$266mn in Q3’14 and down 49% year over year 
decline against US$306mn in Q4’13. The decline in net income was due to a US$149mn loss 
incurred by Xerox’s  ITO business. The ITO business is now considered a discontinued operation. 
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Market analysis (continued) 
Systems and PC Hardware 

• Lenovo posted revenue of US$14.1bn in Q4’14  and 34.5% quarter-over-quarter growth against 
US$10.5bn in Q3’14 and 30.6% year-over-year growth against US$10.8bn inQ4’13. This jump in 
revenue is due to the addition of Motorola Mobility from Google and System X business unit from 
IBM. The cost of sales increased at a much lower rate, leading to almost a 90bps increase in 
margins. However, the margin benefit was not realized in net income due to US$708mn operating 
expenses incurred from the acquisitions. Overall, net income of US$256.8mn declined 2% quarter 
over quarter in Q4’14 against US$262.0mn in Q3’14 and a 3.1% year-over-year decline against 
US$265.0mn in Q4’13. 
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Q4 performance  
 Systems and PC Hardware 
Company  Q4’14 

Revenue 
(US$ billions) 

Gross 
margin (%) 

Net income/(loss)  
(US$ billions) 

EPS (US$) Market cap  
(US$ billions) 

EMC                 7.1  63.92%                 1.1                  0.56                60.1  

HP                26.9  23.35%                 1.4                  0.73                73.4  

IBM               24.1  53.34%                 5.5                  5.51              159.0  

Lenovo               14.1  14.88%                   0.26                  2.30                13.4  

Xerox                 5.0  32.11%                   0.16                  0.13                15.5  

For additional financial information, please visit http://www.pwc.com/techscorecard and click  on the “Data explorer” box. 

Company  Q4’13 

Revenue 
(US$ billions) 

Gross 
margin (%) 

Net income/(loss) 
(US$ billions) 

EPS (US$) Market cap  
(US$ billions) 

EMC                 6.7  63.21%                 1.0                  0.48                53.0  

HP                28.2  22.80%                 1.4                  0.74                55.3  

IBM               27.7  51.68%                 6.2                  5.73              196.9  

Lenovo               10.8  12.64%                   0.27                  2.52                12.6  

Xerox                 5.6  30.69%                   0.31                  0.24                14.5  

Dell privatization completed on Oct 29, 2013 

http://www.pwc.com/techscorecard
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