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Tech: The Modern Value?

A review of the largest holdings in today’s large-cap value indices reveals meaningful exposure to several mega-
cap technology companies. Apple, Amazon, Microsoft, and Micron Technology each hold prominent positions in
one or more major value benchmarks. These firms have traditionally been characterized as growth stocks, and
their inclusion raises a fundamental question: what qualifies as “Value” today, and how should investors define
what a value stock is?

In 1934, Benjamin Graham and David Dodd published their groundbreaking textbook, Security Analysis, which
developed the concept of intrinsic value. In this “classic value” approach, an analyst would calculate a company's
true worth by primarily considering its tangible assets: its balance sheet, assets, free cash flows, and earnings
power. A stock could be considered for purchase when its market price reflected a meaningful discount to its
estimated intrinsic value, or, in certain cases, liquidation value, thereby providing a margin of safety. Stock pur-
chases were viewed as fractional ownership in real businesses. Given the manufacturing orientation of the U.S.
economy in the 1930s, the typical “value” sectors would include Railroads, Manufacturing, and Utilities. In es-
sence, value investing involved buying statistically cheap, often lower-quality companies with tangible assets.

As the U.S. economy evolved from heavy manufacturing toward a more consumer- and service-oriented model,
the framework for value investing evolved as well. While Graham’s approach often focused on buying cheap,
asset-heavy companies at a discount to liquidation value, later value investors such as Warren Buffett and Charlie
Munger further incorporated elements into their analysis such as durable competitive advantage, pricing power,
brand equity, returns-on-invested-capital, and capable management. This shifted the focus to buying high-quality
businesses whenever a company’s stock would trade at a discount to its intrinsic value, building upon the principles
of Graham and Dodd. There was a shift in emphasis from what a company owned measured by Price-to-Book
ratios to what a company could earn measured by Price-to-Cashflow. This enhanced value framework frequently
led to investment ideas in Financials, Energy, and Consumer Staples companies.

In today’s market, the definition of value is again evolving. The earnings power of many leading companies in-
creasingly relies upon intangible assets, including research and development (R&D), software code, intellectual
property, brand equity, licensing rights, etc. Under GAAP accounting rules, most R&D expenditures are expensed
immediately rather than capitalized, biotechnology and technology companies may appear expensive by standard
value measures such as Price-to-Book or Price-to-Earnings. Value practitioners often compensate by manually cap-
italizing R&D or by using other value measures to identify stocks that can be visually expensive but may be attrac-
tively valued on a fundamental basis.

Another development in today’s market is the maturation of many technology, healthcare, and communications
companies, which has impacted how their stocks are categorized within indices. The triple-digit growth rates once
associated with companies like Microsoft, Apple, and Amazon have moderated to a more normalized pace while
cash flow generation remains strong. Relative to their hyper-growth counterparts, these mature firms score lower
on growth, and under the methodology of quantitative index providers, they can be viewed as value stocks. Given
their large market capitalizations, even modest changes in their style weights can materially impact the underlying
composition of capitalization-weighted value indices.

Modern value investing emphasizes cash-flow-generative companies across all sectors whose current stock prices
may not reflect their long-term cash generation potential. There is no inherent reason to avoid technology, or any
sector historically labeled a growth, when the underlying businesses can be purchased at a meaningful discount
to a conservatively estimated intrinsic value.



Past performance is not indicative of future results.

This document was prepared without regard to the specific objectives, financial situation, or needs of any
particular person or entity who may receive it. This analysis is for informational purposes only and is not
intended to be an offer, solicitation, or recommendation with respect to the purchase or sale of any security,
nor a recommendation of services supplied by any investment organization and does not include all factors
that should be considered when choosing an investment advisor or strategy.

This presentation is not investment, legal, tax, or accounting advice. Investors should consult with their own
professional advisors for advice on any investment, legal, tax, or accounting issue(s). While the information
contained herein highlights important data, it does not purport to highlight all dimensions of risk.

The information provided herein is based on matters as they exist as of the date of preparation, or otherwise
indicated throughout the presentation, and not as of any future date, and will not be updated or otherwise
revised to reflect information that subsequently becomes available, or circumstances existing or changes
occurring after the date hereof.

The information and opinions contained in this material are derived from various sources. No representations
are made as to the accuracy or completeness of the information set forth in these materials. The opinions
expressed are as of the date indicated and believed to be reliable. LCG assumes no obligation to update this
information, or to advise on further developments relating to it. LCG reserves the right at any time and without
notice to change, amend, or cease publishing the information.



